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THE COLLAPSE OF EXECUTIVE LIFE INSUR-
ANCE CO. AND ITS IMPACT ON POLICY-
HOLDERS

THURSDAY, OCTOBER 10, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 11 a.m., in room 2154,
Rayburn House Office Building, Hon. Dan Burton (chairman of the
committee) presiding.

Present: Representatives Burton, Ose, Waxman, Maloney, Nor-
ton, Tierney, and Watson.

Also present: Representative Lewis of California.

Staff present: Kevin Binger, staff director; Daniel R. Moll, deputy
staff director; James C. Wilson, chief counsel; David A. Kass, dep-
uty chief counsel; Marc Chretien, senior counsel; Jennifer Hall,
counsel; Blain Rethmeier, communications director; Allyson
Blandford, assistant to the chief counsel; Robert A. Briggs, chief
clerk; Robin Butler, office manager; Joshua E. Gillespie, deputy
chief clerk; Nicholis Mutton, deputy communications director; Dan
Skopec, energy policy, natural resources and regulatory affairs staff
director; Phil Schiliro, minority staff director; Phil Barnett, minor-
ity chief counsel; Christopher Lu, minority deputy chief counsel;
Ellen Rayner, minority chief clerk; and Jean Gosa and Earley
Green, minority assistant clerks.

Mr. BURTON. Good morning. A quorum being present, the Com-
mittee on Government Reform will come to order.

I ask unanimous consent that all Members’ and witnesses’ writ-
ten and opening statements be included in the record. Without ob-
jection, so ordered.

I ask unanimous consent that all written questions submitted to
witnesses and answers provided by witnesses after the conclusion
of this hearing be included in the record. Without objection, so or-
dered.

I ask unanimous consent that all articles, exhibits, and extra-
neous or tabular material referred to be included in the record.
Without objection, so ordered.

I ask unanimous consent that Congressman Lewis and Berman,
who are not members of the committee, be permitted to participate
in today’s hearing. Jerry Lewis, is he not going to come over, too?
I also would like to include Congressman Jerry Lewis of California,
who I believe will be showing up, who will be able to participate
as well. Without objection, so ordered.
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I want to welcome all of you and once again apologize for our tar-
diness in getting started, but that is the way things work around
here. There are two things you don’t want to ever watch being
made: laws or sausage. That was a joke, folks. [Laughter.]

We are here today to examine the circumstances surrounding the
purchase of Executive Life Insurance Co., the alleged fraud per-
petrated by Credit Lyonnais, and the impact on policyholders.

Before we get started, I would like to thank my colleagues from
California and the California delegation; the ranking minority
member, Mr. Waxman; Mr. Ose, and Mr. Jerry Lewis for bringing
this issue to my attention. Mr. Ose was the most vocal about that,
and I appreciate that very much.

Over the past year the news has been filled with stories of cor-
porate greed, stories of corporations going under and hanging
shareholders and employees out to dry. These stories have out-
raged the American public, and they have had a very adverse im-
pact on the stock market.

Today we will hear another story of corporate greed. However,
this story is a lot different. This corporation went under over a dec-
ade ago, but the fraud only became public knowledge in 1998, and
the stakeholders are still trying to pick up the pieces. Today’s hear-
ing is going to focus on how this happened and what should be
done to prevent this from ever happening again.

Before 1991, Executive Life was one of the country’s largest in-
surers, with more than 300,000 policyholders and $10.5 billion in
assets. Executive Life had most of its investments in high-risk,
high-yield junk bonds. With the collapse of the junk bond market
in the early 1990’s, Executive Life became insolvent.

Afraid of a run on the company by policyholders, the Insurance
Commissioner seized Executive Life and put it up for auction. In
late 1991, the Insurance Commissioner accepted a bid for Executive
Life that would separate the insurance business from its portfolio
of junk bonds. This separation left the insurance business without
a strong asset base, forcing benefits to be severely reduced.

The Executive Life debacle resulted in losses to its policyholders.
State insurance guarantee funds made up part of the losses, but
coverage was capped. Of the 300,000 policyholders impacted by the
sale, approximately 5,000 reside in my home State of Indiana. The
taxpayers of Indiana have spent $26.8 million to cover the losses
by the policyholders. There is also an estimated $10.3 million to be
spent in Indiana in the future.

California has approximately 180,000 policyholders. In California
the State guarantees annuities up to $100,000 and life insurance
up to $300,000. Annuitants and recipients of structured settle-
ments in excess of State guarantees suffered great economic losses,
and these are the people who can least afford it.

Of the 300,000 policies in effect at the time Executive Life was
sold, 5,600 were structured settlement annuities held by severely
disabled victims of accidents. For most of these victims the monthly
annuity payments are a primary source of their income. These an-
nuities provide medical care and other necessities for their disabled
recipients.

After the sale of Executive Life, these payments were severely re-
duced. The life many victims were guaranteed by their structured
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settlement was suddenly jeopardized. This loss has only com-
pounded the hardship they have already endured from the acci-
dents that they suffered.

We will hear today from Dru Ann Jacobson. Mrs. Jacobson is tes-
tifying on behalf of her mother, Ann Dixon, an Executive Life pol-
icyholder. Unfortunately, Ann Dixon was too sick to come here be-
fore us today.

Ann Dixon’s story is similar to many recipients of an Executive
Life structured settlement annuity. Ann Dixon was in a terrible ac-
cident. She received a settlement to take care of her medical needs
and provide for her future. Ann Dixon did exactly what she was
supposed to do. She followed the advice of her attorneys. She put
that money into a highly rated safe annuity, which most of us prob-
ably would have done.

When Ann Dixon bought that annuity, she was receiving $3,000
a month. After Credit Lyonnais bought Executive Life, Ann Dixon’s
monthly income was reduced to $1,800 a month, cut almost in half.
That is a 40 percent decrease in her income, and there aren’t many
people who could survive a 40 percent decrease in income and live
a decent life.

We will also hear today from another structured settlement re-
cipient, Bob Bozeman. Mr. Bozeman worked for the Illinois Rail-
road. Like Ann Dixon, he was in an accident and received a settle-
ment. Mr. Bozeman told his lawyers he wanted to put his settle-
ment in a low-risk annuity. He wanted to make sure he had that
money for his future. Mr. Bozeman bought the highly rated Execu-
tive Life annuity.

When he bought the annuity, he was receiving $2,000 a month.
After Credit Lyonnais bought the Executive Life Co., he received
$1,400 per month, which is a 30 percent decrease in income.

We have learned that these people did not need to suffer like
this. We have learned that an affiliate of Executive Life, Executive
Life of New York, went through similar problems. However, the
policyholders of Executive Life of New York were made whole.

So how can there be such a dramatic difference in outcome for
these two companies? Mr. James P. Corcoran, the former New York
I}rllsurance Commissioner, is here to explain how he accomplished
this.

There is much more to this story. We will hear from Steve Green,
the Deputy Insurance Commissioner, and Harry LeVine, Special
Counsel to the Commissioner, about the California State Insurance
Commissioner’s pending lawsuit against Credit Lyonnais and oth-
ers.

We will learn that, unbeknownst to the California Insurance
Commissioner and in violation of Federal and California law, Cred-
it Lyonnais, a French government-owned bank, was the ultimate
purchaser of Executive Life. Through a series of front companies
and secret agreements, Credit Lyonnais was able to secretly own
the insurance company. This fraud came to light only after an
anonymous whistleblower brought it to the attention of the Insur-
ance Commissioner in 1998.

This is the part that gets me. This fraud netted profits for Credit
Lyonnais of approximately $2.9 billion, almost $3 billion. This
fraud may be the largest ever committed in American history. That
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is definitely something to keep in mind when we hear about Ann
Dixon and Robert Bozeman, who can barely make ends meet.

Luckily for Ann Dixon and Bob Bozeman, the law is on their
side. The law requires that the perpetrator of a fraud must give up
all illegally gotten gains. We are here to shed some light on this
today.

Again, I want to thank the California delegation, in particular,
Mr. Ose, and I see Mr. Lewis is now with us, and we appreciate
your being here, Jerry, to shed light on this.

With that, I see Mr. Waxman is not here.

Incidentally, I have another meeting I have to go to, and Mr. Ose
has consented to chair this hearing when I have to leave, but I will
be back.

Ms. Maloney, do you have an opening statement.

Mrs. MALONEY. Yes. Thank you, Mr. Chairman. I look forward
to the testimony today from today’s witnesses.

I am angered to learn of the great hardships that have been
caused by the fraudulent actions of Credit Lyonnais, a French
bank. More than 5,000 people, many of whom are disabled, victims
of accidents or medical malpractice, who were the beneficiaries of
settlements managed by Executive Life Insurance Co., all of these
people were robbed of their settlement payments.

I know that two of our witnesses can speak personally of this
tragedy and the impact this corruption has had on their lives. I
thank you very much for coming and really putting a human face
on the tragedy.

As you have heard from the chairman, the issues surrounding
the collapse of Executive Life Insurance Co., and its sale to Credit
Lyonnais have been scrutinized for many years by the State of
California and now civil courts. Much of the testimony today will
focus on this history, but, as we are not the California State legis-
lature, the major concern of mine is the role of the Federal Govern-
ment in this case.

In 1999, a career assistant U.S. attorney in Los Angeles con-
ducted an investigation of the role of the French bank in the sale.
This same career prosecutor requested that the Justice Department
approve indictments against the bank and key officials involved in
the fraudulent transactions. This request was made 2 years ago
and still awaits action.

In the current era of business scandals, after Enron, WorldCom,
Arthur Andersen, Global Crossing, Tyco, I would hope that the Jus-
tice Department would not drag its feet on a major corporate crimi-
nal case. Two years is too long to delay. These corporate scandals
have done serious, lasting damage to the reputations of American
business and especially the financial services industry, and have
destroyed and hurt many lives. Healing in our business community
and our financial markets will come, in part, when the American
people believe that the government will take timely action against
bad actors.

As a member of the Financial Services Committee and a Rep-
resentative from the financial capital of the world, New York City,
I am especially concerned about the precedent that this case sets.
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I would ask permission from the Chair to place in the record an
article from The Los Angeles Times, “Little People Floundering
from Executive Life Losses” that spells out this.

Mr. OSE [assuming Chair]. Without objection.

[The information referred to follows:]



“The lawyers elected to put it into this “Triple A Executive Life.” They said, “This is

thesafest thing we can putitin. . . . It’s rated high, excellent, A-No. 1.’
Dru Ann Jacobsen, whose mother's injury settlement was converted into an Executive Life annuity

BEATRICE de GBA / Los Aogeies Tunes

‘Little People Floundering’
From Executive Life Losses

While the legal
process drags
on, many
policyholders
must contend
with sharply
reduced annuity
payments.

By LISA GIRION
TIMESSTAFF WRITER

More than 10 years after the failure
of California’s Executive Life Insurance
Co., many of its policyholders, some of
them elderly and disabled, are strug-
gling to get by on monthly annuity pay-
ments that are 30% lo 50% Jess than
what they had been promised by the
once highly rated insurer.

The 1991 insolvency, then the na-
tion's largest insurance failure, served
as a catalyst for stricter controls on in-

surance company investments. But the |

regulations came too late for Executive
Life's thousands of policyholders, some
of whom lost homes or were forced out,
of retirement because of the loss of in-
come when policy values were slashed.
Pclicyholders blame those losses on
the terms of the 1992 sale of Executive
Life’s “junk” bond portfolio to a French
investor group for $3.25 billion. They
contend that the portfolio was worth

much more because the junk, or high-
yield, bond market was rapidly re-
covering.

The deal “left al the little people
floundering,” said Dru Ann Jacobsen,
whose 74-year-old mother lost her
home after her annuity payments were
cut to $1,800 a month from the $3,000
she had been for life.

ing $8 billion in damages, U.S. Distnict
Judge A. Howard Matz gave the im-
pression he was inclined to agree with
arguments that the insurance commis-
sioner has exclusive standing to re-
present policyholders in such actions.

Also last week, a U.S. 5th Circuit
Court of Appeals panel cited the insur
ance

Authenities say the investor group
was a front for French bank' Credit
Lyoanais, which circumvented state
and federal Jaws to buy the bonds. In
what hes been called “the deal of the
centwry,” authorities say the bank and
its partners made a profit of at least
$2 billien after the value of the junk
‘bond poitfolic rose.

The Executive Life deal triggered a
wave of litigation, with no quick end in
sight. Discovery began months age in a
swt by the state insurance commis-
sioner, but no trial date has been set.

In a hearing last week on the merits
of 3 state atforney generals suit seek-

*s standing and ruled
out one of two suits policyholders had
filed in the case.

The 9th Circuit has yet to rule on a
second policyholders’ suit that names
the French investors and former Insur-
ance Commissioner John Garamendi,
wheo seized Executive Life and oversaw
1he sale of its assets. In that suit, policy-
holders argue that the Califernia insur-
ance commissioner’s office cannol be
trusted to represent their interests be-
cause of Garamendi's alleged bungling
of the Executive Life sale.

Meanwhile, the successor to Execu-
tive Life could face criminal prosecu-

Please see ANNUTTIES, C4
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trash. Ta sy the market had re-
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towthe marked isfallacious.

mize the rik of additionl losses.
The [nsucnce Department, he
said, did net have the expertise or
the cash secessary to bold e
bonds and sell them over time

e g of reaking 2 boter s

"lls 2 whole lot of foolishaess W
hEl)z‘Vt the Inswance Departraent

shoud have kept those junk
bords," Gasarmend said,

ot that is exactly whet palics-
‘haldets believe.

“Had they nol sold to the
French, bad they backed off and
4L L out lo bid again, the policy
boers el have gotien 100%
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Sovered bund market, inm uld
€ 19 reason w r ature the
ices
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atCredit Lyonnais
Pobicyheiders were so sure the

ver
The Whistle-blarer allegod pt
e French nvestor group

A traffic accident it 1979 left Am Dixon disabled, Exacutive Life's collapse left her unsble to keep her home of more than 30 years.

April 1991: Days after parent
¢ Exoutive Com. posts
$166-millon loss. California 1o-
surance Corumssioner John Ga-
ramendi seizes First Evecutive,

which files for bankruptcy.

Teporis et of $Tbilion

o cench mvestment group.

Noversber 1991: Garamend
announces conditional selection
of French group's revised $355-
Fallion bid, mneluding $3.25 bil-
Tion to zcquire the company’s
jtnlk bonds.
eptember 1993: Del closes
e legal battles

bruary 1999: California I

smance Compussioner Chu
Quackebush sues bank Cred
Eyonnais and & group of insue

fro for Credt Ly, ahich
was then cantrolled by the Fren
govermment.

el brwught the sonling of
state federal 5. Cali-
fora 1 law ‘probit n: romgn gov-

owning insuzance

companies, and federal law at the
time banned banks from being in
the insurance busiress.

‘The U.S. attormey's oifice in Los.
Aogdes mesigned and r

mended pril
Ty e chumse i o

Executive Life Timeline

ance and fisnce gompanjes, &l
Jeging they hid fformatian in
acquisition of Executive Life 10
kit state and federal laws.
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fedetal investigatior. could lead
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tice Department to indict Credt

Liyornais on fraud charges.
Juge 2001: Caliornia Atty.
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o defraud
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payments are a primary souce of
corte, said Mzureen Marz, a0 ad-
ot forthe et
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she was making 2 oKy invest-
ment,
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ey said,
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Sers o th French bank, who con-
tend that Credit Lyanais shoukd
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1 mscoe an insurance company
that made questionable invest-
menis.

C 333000 policies in effedt at
the time Evecutive Life was sold,
550 were strueturedsetiement
amies tht ol e el by i

vieturs of accidents and mal-
pnthcz ‘and for whorn the monthly

Injury Settlement Was
Chance to Keep House
She said the Ioss compownded

the hardship she had endured since b

the 1979 acciden in wrhich her van
was struck head-ou by a drunk
driver. She was driving home with
daugater Darian, then 19, after 2
tip ta buy tap shoes for & class
they had hoped to tae tagethe,

Bolh women were badly injured.
Dixay's 1o shat-
tered, and her right leg as so

crished it had o be ampu-
tated at the hup. Doctars wanted to
takeher left fog as well

T just couldn't face that” Dixon
said "Al el t's Where. T just eauit

ut any weight on 1. S0 I in @
wheelchar

Her marage broke up in the
‘wake of the accident, and her fi-
vances werea sharmbies.

‘The settiement of an injucy law-
suit provided Dixon with the hope
that she-could remain in the Ma-
it ranch home she had lived in
for 3 years.

"t wast a oumsen on the

beach.” she said. “But it was a
beautiful hotse wth 2 beawtifal

view.

For « whie, Dixon mazaged.
But- after der annuity payments
were cut by $1.200 2 month, the
bills mounied. Dixen refinanced
er herne Several tmes, folligg her 0
debt into the mortgoge. Then it be-
came difficult for her to make the
‘mortgage payments.

“We Just kept refinancing and
retmancing and_ hoping we could
a0l it off” Jacobsen said. “But i-

mally f g0t 100 much, 1t was lakung o

the whole famnuity] payment. She
didn't have anythin left for an3-

thing

‘Dion sold her house almast two
yesrs ago and moved into 2 two
bedsoam makite home near Jacab-
sonand her farofly.

acobsen b Iled cure or b
mothe since the accident, liting
her ix and out of the wheelchair
‘countless limes, 3 loving bt back-

reaking task. If the annuity were
paid n full, Jacobsen said, the
Tamily would duy ¢ van vith a

kit and hire a0 aide 1 help

ot D,

“New that she's getting lder,

she needs mare help, and w2 can'l
ot Jacobsen said. ] don’s think
they sxpected her o bive this
lo

Tn addition to structuredseitie-
men polistlders sch s D,
the Drecutve Life debadle 1o
sulted in losses to hodders of ife in-
surense pofities and guasanted in-
vestment contracts, 1ovestments
similar to cerlficatesof depesit.

Although state insvrance guar-
anty funds made up part of the
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300,000 per life insucance policy,
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—

srutursdseleoes
polm)hmdﬂm “tended 10 have th
e polsia- sa M, \h
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Thousands Lost Money
Needed for Medical Care

Vince and Sue Watson beliey
that ther sevarcly disabled daugi
ter, Katie, 23, 42t lost more tha
$1 million in WA Paymens, ne
fncluding fnterest

The Watsons hope the US. 9t

Doy fo Shei Gaighist’s sty o
full-cars facilty should the cutliv
hem.

“Tur case has been 5o frag
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1ot of pople dot reive tha ove
$46 billion was lost by people ik
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Vince Watson sd. “There
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wvested to secur.

Katie Watson's disabilties sten
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when, at 21 months old, she wa
admitted with 2 mild ezse of priew
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“What bappened at h
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medicie, oxygen ordered
given,blaod gases not munnrred

whole series of things,” Vince Wal

frws ordeat el Kate Watance
Verdly brain damaged, unable t
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in an Executive Life anmiity. The
monthly payments were 10 in
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$5,000 Fearing they could noi
make the moNEage paymen's anc
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marke,

But in a depressed marke, they
found no buyers for the aniquc
home. The tank foreclosed, and
the Watsons, who have SiX other
children, moved out.

Katie Watson's monthly pay
ments, with the 5% inereaset, huvi
grown to $10,000 teday, sl far
ot Mwhal)ndbeen promszed.

“Ii anythiog happened to Susit
and l theres sl not eno

it snything bap-
pened, Katie would be taken care
by
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Mrs. MALONEY. But according to these press accounts, the
French government has been aggressively lobbying the Justice De-
partment and the State Department to stall action, and I repeat
these are allegations, but they were printed in the press, even
going as far as to have President Chirac raise this issue with Presi-
dent Bush and to hire a former first Bush administration Deputy
Attorney General to lobby administration political appointees.

Now this I find troubling. One of the things that we have done
in government is to put sunshine on what is happening, so as to
really let people know who is wooing who or who is trying to influ-
ence someone. I know that in the FCC and the SEC and other or-
ganizations there is a sign-in sheet when you go in to see the head
of the Department. Yet, the Justice Department does not have such
a sign-in sheet.

I would appeal to the Members on the other side of the aisle to
join in a bipartisan effort to have uniformity of sunshine in the de-
partments in the government, particularly Justice, which is so im-
portant and has such an important impact on people’s lives. So I
intend to draft that legislation, and I hope the chairman will join
me and the members of the committee.

I sincerely hope that this political pressure is not the cause of
the delay. If a foreign government can successfully delay or stop
criminal proceedings by playing politics, it sets an extremely dan-
gerous precedent for U.S. citizens with assets held by other multi-
national corporations. It sends a message to my constituents with
accounts in financial institutions that do business in the United
States that are owned by the French, German, or Swiss holding
companies that they should fear that the executives of these com-
panies may be above the law. These are serious issues with poten-
tially major economic consequences.

I look forward to the hearing, and I thank very much the wit-
nesses for coming. I know it is very difficult always to testify about
your personal life and your personal situation, but I think that
your testimony is critical for us to understand exactly the impact
of this and how it happened. So I thank you for coming.

I yield back the balance of my time.

[The prepared statement of Hon. Carolyn B. Maloney follows:]
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Mr. Chairman and Ranking Member, I look forward to the testimony of today’s witnesses
and I regret that not all of the invited witnesses could join us today.

1 am angered to learn of the great hardships that have been caused by the fraudulent
actions of Credit Lyonnais, a French bank. More than 5,000 people, many our whom are
disabled victims of accidents or medical malpractice, who were the beneficiaries of settlements
managed Executive Life Insurance Company were robbed of their settlement payments. Iknow
that two of our witnesses can speak personally of this tragedy and the impact this corruption has
had on their lives.

As you have heard from the Ranking Member and Chairman, the issues surrounding the
collapse of Executive Life Insurance Company and its sale to Credit Lyonnais have been
scrutinized for many years by the state of California and now civil courts. Much of the testimony
today will focus on this history, but as we are not the California state legislature, the major
concern of mine is the role of the federal government in this case.

In 1999, a career Assistant U.S. Attorney in Los Angeles conducted an investigation of
the role of the French bank in the sale. This same career prosecutor requested that the Justice
Department approve indictments against the bank and key officials involved in the fraudulent
transactions. This request was made two years ago and still awaits action.

In the current era of business scandals, after Enron, WorldCom, Arthur Anderson, and
Global Crossing, I would hope that the Justice Department would not drag its feet on a major
corporate criminal case. Two years is too long to delay. These corporate scandals have done
serious, lasting damage to the reputations of American business and especially the financial
services industry.

Healing in our business community and our financial markets will come when the
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American people believe that the government will take timely action against bad actors.

As a member of the Financial Services Committee and a representative from the financial
capital of the world — New York City, [ am especially concerned about the precedent this case
sets. According to press accounts, the French government has been aggressively lobbying the
Justice Department and the State Department to stall action; even going as far as to have
President Chirac raise this issue with President Bush and to hire a former first Bush
Administration Deputy Attorney General to lobby Administration political appointees.

I hope this political pressure is not the cause for the delay. If a foreign government can
successfully delay or stop criminal proceedings by playing politics, it sets a dangerous precedent
for U.S. citizens with assets held by other multinational corporations. It sends a message to my
constituents -- with accounts in financial institutions that do business in the U.S. but are owned
by French, German or Swiss holding companies -- that they should fear that the executives of
these companies maybe above the law. These are serious issues with potentially major economic
consequences and I look forward to the hearing.
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Mr. OSE. The committee welcomes the dean of the California Re-
publican delegation, Mr. Lewis, for the purpose of a statement.

Mr. LEwis OF CALIFORNIA. Thank you very much, Mr. Ose and
Mr. Burton, for allowing me to come and sit in a committee meet-
ing on which I do not serve as a member of the committee.

I would like to also welcome Ms. Jacobson and thank her for
coming and providing testimony for this very serious challenge.

Mr. Chairman, I do have a formal statement I would like to sub-
mit for the record.

Mr. Osge. Without objection.

Mr. LEwIS OF CALIFORNIA. As I express my appreciation for your
allowing me to come, let me say, by way of background, the reason
for my coming involves the fact that I spent very much of my early
life in a field that was not connected with government. For 30
years I was an active life underwriter. Indeed, I feel very strongly
about this industry that is being so negatively impacted by compa-
nies that would operate in the fashion that Credit Lyonnais has
demonstrated a willingness to practice.

I have come today in no small part because many years ago,
while I was active in the life insurance business, I became ac-
quainted with people who were very successfully practicing my
business. Most of those people spent their lives attempting to help
people build security in their own lives. The sale of life insurance
and annuities and pensions provides a foundation for our personal
security for families across the country like no place else in the
world. Indeed, whole life insurance contracts and pension contracts
are the original IRAs of our country that led to our using our tax
laws to broaden the base of people’s willingness to participate in
their own independence.

During that time, those early years, there were a few of my di-
rect associates who did not reflect that same philosophy. It was a
couple of those very people who created Executive Life in the first
place. I watched with great interest as their business went forward.

I was always astonished in my field to find those who were will-
ing to go out and talk with citizens who had purchased life insur-
ance contracts in their efforts to build their own independence, and
in approaching those individuals they would take their existing
contracts and strip out the cash value or the money, thus, making
essentially that contract almost worthless, and use the money to
encourage them to purchase other contracts. “Stripping the poli-
cies” it was called. To say the least, many of us were astonished
at the impact that had on many a life.

The first testimony I ever made before a committee of any kind,
Mr. Chairman, was when I went to the State legislature in Califor-
nia to testify about our concern regarding those kinds of practition-
ers in an industry that is so important to our economy.

It does not surprise me at all that Executive Life was eventually
sold to a company in Europe that obviously had very similar levels
of value or no value in mind in terms of the reason for their pur-
chase. To have those people who had put their faith in Executive
Life then in the hands of people who were willing to strip out the
values of their life, the disability contracts that Mrs. Jacobson will
talk about, for example, that literally have destroyed many a fami-
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ly’s ability to provide for their own independence is totally unac-
ceptable.

I did not come today just because I used to be in the life insur-
ance business. Californians have communicated to many of our
Members about their concerns relative to the impact of the actions
of Credit Lyonnais on the lives of their families. There is little
doubt that they went about exercising themselves regarding these
contracts in order to literally cream off profit for their own pur-
poses, and in the process not just destroy lives, but lay the founda-
tion to destroy this very industry here at home.

It is very, very appropriate, Mr. Chairman, both of my chairmen
here, that you hold these hearings. I would hope you would help
us followup to find a way legislatively to impact such transactions
that lead to this kind of disaster. It is an unacceptable form of
practice. It casts a shadow on one of the finest industries that ex-
ists in the world, that is, our life and pension industry in this coun-
try. Indeed, whatever we can do by way of changing the law or oth-
erwise to see that such organizations cannot operate within the do-
main of the United States I certainly am not only delighted, but
anxious to participate in and support.

So thank you very much for having me today, and I will leave
you to your fine work as I go back and work on our defense bill
on the floor. Thank you.

[The prepared statement of Hon. Jerry Lewis follows:]
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Good morning. 1 want to thank Chairman Burton and the Commiittee for
allowing me to make an opening statement regarding Credit Lyonnais’
illegal purchase of the Executive Life Insurance Company, and the
devastating impact that sale has had on hundreds of thousands of
policyholders.

I also want to thank the Committee for holding a hearing on such an
important issue. 1 know that Chairman Burton has worked with Ranking
Member Waxman in setting up this hearing, and that Congressman Ose,
Congressman Berman, and other Members of the California delegation have
also been deeply involved in investigating Credit Lyonnais. I thank all of
you for your leadership — and for your efforts to keep this a bipartisan issue,
as it should be.

What this bipartisanship shows is that inquiries into the Justice Department’s
investigation of the alleged misconduct of the French bank, Credit Lyonnais,
is not a Republican issue or a Democratic issue — but it is an issue of basic
fairness and about justice being denied for the victims of these financial
crimes.

The history of Credit Lyonnais’ dealings with Executive Life Insurance
Company has been fraught with corruption and tragedy. In 1991, the State
of California was forced to auction the assets of Executive Life. Credit
Lyonnais — through the use of an illegal front company -- took over the
insurance company’s bond portfolio - notwithstanding existing federal law
barring a bank from owning interests in an insurance comparny and
California state law prohibiting a foreign government from holding an
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interest in a California insurance company. Credit Lyonnais subseguenily
earned upwards of $3 billion by stripping the insurance company of its
assets while effectively leaving the 330,000 policyholders holding the bag.

Credit Lyonnais’ alleged role in this whole debacle came to light only after a
French whistleblower went public six years after the acquisition. This
whistleblower informed the public, the press, federal and state regulators and
elected officials that Credit Lyonnais was the real cause of all the subsequent
hardship felt by the policyholders.

1 am particularly aware of this case because many of the policyholders are
from my home state of California. Today, 10 years after the failure of
Executive Life, policyholders are receiving annuity payments 30% to 50%
less than what they were suppose to be getting. The policyholders have been
left to scramble to make ends meet. What is most troubling is that many of
these policyholders constitute some of society’s most vulnerable citizens —
those who are elderly, physically challenged, or seriously ill, including many
children.

Of the 330,000 policyholders, 5,600 were structured settlement annuities —
policies held by disabled victims of accidents. For these policyholders, the
monthly annuity payments were — and still are -- their primary source of
income.

The Los Angeles Times earlier this year did a story on just how much Credit
Lyonnais’ plundering of Executive Life has impacted -- what the paper
called — “the little people.”

The article talked about people like 74-year-old Ann Dixon who invested the
settlement she received, after losing her leg from an accident involving a
drunk driver, into Executive Life. She had been assured that Executive Life
was one of the safest places to purchase an annuity. Ann Dixon has since
lost her home after her monthly annuity payments dropped from the $3,000
she had been promised for life to $1,800 — after Credit Lyonnais went in and
used up all the of the company’s worthy assets. Ann Dixon is now living in
a trailer and hoping to find enough money to purchase a van with a
wheelchair 1ift so she can get around more easily.

This article also focused on the case of Katie Watson, the daughter of Vince
and Sue Watson. When Katie was 21 months old she was admitted to a
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hospital with a mild case of pneumonia, and -- because of a whole series of
things that took place at the hospital -- she was left severely brain damaged.
Katie cannot take care of herself — she can’t walk, she can’t eat and she is in
need of full-time, twenty-four hour medical help.

Katie’s settlement with the hospital was invested in an Executive Life
annuity. The annuity was designed to give her payments each month that
would provide her and her family with the financial resources to pay for her
care. The pay structure was designed to increase 5% each year to keep up
with inflation. Because of the alleged misconduct of Credit Lyonnais,
Katie’s annuity payments were initially cut by $8,000 a month. As a result,
the Watsons were forced to sell their custom-built home and they now
cannot provide Katie all the medical attention her doctors say she needs.

The Watsons have been economically devastated on top of the emotional
pain and suffering they are already experiencing because of Credit Lyonnais.

1 am a former insurance agent. I know that most insurance agents are good
people, who want to do the right thing and are committed to helping families
deal with tough challenges. Credit Lyonnais apparently had none of these
concerns. Where most people would have seen Ann Dixon’s pain, Credit
Lyonnais saw profits; where most people would have been motivated to help
Katie Watson, Credit Lyonnais was motivated by greed.

As T understand it from press reports and various accounts, prosecutors in
the Los Angeles U.S. Attorneys Office have been seeking to indict Credit
Lyonnais for its actions for two years now. A federal court in Los Angeles
that is handling the California Insurance Commissioner’s civil case against
the French multinational has made a ruling that a prima facie case of
criminal fraud exists. That same court has even taken the unusual step of
prohibiting the French bank from being able to assert the “attorney-client
privilege” often invoked to protect documents from disclosure.

1 applaud Attorney General Ashcroft and the Bush Administration for its
vigorous crackdown on corporate fraud and malfeasance. The
administration has pursued Enron, Tyco, WorldCom and Global Crossing.
However, Credit Lyonnais stands as a stark example of corporate
malfeasance, corporate fraud and corporate irresponsibility long before these
other companies’ problems were on the national radar screen.
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I urge the Attorney General to follow the advice and recommendations of his
line prosecutors and pursue indictments against Credit Lyonnais as the
Department has against Enron, Tyco, WorldCom and Global Crossing.

Ann Dixon deserves justice. Katie Watson deserves justice. The 330,000
other policyholders deserve justice. But, unfortunately, we are instead
seeing too clearly how that old adage remains«rue: “justice delayed is
justice denied.”

Thank you.
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N Mr. Osk. Thank you, Mr. Chairman. It is a pleasure to have you
ere.

We have another Member on this side who will join us shortly.
I am going to proceed with my statement.

First, I want to thank Chairman Burton for holding this hearing.
It is interesting, since I got here, I have been involved in a number
of things, and you have never flinched from standing up for what
is right. I would like to thank you on this day for your leadership.
I know your stewardship here is ending, but I do want to com-
pliment you on your leadership.

Mr. BURTON. I was just asking Mr. Lewis because I may be leav-
ing, and maybe you can fill me in, it seems to me that there ought
to be some law against a company like Executive Life or the Insur-
ance Department out there selling this company to a front company
without the knowledge of the policyholder. I doubt if the Insurance
Commissioner knew about that. I have no idea.

But it seems that Credit Lyonnais would be subject to some kind
of legal action beyond just liability for knowingly misleading the
California public and all those policyholders by thinking that some
other company is buying that company rather than them.

Mr. OsE. I think, Mr. Chairman, you will see in the course of the
hearing that both the State of California and the Federal Reserve
Board both had prohibitions on foreign companies acquiring domes-
tic insurance companies. So that law was in place then. It has since
been pulled back a little bit, but I think you will see in the course
of the testimony today that that is the case.

Mr. BurTON. OK, thank you.

Mr. OsE. I am going to recognize my good friend from California,
Mr. Waxman, for the purpose of an opening statement.

[The prepared statement of Hon. Doug Ose follows:]
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Mr. Chairman, I would first like to thank you for holding
this hearing. You have never flinched from standing up for
what is right, and I would like to thank you for your
leadership. As your stewardship at the head of this
committee comes to an end, I appreciate that you found the
time to help one more group of Americans.

As we will hear today, more than 300,000 Americans —
from Indiana to California — were hurt when the Executive
Life Insurance Company collapsed. Some are still seeking
justice. Lost retirement funds, lost settlements from injury
Judgments, and other losses of investments left many
Americans floundering following the fall of Executive Life.
This injury was compounded when it was found that the
efforts to help the victims of this collapse were instead left
holding the bag while others illegally stole their assets and
fled the country.

More than a decade later, some of these victims have
learned to live with their loss. Others feel the pain from
this loss every day. Two representatives of those who were
left to fend for themselves are here with us today.
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I appreciate their willingness to share with us their
knowledge and to help us in asking the question, “When
will they have their day in court?”

How did this happen? How did thousands of Americans
who thought their retirements and disability settlements
were safe in the hands of a government regulated insurance
industry end up with cut benefits and no options?

In the 1980°s the Executive Life Insurance Company was a
thriving business promising better returns and better
benefits at a lower cost. They thought they would be able
to achieve this promise because they had invested heavily
in a new growth bond market. This market came to be
known as the “junk bond market,” and many of those who
had relied upon it were falling by the wayside during the
early 1990’s.

When its parent company filed for bankruptcy in 1991, the
California Insurance Commissioner stepped in, took control
of Executive Life of California, and placed it into
receivership.

While the Commissioner’s mission was to protect the
policyholders and rehabilitate the company, California
instead made the decision to grab what it could in the short-
term by selling off the bond portfolio, separate from the
rest of the package.
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This decision left the company so weakened as to require
drastic cuts in benefits, and led Forbes Magazine to write
an article in 1994 entitled “Smart Buyer, Dumb Seller,”
which accused the state insurance commissioner of having
“slept through his finance classes” at Harvard Business
School.

But there is much more to this case.

The California Insurance Commissioner asked for bids to
rehabilitate Executive Life — and for people to take care of
its policyholders. He received a number of bids. Every bid
initially included taking the company’s entire portfolio.

One company asked to be allowed to “cherry pick” the best
bonds in exchange for a cash payment. This company was
advised by Mr. Leon Black, a former protégé and advisor to
Michael Milken. If anyone knew which bonds to pick, and
which were true junk, it was him.

The Commissioner agreed to this deal despite its unusual
characteristics. Why he chose this option over the bids of
every other company that wanted the whole package is
unclear. When everyone else recommends one action, but
you choose another, you should expect tough questions.

Even if this decision had proven to be the best, there are
still more elements that this committee needs to review.
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Unbeknownst to almost anyone at the time, the company
that bought these bonds from the Insurance
Commissioner’s office was a front company controlled
under a series of agreements by a French Bank: Credit
Lyonnais. Credit Lyonnais was owned and controlled by
the French Government at the time of the transaction. It
was illegal under both state and federal law for Credit
Lyonnais to purchase a U.S. insurance company. Only
through documents provided by a former employee did
anyone learn of this alleged fraud.

There is more.

The bonds that Credit Lyonnais acquired through these
machinations performed well, as many market experts had
expected, and netted Credit Lyonnais a profit of nearly $2
billion.

Now we read press accounts and hear stories that the
French are trying to avoid responsibility for their alleged
fraudulent actions. There are also accounts that France
may have offered to give back $500 million if they can
keep the other $1.5 to $2 billion. Sounds like a good deal
for them, not for us.

Especially when the law says that when a fraud occurs, all
gains must be returned as the initial illegal action makes
any future benefit inherently illegal. In fact, the aggrieved
party is eligible to receive three times the loss in
compensation and the state is currently seeking $6 billion
in damages under this law.
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Does the involvement of the French government as owners
of Credit Lyonnais complicate the matter? Anyone who
commits fraud must be held accountable — whether it is the
French government or a U.S. Senator or your local banker.
If the French were responsible for deceiving the American
people and leaving the policyholders in the “lurch,” then
they need to own up to the fact and take responsibility for
their actions. They should not work to delay the process
and avoid reaching a fair settlement with the victims of
their actions.

French billionaires pocketed roughly $2 billion at the
expense of American policyholders and are now dining on
wine and brie, cruising the French Riviera in their fancy
yachts and living in big mansions, while the American
victims of this case are selling their homes and finding it
hard to pay the bills and support their families on the
crumbs thrown to them after the fall of Executive life.

Mr. Chairman, I am pleased to say that California has not
sat back and ignored these allegations. The current
Insurance Commissioner and his staff have been advocates
for the more than 180,000 policyholders in California, and
the more than 330,000 across the country who were the
victims of the collapse of Executive Life.

In addition, the U.S. Attorney’s office in California has
been involved in the investigation — and by many accounts
wants to bring this case to trial.
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Earlier this year, my colieague from California Jerry Lewis
and I sent letters to the U.S. Attorney General, California’s
U.S. Attorney Deborah Yang and to key leaders in
Congress urging them to act on this case now. It has long
been said that, “Justice delayed is justice denied.” You
have responded, Mr. Chairman, and I thank you.

But I am deeply disappointed to see that the Department of
Justice has refused our invitation to be here today. It has
been nearly two years since the U.S. Attorney’s office in
California is said to have asked for permission to bring this
case to court and demand justice for the victims. Those
who suffered — and are still suffering today — deserve to
hear what their government is doing. Why is the
Department of Justice ignoring their pleas? When will the
people who suffered through Executive Life’s collapse get
their day in court?

Similarly, some of those representing the actual parties in
the case have refused to tell us their side of the story. It is
regrettable that they declined our invitations and the
opportunity to explain why they did what they did, and why
so many others were left holding the bag by their actions.

Mr. Chairman, I would again like to thank you for calling
this hearing and for asking the tough questions. Someone
needs to.
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Mr. WAXMAN. Thank you very much.

The collapse of Executive Life Insurance Co., in 1991 is an im-
portant issue that deserves careful consideration by this committee,
but I am confused by the last-minute timing of this hearing and
the absence of key witnesses. It is unclear what this hearing will
actually accomplish.

The collapse of Executive Life affected over 300,000 policy-
holders, many of whom lived in California. The hardest-hit policy-
holders were those people who relied on annuity payments for their
living expenses. When Executive Life collapsed, these policyholders,
many of whom were disabled, lost significant amounts of money.

For this reason, I wrote to Chairman Burton 6 months ago ask-
ing him to monitor this issue. According to press accounts, the Los
Angeles Office of the U.S. Attorney’s Office recommended in April
2001 that Credit Lyonnais be indicted. However, there were dis-
turbing reports from The New York Times that the Justice Depart-
ment might be negotiating a lenient settlement with the bank that
would provide little restitution to policyholders. Concerns were also
being raised about efforts by the French government to lobby Presi-
dent Bush and Secretary of State Powell, and the French bank had
retained a close ally of President Bush to lobby the Justice Depart-
ment. My letter requested that the committee look into these
issues.

In addition, Representative Nancy Pelosi and Representative
Howard Berman wrote to Attorney General Ashcroft to express
their concerns about how the Justice Department was handling
this matter. Republican Members, including Mr. Ose and Rep-
resentative Jerry Lewis, had made similar requests. How the Jus-
tice Department is proceeding in this matter and whether the DOJ
is being improperly influenced by political considerations are im-
portant issues falling squarely within the committee’s jurisdiction.
These issues need to be and can be examined in a bipartisan man-
ner.

Unfortunately, I doubt whether that will happen today. Or at
least I am worried about it. The key witnesses who can help us un-
derstand why the Justice Department is not taking action are not
here. Plus, there is no indication that future hearings are planned
into the Justice Department’s failure to act.

Instead, the timing and focus of this hearing creates the impres-
sion that it is being held primarily to help a fellow named Gary
Mendoza, who is the Republican candidate running against John
Garamendi for Insurance Commissioner in California. Mr. Mendoza
is trying to make an issue out of the fact that Mr. Garamendi pre-
sided over the sale of Executive Life in 1991. That election is only
26 days from today.

Now here are some interesting facts: According to several eye-
witnesses, Mr. Mendoza told a group of insurance executives 2
weeks ago, well before this hearing was ever publicly announced,
that a congressional committee would be investigating Mr.
Garamendi’s role in Executive Life. The Dow Jones Newswire is re-
porting today that the Republican staff is distributing to the media
an old 1994 article critical of Mr. Garamendi.

There is little basis for insinuations about Mr. Garamendi’s con-
duct. In the late 1980’s the junk bond market was crashing. This
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drove Executive Life into insolvency. As Insurance Commissioner,
Mr. Garamendi directed that the junk bond portfolio held by Exec-
utive Life be sold as a means of protecting policyholders from fur-
ther losses.

With 20/20 hindsight, it is easy to question this decision, since
the junk bond market rose in the 1990’s. But as millions of Ameri-
cans at this moment are experiencing, there is nothing improper
about being wrong on the direction of financial markets. How many
people are wondering whether they should sell all their stocks and
worry that, if they do so, stocks may be rebounding in a short pe-
riod of time, God willing?

Some believe the reason we are holding this hearing is because
Mr. Garamendi is in the middle of a political campaign. Since Mr.
Garamendi can’t be here, there could be an opportunity for political
potshots. I hope that won’t be the case. That would be unfair and
wrong.

Ironically, this hearing runs the danger of actually hurting the
policyholders of Executive Life. The California Insurance Commis-
sioner is litigating a major civil fraud lawsuit against Credit Lyon-
nais right now. This lawsuit has a very real chance of recovering
some of the over $2 billion that was fraudulently taken away from
policyholders.

The majority has requested testimony from two lawyers in the
Insurance Commissioner’s office. They are here today, but have ex-
pressed their great reluctance to testify. These lawyers are legiti-
mately concerned that their testimony might lock them into state-
ments that Credit Lyonnais could use against them in court or that
they might be forced to provide a road map of their legal case. Nev-
ertheless, the majority has insisted that these lawyers testify.

So at the end of the day, here is what we have: We have a hear-
ing that is not addressing the Justice Department’s failure to pros-
ecute Credit Lyonnais. We have a hearing that may be used for
partisan political purposes to affect an election 26 days from now,
and we have a hearing that could possibly damage the only chance
for policyholders to recover any money. This is not how I would
have approached this hearing. Nevertheless, if we are able to send
a unified message to the Justice Department, some good can be ac-
complished.

It is important for the Justice Department to understand the loss
being suffered by Mr. Bozeman, Ms. Jacobson, and other policy-
holders, and it is important for the Department to understand the
urgency of Federal action to address their wrongs. I hope this com-
mittee will stand united in making that point to the Justice De-
partment, who we presume will be monitoring this hearing, even
though they are unwilling to testify.

Mr. BURTON. Would the gentleman yield to me just quickly?

Mr. WaAxMAN. Certainly. I would be happy to yield.

Mr. BURTON. Mr. Waxman, my business before I came to Con-
gress was insurance, all lines, including life insurance and pensions
and things like that. This issue I was not aware of until recently,
and I can assure you, and I give you my word, there is no political
implication, as far as I am concerned, in this hearing.

I will tell you also that I will be happy, after the elections are
over and after there are no more political problems to be dealt
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with, that we will have the Justice Department over here to find
out what they are doing, either in a public forum or a private
forum. I will be happy to have you or some of your staff with us
to find out what they are doing to get these funds back for these
policyholders who have been really raped in my opinion.

So I just wanted to clarify that because you and I have had a
pretty good working relationship, at least the last couple of years,
and I hate to see that jeopardized by this.

Mr. WaXMAN. Thank you for your statement.

Mr. OsE. I thank the gentleman.

We come here today for this hearing, and there are any number
of reasons why we should or shouldn’t have a hearing. I mean
there are Department of Justice contentions that they are in the
middle of a negotiation. There is an attorney general who says they
are in the middle of litigation. There are some who say we are in
the middle or too close to an election.

But the fact of the matter is we have a recommendation from a
deputy U.S. attorney which has had no action for a number of
months. We have over 300,000 policyholders who for years have
suffered losses. The time is now. It is as good a time as any. We
can wait if you want, and we can continue to have our constituents
and our fellow citizens hurt accordingly, but this is as good a time
as any, because some are still seeking justice.

We have got lost retirement funds. We have lost settlements
from injury judgments. We have other losses of investments that
have left many Americans floundering following the fall of Execu-
tive Life.

This injury was compounded when it was found that the efforts
to help the victims of this collapse instead left those policyholders
holding the bag while others took the ELIC, the Executive Life In-
surance Co., assets and fled the country.

More than a decade later, some of these victims have learned to
live with their loss. Others still feel the pain from this loss every
day. Two representatives of those folks are here with us today, and
I look forward to their testimony and appreciate their willingness
to share with us their knowledge and to help us in asking the ques-
tion: When will we have a day in court?

Now how did this happen? How did thousands of Americans who
thought their retirements and disability settlements were safe in
the hands of a government-regulated insurance industry entity end
up with cut benefits and no options? How did that happen?

In the 1980’s the Executive Life Insurance Co. was a thriving
business promising better returns and better benefits at a lower
cost. They thought they would be able to achieve this promise be-
cause they had invested heavily in a new growth bond market.
This market came to be known as the junk bond market, and many
of those who relied upon it under the conditions just described
ended up falling by the wayside in the early 1990’s.

When the parent company of Executive Life ultimately became
insolvent in 1991, the California Insurance Commissioner stepped
in, took control of it, and placed it into receivership. While the
Commissioner’s mission was to protect the policyholders and reha-
bilitate the company, instead the decision was made to take what
could be obtained in the short term by selling off the bond portfolio
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separate from the rest of the package. This decision left the com-
pany so weakened as to require drastic cuts in benefits and led
some publications to write articles in 1994 that were, frankly, not
particularly flattering, accusing certain people of just having failed
in their duty.

There is much more to this case, however. In the process of fol-
lowing up the insolvency and seizure, the Commissioner asked for
bids to rehabilitate Executive Life for the purpose of taking care of
its policyholders, and the Commissioner received a number of bids.
One company asked to be allowed to cherrypick the best bonds in
exchange for a cash payment. This company was advised by a gen-
tleman named Leon Black, a former protegé and advisor to Michael
Milken. Frankly, if anyone knew which bonds to pick and which
were true junk, this was the guy.

The Commissioner agreed to this deal, despite this unusual char-
acteristic. Now why he chose this option over the bids of the other
companies that wanted the whole package is unclear. Frankly, it
begs a question: When everyone recommends one action and you
take another, why did you do it?

Even if this decision had proven to be the best, and there are
still more elements that this committee needs to review, unbe-
knownst to almost anyone at the time, the company that bought
the bonds from the Commissioner’s Office was, in fact, a front com-
pany controlled under a series of agreements by a French bank
known as Credit Lyonnais.

Credit Lyonnais was owned and controlled by the French govern-
ment at the time of the transaction. It was illegal under both State
and Federal law for Credit Lyonnais to purchase a U.S. insurance
company. Fortunately, through documents provided by a former
employee, we found out about this.

There is still more. The bonds that Credit Lyonnais acquired
through these machinations performed well, as many market ex-
perts had predicted, and netted Credit Lyonnais a profit of over $2
billion. Now this past spring we read press accounts and hear sto-
ries here in Congress, and my good friend on my right, Mr. Wax-
man, and Mr. Berman and Ms. Pelosi, and others, and my good
friend, Mr. Lewis, myself, and others heard that there was a pro-

osed settlement coming down the pike in the neighborhood of
5100 million, whereby Credit Lyonnais would be excused from any
criminal penalty and allowed to retain their banking privileges
here in the United States.

There are also accounts that the offer is now up to $500 million.
Now $500 million, or $100 million or $500 million against $2 bil-
lion, that sounds like a pretty good deal for the people who per-
petrated this scam, but, frankly, it is not a good deal for the policy-
holders.

Now the law says that when a fraud occurs, all the gains ob-
tained through the fraud, whether subsequently legal or not, must
be returned. On that basis, the State of California is currently
seeking $6 billion in damages from the entity involved.

Does the involvement of the French government as owners of
Credit Lyonnais complicate the matter? Well, you can be your own
judge, but, frankly, anyone who commits fraud must be held ac-
countable, and it doesn’t matter whether it is a French government
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or a U.S. Senator or a U.S. Member of Congress or a local banker.
If the French were responsible for deceiving the American people,
leaving the policyholders in the lurch, then they need to own up
to the fact and take responsibility for their actions. It is appalling
that we are seeing people work to delay this process and to avoid
reaching a fair settlement with the victims for this act.

I wish Mr. Burton was still here; I would share with him that
California has not sat back and ignored these allegations. The cur-
rent Insurance Commissioner and his staff have been advocates for
more than 180,000 policyholders in California and more than
300,000 across the country who were victims of the collapse of Ex-
ecutive Life.

As I said earlier, the U.S. Attorney’s Office in California has
been involved in this investigation, particularly a gentleman
named Jeff Isaacs, who, by many accounts wants to bring this mat-
ter to trial.

As Mr. Waxman cited, there have been a number of letters to the
U.S. Attorney General, to the U.S. attorney in Los Angeles, and to
key leaders in Congress, including Mr. Burton, urging them to act
on this case now. The chairman of this committee has responded,
and for that we are appreciative.

Now we have invited a number of people here today, and some
have declined our invitation, including the Department of Justice.
That is very disappointing. As Mr. Waxman suggests, it would be
nice to have the people here responding affirmatively to our invita-
tions, so we can get to the bottom of this in this hearing instead
of having a series of hearings. That would be helpful. However, if
we have to have a series of hearings, we will do so.

Those who suffered and are still suffering today, two of whom
are with us right now, deserve to hear what their government is
doing. Why is the Department of Justice not responding to these
pleas? When will the people who suffered through this collapse of
Executive Life get their day in court?

With that, I am going to stop.

Now, as we do in this committee every time, we swear all of our
witnesses in. So we are going to put you under oath. If you would
please rise and raise your right hand?

[Witnesses sworn.]

Mr. OsE. Let the record show that the witnesses answered in the
affirmative.

Mrs. Jacobson, you are recognized for an opening statement.

STATEMENTS OF DRU ANN JACOBSON, MALIBU, CA; AND
ROBERT BOZEMAN, EVANSVILLE, IN

Ms. JACOBSON. Thank you. I am going to read this because I am
nervous. I have never done this before.

My name is Dru Ann Jacobson. I am here to represent my moth-
er, Ann Dixon, and my sister, Darian Andes Merrick, who were pol-
icyholders with Executive Life Insurance Co.

My primary reason for being here today is to put to rest
misstatements made by Credit Lyonnais representatives that Exec-
utive Life Insurance policyholders did not suffer any losses. Equal-
ly misleading is former California Insurance Commissioner John
Garamendi’s statements that 97 percent of the policyholders were
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made whole. When my mother and I and others met with Califor-
nia Attorney General Bill Lockyer earlier this year, he confirmed
to us that investigations showed that the real losses in benefits to
policyholders were more than $4.5 billion.

Let me briefly tell you how my family became involved with Ex-
ecutive Life and how our lives drastically changed. My mother is
in a wheelchair and has been since she was in a 1979 auto accident
for which the annuities were granted. My mother and sister were
driving home in the Santa Monica mountains when they were hit
head-on by an oncoming car. My mother tried to turn her car into
the hillside as best she could to protect my sister, so she got the
brunt of the impact.

The paramedics had to use the jaws of life to remove her and put
her in a pressure suit while she was still on the road. She had no
blood pressure and was considered dead for some seconds. She
heard them say, “We lost her.” Somehow she willed herself to live.

That night in the emergency room she had her right leg ampu-
tated below the knee while she was awake because they couldn’t
sedate her. She was in ICU for 3 months and in the hospital for
another year. She endured seven surgeries that year. Almost all
her bones in her lower body were broken, including her pelvis and
hip. Her main artery was severed in her other leg and all the ten-
dons and muscles were cut. Her leg healed slowly and had to be
reset twice. She had a major head injury. She was literally scalped.
It goes on and on.

Needless to say, the pain she has endured for the last 23 years
is severe. She was a very beautiful woman before this, but her face
was completely altered. She had been a wonderful mother, active
in our schools and community. She had been a dancer, an athlete,
and a bathing suit model. Her whole life changed in moments. Our
whole family’s life changed. My father couldn’t take the fact that
he no longer had a beautiful wife and left after the accident, leav-
ing her to pay a pile of bills.

My sister, Darian, was seriously injured also. She was in a coma
for 5 days with a massive head injury and broken bones. The doc-
tors told me that she and my mother might not make it through
that first night. She was in the midst of a promising modeling ca-
reer and was about to start on a tour on the pro beach volleyball
tour. Her future plans collapsed after the accident.

In time my mother and sister went to court and won a lawsuit.
Their lawyers told them that the best company to put their money
in was the AAA-rated Executive Life. Because my mother and sis-
ter would need ongoing care, a lifelong structured settlement annu-
ity was thought to be the safest investment.

In 1991, without warning, we received a letter that Executive
Life was being dissolved. We were in shock. The letter said that the
payments would be cut, and the company was to be sold. It was
like reliving the pain of the accident again, a punch in the stomach
for my mother.

Her annuity payments were cut by approximately a third each
month. Also, future bulk payments that she was to receive were
cut. My mom has tried to hold onto our home for as long as we
could, but we finally had to give it up, the home we had lived in
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for 33 years. Executive Life was in the hands of the Insurance
Commissioner for 3%z years while we twisted in the wind.

I became her sole caregiver and have continued to care for her
for 23 years, while raising my own family. I need surgery soon for
a condition that I developed from lifting my mom all these years.
We can’t afford to hire someone to care for her for the 3-months
I will need to recover. First the accident, then the Executive Life
mess has made all our lives very difficult. It is a constant worry
that continues today.

Credit Lyonnais and Mr. Garamendi cannot tell the 160,000 life
insurance policyholders and 15,000 annuitants that they were
made whole, and you shouldn’t allow them to tell that to the Jus-
tice Department either. We learned that a recent Pennsylvania
high court decision stated that not one single Executive Life policy-
holder was made whole.

We ask you to use your powers to help 360,000 policyholders and
their families receive justice. At our meetings as policyholders
when this first happened, we were struck that so many of them
were of the generations that served their country in World War II
and Korea. They thought they were making safe, prudent plans to
protect their loved ones, and they trusted these companies to up-
hold our laws.

Concerning Credit Lyonnais, we will be shocked if a foreign gov-
ernment is allowed to plot and scheme to evade State law. It has
been explained to us that, as a result of the Foreign Sovereign Act,
when this French-owned bank lied to State officials and made false
and misleading statements in State court, vindication rests with
the Federal judicial system and the Justice Department.

We are alarmed that the Justice Department has not acted
against Credit Lyonnais since they learned of the side agreements
that the French signed that broke our laws. Please understand that
we believe that if there are no indictments against them, the only
proper action should be based on complete disgorgement of all prof-
its and a penalty. Please understand how much money is involved
here. $100 million would represent only 1 percent of the policy
value of each policyholder. Our loss is enormous.

Finally, we regret that the Justice Department has not inves-
tigated former Insurance Commissioner John Garamendi’s role. To
begin with, why did Mr. Garamendi charge the policyholders mil-
lions of dollars for consulting fees of top investment bankers to set
a value on Executive Life’s junk bonds when he never disclosed any
of their findings? This enabled him to tell the court that he hadn’t
known the value of the bonds and to sell them to Credit Lyonnais
and Leon Black at fire sale prices. What ever happened to a report
that his own staff completed that set a value to the bonds but was
never made public? Mr. Garamendi’s actions beg for a thorough ex-
amination.

Executive Life is a scandal that hurt lots of people like my moth-
er, my sister, and myself. There were 360,000 policyholders from
nearly every State. We have an opportunity for justice, even at this
late date. We need your help.

Thank you very much.

[The prepared statement of Ms. Jacobson follows:]
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Testimony: October 10, 2002
Dru Ann Jacobson

Malibu, California

My name is Dru Ann Jacobson. I’m here to represent my mother, Ann Dixon, and my
sister DarianAndesMerrick, who were policyholders with Executive Life Insurance Co.

My primary reason for being here today is to put to rest misstatements made by Credit
Lyonnais representatives that Executive Life Insurance policyholders did not suffer any losses.
Equally misleading is former California Insurance Commissioner John Garamendi’s statements
that 97% of the policyholders were made whole. When my mother and T and others met with
California Attorney General Bill. Lockyer earlier this year, he confirmed to us that his
investigation showed that the real losses in benefits to policyholders\a’a\v%rsemore than 4 % billion
dollars.

Let me briefly tell you how my family became involved with Executive Life and how our
lives drastically changed. My mother is in a wheelchair and has been since she was ina 1979
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anto accident for which the annuities were granted. My mother and sister were drivinghgﬁ the
Santa Monica Mountains when they were hit head on by an oncoming car. My mother tried to
turn her car into the hillside as besf she could 1o protect my sister, so she got the brunt of the
impact. The paramedics had to use the jaws of life to remove her and put her in a pressure suit
while she was still on the road. She had no blood pressure and was considered dead for some
seconds. She heard them say, “We lost her.” Somehow she willed herself to live. That night in
the emergency roor, she had her right leg amputated below the knee while she was awake,
because they couldn’t sedate her. She was in ICU for 3 months and in the hospital for another

year. She endured seven surgeries that year: almost all her bones in her lower body were broken,
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including her pelvis and hip. Her main artery was severed in one leg and all the tendons and
muscles were cut. Her leg healed slowly and had to be reset twice. She had a major head injury.
She was literally scalped. It goes on and on. Needless to say the pain she has endured for the last
23 years is severe. She was a very beautiful woman before this, but her face was completely
altered. She was a wonderful mother, active in our schools and community. She had been a
dancer, an athlete, and a bathing suit model. Her whole life changed in moments. My father
couldn’t take the fact that he no longer had a beautiful wife and left afier the accident, leaving
her to pay a pile of bills.

My sister, Darian, was seriously injured also. She was in a coma for 5 days with a
massive head injury and broken bones. The doctors told me that she and may mother might not
make it through that first night. She was in the midst of a promising modeling career and was
about to start a tour on the pro beach volleyball tour. Her future plans collapsed after the
accident.

In time my mother and sister went to court and won a lawsuit. Their lawyers told them
that the best company to put their money in was the AAA-rated Executive Life. Because my
mother and sister would need ongoing care, a lifelong structured settlement annuity was thought
to be the safest investment.

In 1991, without warning, we received a letter that Executive Life was being dissolved.
We were in shock. The letter said that the payments would be cut, and the company was to be
sold. 1t was like reliving the pain of the accident again, a punch in the stomach for my mother.

Her annuity payments were cut by approximately 1/3" each month. Also, future bulk

payments that she was to receive were cut. Mother tried to hang on to ber home for a couple of
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years, but finally had to give up the home she’d lived in for 33 years. Executive Life was in the
hands of the Insurance Commissioner for 3 % years, while we twisted in the wind.

1 became her sole caregiver and have continued to care for her for 23 years, while raising
my own family. I need surgery soon for a condition that I developed from lifting my mother all
these years. We can’t afford to hire someone to care for her for the 3 months I will need to
recover. First the accident, then the Executive Life mess has made all our lives very difficult. It’s
a constant worry that continues today.

My mother is too ill to travel to speak today for herself and others in her situation. We are
still actively involved with other policyholders, and we’ve gotten to know the impact of this on
others” lives also. I’ve brought along a recent Los Angeles Times article that describes how the
policyholders have fared since Executive Life was sold.

You'll read about Katie Watson from Phoenix, a structured settiement annuitant who was
brain-damaged in a hospital accident when she was 20 months old. Her parents continue to care
for her at home — a 20 year old with the brain function of a 20 month old child, unable to do
anything for herself. Her monthly annuity payments were reduced by more than 50%, as were
many others. Her parents built a house around Katie’s special needs which they lost in
foreclosure after Executive Life was seized.

There are whole life insurance policyholders with plans ruined that would have provided
for their families in the event of their death. If Heidi Wilson of Northern California were herc
today, she’d tell you how her husband’s premiums were increased so much that they were about
to surrender the policy. While Executive Life was in conservation, her husband was diagnosed
with leukemia. Heidi had M.S.and she had children to raise. When she called Aurora, the

successor insurance company, she was told that they assumed that everyone that stayed with
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Aurora was uninsurable and they were given the largest premium increases possible. Heidi’s
agent felt terrible for them and stepped in and made the payments for them. Heidi’s husband died
shortly thereafter.

Credit Lyonnais and Mr. Garamendi cannot tell the 160,000 life insurance policyholders
and 15,000 annuitants that they were made whole. And you shouldn’t allow them to tell that to
the Justice Department either. We learned that a recent Pennsylvania high court decision stated
that not one single Executive Life policyholder was made whole.

We ask you to use your powers to help 360,000 policyholders and their families receive
justice. At our meetings with policyholders when this first happened, we were struck that so
many of them were of the generations that served their country in World War Il and Korea. They
thought they were making safe, prudent plans to protect their loved ones, and they trusted these
companies to uphold our laws.

Concerning Credit Lyonnais, we will be shocked if a foreign government is allowed to
plot and scheme to evade state law. It has been explained to us that as a result of the Foreign
Sovereign Act, when this French-owned bank lied to state officials and made false and
misleading statements in state court, vindication rests with the Federal Judicial System and the
Justice Department. We are alarmed that the Justice Department has not acted against Credit
Lyonnais since they learned of the side agreements that the French signed that broke our laws.
Please understand that we believe that if there are no indictments against them, the only proper
action should be based on complete disgorgement of all profits and a penalty. Please understand
how much money is involved here. One hundred million dollars would represent only 1% of

policy value to each policyholder. Our loss is enormous.



35

We regret that the Justice Department seems to have Himited its investigation to French
defendants. We strongly believe that Credit Lyonnais’s partner in profit, Leon Black, formerly
with Drexel, should be investigated also. The California Attorney General alleged that Mr. Black
had a secret deal to receive a huge profit from the sale of the insurance policies to Aurora. This
was not disclosed to the California Department of Insurance. This was in a lawsuit filed this year
by the California Attorney General. Unfortunately, the Court found that the Department of
Insurance is the only entity that should represent policyholders in this case. I say unfortunately
because the Department of Insurance gave a release to Mr. Black, who the Attorney General
considered an “equity partner” in this deal. The California Attorney General’s case is on appeal.

Finally, we regret that the Justice Department has not investigated former Insurance
Commissioner John Garamendi’s role. To begin with, why did Mr. Garamendi charge the
policyholders millions of dollars for consulting fees with top investment bankers to set a value
on Executive Lifes’s junk bonds, when he never disclosed any of their findings. This enabled

)
him to tell the court that he}?dfétl\:known the value of the bonds and to sell them to Credit
Lyonnais and Leon Black at fire sale prices. What ever happened to a report that his own staff
completed that set a value to the bonds but was never made public? Mr. Garamendi’s actions beg
for a thorough examination.

Executive Life is a scandal that hurt lots of people like my mother, my sister, and myself.
There were 360,000 policyholders from nearly every state. We have an opportunity for justice,
even at this late date. We need your help.

Thank you for allowing me to appear before you today.
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Mr. OsE. Thank you, Mrs. Jacobson.

Mr. Bozeman.

Mr. BOZEMAN. Mr. Chairman, members of the committee, I
would like to thank you for finally getting a chance to complain to
somebody that might be able to do something about it. I have been
telling this story for years, mostly to people who really couldn’t
help.

My name is Bob Bozeman. I live in Evansville, Indiana. I am 63
years old. In 1962, I went to work for the L. and N Railroad, part
of the CSX now; I don’t know what they call it. It was a pretty good
job, and I also had a union job. In addition to the railroad, I was
local chairman and represented brakemen and conductors. Some
crafts call it union steward, whatever you want to call it.

So during the years I was involved in several derailments. It is
almost like a fighter. I don’t know if it was one punch that got me
or it was that last one, but, anyway, the last injury I ended up with
three back surgeries. I was in the hospital all summer long, 87
days. When it was all over, their doctors, the company doctors, that
is, and my doctors both agreed that I couldn’t do this job anymore.
So they wouldn’t, I don’t think, in my opinion, be reasonable.

I had to hire an attorney and sue them. After 5 years of litigation
and a trial where we were awarded a nice award—of course, during
the appeal process that got reduced, not by the court but by my
own attorneys. I think they got a little scared unnecessarily. But,
anyway, we settled.

I could have taken the money up front, but I opted for the struc-
tured settlement because I am not smart enough to go out here in
this high finance world and do my own investing. I would have
probably have been broke in a couple of years. I have seen it hap-
pen.

So I told them, “Get me the most secure, safe-type product that
you can because I'm not some wealthy guy trying to supplement his
income. This is my income.”

So it ended up I was supposed to receive $2,000 a month, and
things went along pretty well from 1985 to 1991. Then, all of a sud-
den, this thing happens to a company that was supposed to be risk-
free and rated very highly and all of that, and I'm notified that I
will be receiving $1,300 a month instead of $2,000. Well, this went
on for a year or two, and then, finally, after the so-called restruc-
turing of this company, they changed that to $1,455 a month.

I went to a lot of people with this problem. I talked to my law
firm, of course. I went back to them. They were supposedly friends
of mine, not just lawyer-client-type relationship; they were sup-
posed to be friends of mine. I, with this union job, had thrown them
quite a bit of business. When some of the guys would get hurt, I
would recommend them. They were not able to help me.

I went to the AARP and talked to their legal staff. The same
thing, they sympathized but they were no help either. I went to
two international presidents of the union, Tom Dubose and Charlie
Little. I haven’t talked to Mr. Boyd yet, the new guy, but I don’t
think I will bother to do that.

Of course, I went back to the railroad. They flat refused. They
were not embarrassed to tell me that I had already signed a re-
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liase, and that was my one and only shot I was going to get at
them.

I called and talked to former Congressman Frank McCloskey. 1
think Frank really tried to help me, but he was unable to do so.
I have talked to his successor a couple of times, John Hostettler;
the same thing.

Somebody said, “Call John Dingell.” I did that and never got any
response from Mr. Dingell. I don’t know what happened, break-
down in communications or what.

I even talked to the White House, and I got a letter back that
says, “Sorry, but the Railroad Retirement Board doesn’t feel re-
sponsible.” Well, whoever this guy was that I was talking to appar-
ently didn’t understand. My problem was not with the Railroad Re-
tirement Board; it was with this insurance company, and he was
too dumb, I think, to realize what I was trying to explain to him.
So I forgot about that.

I've got reams of correspondence, as you might expect, from this
thing and years of anxiety and grief. My whole family has suffered,
not just me. Our lifestyle has been lowered to a great extent. We
have not been able to do many things that we were planning to do.
If we don’t get some relief, we never will be able to.

Now I'm sorry if I am coming across a little bit like I am bitter,
because I am bitter. I'm madder than hell. It is unfair, and it
seems like maybe this is the first opportunity somebody will listen
and do something about it, I hope.

Thank you.

Mr. Ost. Thank you, Mr. Bozeman.

I want to make sure the witnesses understand that Members on
both sides of the aisle welcome their participation today. We are
grateful for the time you have both taken to come to Washington
to testify.

We do have a number of questions. The way this proceeds is that
I will take 5 minutes, then Mr. Waxman will have 5 minutes. Then
we will come back over here, and it just goes back and forth like
so.

So now I am going to ask both of you a series of questions. If
you don’t know the answer, just say, “I don’t know.” It is not a
problem.

So, Mrs. Jacobson, when did you or your family buy your Execu-
tive Life annuity?

Ms. JACOBSON. Between 1986 and 1989. The lawsuit was over,
I think it settled in 1986, and within that time.

Mr. OsE. OK, so late eighties?

Ms. JACOBSON. Late eighties.

Mr. OSE. Mr. Bozeman, how about you?

Mr. BozEMAN. I guess it was 1985. That is when the lawsuit was
finally settled, and it must have been right at the first of the year,
1985.

Mr. OsE. Now, Mrs. Jacobson, at the time you bought your annu-
ity, do you recall the rating that was given to Executive Life? Was
it a highly rated?

Ms. JACOBSON. It was the highest-rated, four-star, triple-A by
Standard and Poors. I think those are the rating systems. It was
the highest-rated one because we asked our lawyers, “Look for the
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best one,” when they suggested we do this structured. I was young
at the time, so I can’t remember all the—but I know it was the
highest-rated one at the time.

Mr. Osk. OK. Mr. Bozeman?

Mr. BozEMAN. The same thing. Like I told you a while ago, I am
not familiar with the world of high finance, but something about
A-plus. Then, as it turns out, I find out later that’s not so hot. You
need really to have triple A-plus, and I don’t remember for sure
just how they were rated, but my attorneys and everybody involved
assured me this was a safe——

Mr. Osk. OK, and that as in the mid-eighties?

Mr. BOZEMAN. Sir?

Mr. Osk. That was in the mid-eighties in your case and the latter
part of the eighties in Ms. Jacobson’s case?

Ms. JACOBSON. The latter part of the eighties, yes.

Mr. BozEMAN. That is right.

Mr. OseE. OK. Was there any discussion at the time you bought
these annuities that you are aware of having to do with any prob-
lems that might exist at Executive Life?

Ms. JACOBSON. No.

Mr. BozeMAN. No. In fact, I find out later, through newspaper
articles and, like you say, there wasn’t much about it for a while,
but as it turns out, it looks like Executive Life was in trouble as
far back as 1983, and that is why I couldn’t understand why some-
body didn’t know this.

Mr. OstE. Now after you found out about the collapse and sale of
the company, did you contact anyone at Executive Life, Ms.
Jacobson?

Ms. JACOBSON. Tried to. You couldn’t get a phone call through
at all. I mean, you just couldn’t touch—through our lawyers; you
just couldn’t get through to anybody. We just got letters. Then we
would call; they would say it is in conservation, and they would
make us call somewhere else. Then they would say, “No, call here.”
You would just get little middlemen that couldn’t give you any an-
swers.

Mr. OsE. Did you call the company?

Ms. JACOBSON. Yes.

Mr. OsE. Or did you call somebody else?

Ms. JACOBSON. Yes, but they cut the company number off imme-
diately and gave you a special number to call, and that special
number always had some little person on it that didn’t know
any

Mr. OsE. Do you recall who that, “little person” worked for?

Ms. JACOBSON. Oh, I don’t remember that. Oh, no, it was like a
secretary-type person type-thing. They would just say, “Office of
Conservation of Executive Life.”

Mr. Osk. OK.

Ms. JACOBSON. The main numbers that we had on all our poli-
cies. Were totally non-functional after it dissolved. So you couldn’t
talk to anybody to find out personally what was going on.

1\/51"? OSeE. Mr. Bozeman, what was your experience in that re-
gard?

Mr. BozEMAN. Yes, sir, I was able to get through, and I've got
some names at home of people that I had spoken with periodically
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about the problem. They were sympathetic over the phone and ev-
erything, but there was something that really scared me. They
changed the policy number. I thought that is kind of unusual, but
what are you going to do? You accept this over the phone and hope
that the check keeps coming and let it go.

Mr. Oste. OK. Mrs. Jacobson, do you recall, the folks or the per-
son that you might have spoken with, do you recall if they did any-
thing other than say, well, a conservator is working on this or was
there any definitive report?

Ms. JACOBSON. No.

Mr. Osk. OK.

Ms. JACOBSON. It was roundabout. I was much younger at the
time, and my mom tried to take a lot of the calls at that point. So
I can’t really answer exactly what they said, but it was very hard
t(})l ﬁrﬁd out information and to see if we were still going to get our
checks.

Mr. Ose. Now, Mr. Bozeman, you had the ability or you actually
got through on a couple of occasions?

Mr. BOZEMAN. Yes, and some of the problems that concerned me,
of course, was like my original contract stated that I was to receive
this check on or before the 9th of each month, and if it didn’t show
up—and I actually got a check in the mail. I didn’t have this direct
deposit or any of that. Maybe it wasn’t even available back then;
I don’t know.

But, anyway, when the check was late, I would get concerned,
and it was late several times. And I thought, well, you know, I
would get on the phone and I would call everybody. I would say,
“Did they go completely under? I am not even going to get the
$1,300 now I guess.” Finally, it would show up, and they would al-
ways have some lame alibi, excuse, for why it was late. All it did
was irritate you even more, you know.

I am glad I didn’t live any closer to California than I did or I
might have got in my car and went over there personally, and then
I’d be in the damned jail, I guess. [Laughter.]

Ms. JACOBSON. I did drive there once because it was late. During
that first few years they were late all the time.

Mr. Ost. We are going to come back on these questions. My time
has expired.

Ms. JAcoBsON. OK. Thank you very much.

Mr. Osk. I am going to recognize Mr. Waxman for 5 minutes.

Mr. WAxXMAN. Thank you very much, Mr. Chairman.

I think what has happened to you is absolutely unconscionable.
You've got nothing but a runaround. You bought this insurance
with the expectation that it was going to pay. That is what you
bargained for. Then this whole business starts falling apart be-
cause they go and invest in junk bonds.

It is sort of like what you see happening now where these cor-
porations have gone over the cliff because they went into these in-
vestments that didn’t make sense. But there they were actually
doing more obvious fraud of creating debts, of hiding them, and all
of that.

But, from your point of view, you really have not been treated
properly. Congresswoman Pelosi and Congressman Howard Ber-
man and Representative Jerry Lewis, all of us have written asking
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for this hearing to try to do something because we are worried
about the Justice Department.

This is now in the hands of the Justice Department. Have either
of you ever been contacted by the Justice Department?

Ms. JACOBSON. No.

Mr. BozEMAN. No, sir.

Mr. WaxXMAN. Have either of you ever been contacted by the
State Department?

Mr. BozEMAN. No, sir.

Ms. JACOBSON. No.

Mr. WaxMAN. Well, we are hearing that the Justice Department
is under pressure, and they have hired a lobbyist who is very close
to the Bush administration and he is trying to get them to settle
this thing and not bring criminal indictments. The State Depart-
ment is hearing from France, where the President of France is
standing up for his company. What we need is American govern-
ment to stand up for you.

Ms. JACOBSON. Yes.

Mr. BozEMAN. That just adds insult to injuries, too, sir, because
like this thing was transferred to a foreign—we’re foreign investors
now, I guess. It sounds important, but it had to be—given a choice,
most people wouldn’t invest in a foreign company. There’s too many
good companies right here. That’s another thing.

Mr. WAXMAN. Well, not only that, they weren’t being on the level
about it. They were hiding the fact that they were violating the law
by being a foreign investor in insurance when they weren’t, as I
understand it anyway, permitted to do that. So they created these
front groups.

Ms. JACOBSON. And we weren’t given much choice either.

Mr. WaxmAN. No.

Mr. BozZEMAN. No, no choice. No choice. You just get a letter.

Ms. JACOBSON. You just get a letter.

Mr. WaxMAN. Well, look, I want to tell you that I share your out-
rage. I can’t even begin to experience how you must feel. As far as
I am concerned, I am going to work with my colleagues on this
committee and in the House not to let the Justice Department let
this thing slide by and not to let others just figure it is over, be-
cause it shouldn’t be over.

We want justice to be done. If people have engaged in criminal
behavior, they ought to be prosecuted. If there is a civil case, as
we hope the California Insurance Commission is able to bring suc-
cessfully, then they ought to be able to get money back for you. I
want to just express my feelings for you.

I have to leave and won’t be here for the other questions. Well,
we don’t have too many other Members here, but I think both of
my colleagues have further questions. On the House floor we are
debating the Iraq resolution, and I have to get over there before
that debate ends to get my statement in.

But thank you for the long trip you took to come from California,
a little bit shorter from Indiana.

Mr. BozEMAN. Not too bad.

Mfl WAXMAN. But both of you for being here, I thank you so
much.

Mr. BozEMAN. Could I ask a question before you leave?
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Mr. WAXMAN. Sure.

Mr. BozEMAN. I saw where, in the paper the other day on this
Enron thing, they were going to have to pay a fine to the Securities
and Exchange Commission. They don’t need the money. Why don’t
they give that money to the people who lost it, the investors? That
seems confusing to me.

Mr. WAXMAN. Well, it is confusing. I wrote to a number of people
involved in Enron and some of these other corporations that, as far
as I was concerned, these executives came out quite well, and they
claim they didn’t do anything wrong. But they don’t deserve walk-
ing away with hundreds of millions of dollars while their employees
and their investors have their financial security yanked out from
under them. I have just written to them and said there is a moral
obligation here to help those who were left with nothing. So far I
haven’t gotten a good response because nobody wants to give up
anything.

But if we do talk about higher standards we expect people to live
up to, certainly some of these corporate wrongdoers or corporate ex-
ecutives, even though they claim they didn’t do anything wrong,
some of whom are in the government, have an obligation to give
some of that money to those who have been treated so poorly.

Thank you very much. Thank you, Mr. Chairman.

Mr. OsE. I thank my friend.

Ms. Watson, for 5 minutes.

Ms. WATSON. Thank you, Mr. Chairman, and I would like to
thank our two witnesses for coming forth.

I served in the California legislature for 20 years. We had some
difficulty with insurance companies in California. That is the rea-
son why I was there when we established the Commission on In-
surance. Over the years we have had different Commissioners and
we have had some problems.

One of the things we were really stressing is that we should have
the insurance companies open up their actuarial portfolios, because
what they do is they make these investments, as you have men-
tioned, in junk bonds and abroad, foolish investments. And who are
the losers? So, accumulatively, they had to go out of business be-
cause they made bad investments, and you are the ones that are
suffering from it now.

As I understand, the conservator expects that from the liquida-
tion that there will be money there to pay off the policyholders, but
not at the amount that you expected when you bought that policy.
I would hope that the Department of Justice here would look into
this issue nationally, and I would hope, with the falling stock mar-
ket and with corporate corruption, as we are seeing played out
today, that the Justice Department will feel it is their obligation
to follow through and will contact you.

But just understand there are people like Mr. Waxman and other
Members, too, who feel this is a real issue. That is why you are
here. We are not going to let it go. We are going to sit on top of
it.

I am certainly going to be working with our new Insurance Com-
missioner in the State of California. As you know, we have intro-
duced a lot of laws that oversee how the insurance corporations do
business in the State of California. We hope that we can take some
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of that policy and make it national policy. We are on your side, and
we are going to stay on this until you are treated fairly.

Thank you so much, Mr. Chairman.

Mr. Osk. I thank the gentlelady from California.

Ms. Jacobson, when you found out about the sale of Executive
Life, I think your testimony was you received a letter in the mail.

Ms. JACOBSON. Yes.

Mr. Ose. When you found out about the sale of Executive Life,
did you think your annuity payments would be reduced?

Ms. JACOBSON. I can’t quite remember what the wording was.
They said there was going to be some reductions, but didn’t know
what at the time, something like that. Then they wrote another let-
ter back saying they are going to be reduced by, as my mom’s was,
about 30 percent. And then there was nothing we could do about
it. I mean, we couldn’t question it or anything. It was just

Mr. OsE. Did you call at that point? Do you recall?

Ms. JACOBSON. We were calling constantly.

Mr. Ost. OK. To complain and otherwise about such a cut?

Ms. JACOBSON. Yes. Then when it was sold, we would call the
Aurora people constantly and never really talked to anybody.

Mr. OSE. But prior to the settlement of the estate, your calls to
the Insurance Commissioner and the like regarding the proposed
settlement——

Ms. JACOBSON. Excuse me? Repeat that? I'm sorry.

Mr. OsE. Did you know the terms of the proposed settlement?

Ms. JACOBSON. I just knew our money amount, looking at our let-
ters that we had had from our

Mr. Osk. OK. So you received a letter before the fact saying that
your monthly payment was going to be reduced by about 30 per-
cent?

Ms. JAcoBsON. Well, no—I wish I could—I can’t really answer
that totally because I was younger at the time. They just said it
was going to be cut in the beginning. They didn’t know what was
going to happen.

Mr. Ost. OK. Then you received a subsequent letter saying that
it was going to be reduced by this amount?

Ms. JACOBSON. Yes.

Mr. Ose. OK. So, presumably, I would think that would have
come after the deal had been struck.

Ms. JACOBSON. That was after the deal was struck. I guess that
was after the Aurora. I am not good at this part——

Mr. Osk. OK.

Ms. JACOBSON [continuing]. Knowing all the details. I am not
very good at this. I'm sorry.

Mr. OsE. All right.

Ms. JACOBSON. It was a shock. The whole thing was such a shock
at the time anyway.

Mr. OSE. And you did call and register your obvious——

Ms. JACOBSON. Oh, very many times, yes.

Mr. OSE [continuing]. Outrage that, “Why am I getting pun-
ished?”

Ms. JACOBSON. We called Mr. Garamendi’s office. We called Exec-
utive Life. We called everybody possible at the time during the
transfer.
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Mr. Ose. OK. Mr. Bozeman, did you think your annuity pay-
ments were going to be reduced?

Mr. BozEMAN. 1 was pretty sure they would be. Nobody said for
sure, but they were, and then there was some correspondence and
some conversations that led me to believe that maybe in time they
would get it back to where it belonged, but, of course, that never
happened and it’s not going to.

Mr. Ose. OK. Now, Mrs. Jacobson, is your annuity payment your
only source of income?

Ms. JACOBSON. My mother’s, yes.

Mr. Osk. Yes, OK. And, Mr. Bozeman, you testified earlier that
this was your sole source of income.

Mr. BozZzEMAN. Well, I've got a pension from the railroad, but it
is greatly reduced because I quit early.

Mr. Osk. OK.

Mr. BozEMAN. My wife is not even eligible for her part of that
yet. So when you take into account the reduction from both of
those, plus you lose some of your benefits like health insurance—
I'm paying $500 a month health insurance. People are supposed to
get increases with the cost of living when they get old, not cuts,
but that’s what has happened.

Mr. OSE. Mrs. Jacobson, your mother’s annuity payment in the
early eighties was how much?

Ms. JACOBSON. When the settlement was made, after the court
it was—oh, dear

Mr. OSE. What I am trying to do is figure out how much it was
before and after.

Ms. JACOBSON. I know. Those first years it was about the same.
It was about $1,800, and then it was supposed to go, as far as the
lawyer, the deal, the settlement thing, it was supposed to go up an-
other thousand about 2 years after it started. They were giving an
increase 1%2 to 2 years later. So we had just gotten that increase
to $3,000 when this all happened. Then it was cut. Now she is get-
ting $1,900 a month rather than the $3,000.

Mr. OSE. So in the mid-eighties you were getting——

Ms. JACOBSON. When we first got it, when we first went with Ex-
ecutive Life, it was $1,900. It was supposed to increase to $3,000
within a year because of something in the lawsuit, the way they
set the structure.

Mr. OskE. OK.

Ms. JACOBSON. But it had just increased to that $3,000 when it
fell apart.

Mr. OSE. And now you are receiving how much?

Ms. JACOBSON. We are back down to the $1,900 instead of what
she was supposed to be getting.

Mr. OsE. Mr. Bozeman, your original annuity was scheduled to
be what?

Mr. BozEMAN. $2,000.

Mr. OSE. And then it fell to $1,300?

Mr. BoZEMAN. For about a year, and then they sold some more
property or something, and they got it up to $1,455, and that’s
what it is now.

Mr. OSE. How long has it been at $1,455?

Mr. BoZEMAN. Oh, probably 5 or 6 years anyway.
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Mr. Oskt. OK. So it is a fixed amount? There is no inflation ad-
justment?

Mr. BoZzEMAN. They notified me that would be it; there would be
no more changes.

Mr. Osk. All right. Now, Mrs. Jacobson, when you went from
$3,000 down to $1,900, I mean, that is a heck of a hit.

Ms. JACOBSON. Yes.

Mr. OsE. It is over 33 percent. How did that change your life-
style?

Ms. JACOBSON. Well, like I said in my statement, we have been
trying for years to hang onto our house we grew up in. We refi-
nanced. You know, you keep mortgaging and mortgaging to help
bring in some extra income, and we finally did it so far we couldn’t
do it anymore. So we had to sell it, and now my mom is living in
a mobile home. That was a big—that was our home. That was a
huge blow to her, and that just happened a couple of years ago. We
tried as long as we could to keep hanging on.

Even though it doesn’t sound like much, $1,000 a month means
a lot to us that was a lot. It helped with the mortgage and every-
thing else. Now we are still struggling, and it is hard, especially
when you have been injured so badly.

And she is getting older now, and she needs more care, and I am
not physically doing well to do it as much as I always have. If we
have to bring somebody else in, we are really in trouble. I can’t
even get her in and out of the car anymore. It is getting really hard
on us because she can’t do any lifting herself. So we need to get
a van that I can roll her into, but insurance doesn’t pay for any
of that, and we just don’t have the money for that right now. So
it is getting much more difficult.

Mr. OSE. Mr. Bozeman, how about you? You went from $2,000
down to $1,300. You are back to $1,455. How did that affect your
lifestyle?

Mr. BozEMAN. Well, it impacts you quite a bit. I mean, you drive
old, beat-up cars when you would like to trade. There’s a lot of
things around the house we wanted to do, remodeling, and this and
that and the other, and we put it all off. We haven’t been able to
do much of anything but just exist with the income we’ve got now.

I had a grandson, like I told you, that was living with me. I
wanted to do a lot of things for him that I wasn’t able to do. I
wanted to put him in college for one thing. I couldn’t do it.

So it’s changed our—lowered our lifestyle considerably.

Mr. OsE. I am going to ask you a hindsight question, and I apolo-
gize for doing this, but I need to get your input here. Now if you
had the opportunity, if you had just received your settlement,
would you buy an annuity again? How would you handle your fu-
ture needs?

Ms. JACOBSON. I don’t know. That is hard to say. I don’t think
I would want to buy an annuity again or I don’t think my mother
would and try to manage it ourselves. I can’t really answer that for
her. But after going through this, I don’t think I would ever want
to be with an insurance company again.

Mr. OsE. Mr. Bozeman?

Mr. BozEMAN. Hindsight, 20/20? Sure, if I knew then what I
know now—well, just last night on the news I heard a guy who re-
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tired from Merrill Lynch and he was able to be honest for a change.
They asked him the same question: “What would you do if you had
some money and you wanted to invest it?” He said, “I'd put it in
a glass jar and bury it in the backyard.” The man said, “The reason
I specify glass jar is because somebody with a magnet couldn’t find
it.”

I don’t know of anything that is safe, Mr. Ose. I would probably
take the lump sum and, hopefully, put it into something that would
have been safe and hope for the best. You know, you couldn’t live
off of it, but I sure wouldn’t have bought an annuity with Executive
Life or probably no other insurance company, because they tell you,
“Well, this has never happened.” It happened once to a company
named Baldwin International, but those people ended up never los-
ing a dime. Well, they did at Executive Life.

Mr. Osi. I have one final question. Those buzzers you heard
were for a vote. So we are going to take this final question. Then
we are going to recess.

Mrs. Jacobson, if we are able, either through the Department of
Justice or the attorney general’s action out in California to have a
financial recovery, what should the proceeds be used for?

Ms. JACOBSON. To pay back the people up to their 100 percent—
they have lost so much—at least. It is not a compensation, but at
least go back to what their original policies were. I think they
should give a retroactive payment to make up for all these years
they have lost to struggling. It has been terrible.

It has really affected our whole family horridly because I couldn’t
go out and get a job because I had to help my mom. I need to be
with her 24 hours plus my children, and we are all struggling to
get by. I mean, we live in Malibu, but we live in a mobile home.
Our house we had before, our old ranchhouse that we lived in for
30 years had to be sold.

Mr. OSE. So there would be a catch-up portion of any such pay-
ment?

Ms. JACOBSON. I would think it would be nice to have a catch-
up portion to what they have taken from us.

Mr. OsE. All right.

Ms. JACOBSON. Plus, go back to our 100. I mean, I am not trying
to be greedy, but it would be nice to be able to buy a car——

Mr. OsE. I understand.

Ms. JACOBSON [continuing]. For my mom, you know, to lift in it,
to get something that we could feel like we could relax a little bit.
It has been on pins and needles for all these years. It would be nice
to be able to know you had something so you could just say, “Well,
now we can take a breath.”

Mr. Ose. OK. Mr. Bozeman?

Mr. BOZEMAN. Basically, the same thing. I think they should re-
imburse us for what we have already lost and then put us back to
where we were originally. If there is any way possible to get some
punitive damages, they should do that as well for the 11 or 12
years we have already suffered.

You know, it is like putting a guy in jail sometime and find out
he is innocent. How do you pay him back? So, yes, I mean, that
is the way I feel about it. At least put us back the way we were.

Ms. JACOBSON. Yes.
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Mr. Oske. OK. I want to repeat or reiterate that the members of
this committee are thankful and grateful that you both took the
time to come down and testify.

I will tell you that what generated this hearing, and what we are
going to talk about with the second panel, is far more technical in
terms of where we go from here, what is the Attorney General
doing; what is the Insurance Commissioner doing, etc.

I always think when you sit as a Member of Congress oftentimes
you get insulated; it is helpful to talk to real people about real life,
and I am grateful for you coming down here.

Mr. BozeMAN. Well, the only sympathy and the only real help
that I've got all these years was from the National Structured Set-
tlement Trade Association. They have been informative. They have
been knowledgeable, and they have reassured me and kept me
abreast of how things are going, and they still are. I talk with them
on a regular basis. If it wouldn’t have been for them, I guess I
would still be calling out there to California trying to talk to the
morons at Aurora and Executive Life.

Ms. JACOBSON. Which you can’t get through to anyway.

Mr. BozEMAN. Well, yes, that’s right, usually you couldn’t get
through anyway.

Mr. OsE. All right. Well, thank you for coming.

Ms. JACOBSON. Thank you.

Mr. BoZEMAN. Thank you.

Mr. OSE. The committee is going to go in recess. I have to go over
and vote. We will be back at 12:40.

If we could, I would like to have the second panel, comprised of
Mr. James Corcoran, Mr. Steven Green, and Mr. Harry LeVine,
front and center when we get back.

[Recess.]

Mr. OsE. The committee will reconvene.

All right, as you heard in the first panel, we routinely swear in
our witnesses. So, gentlemen, if you would rise, please.

[Witnesses sworn.]

Let the record show the witnesses answered in the affirmative.

Please be seated.

Joining us on the second panel in order we have Mr. James P.
Corcoran, who is the former New York State Insurance Commis-
sioner; we have Mr. Steven J. Green, who is the Deputy Insurance
Commissioner and Chief Counsel to the California Department of
Insurance, and we have Mr. Harry LeVine, who is Special Counsel
to the Commissioner at the California Department of Insurance.

As we did in the first panel, we are going from my left to my
right with the statements. Mr. Corcoran, you are recognized for 5
minutes. Would you please turn on your microphone there, though?
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STATEMENTS OF JAMES P. CORCORAN, FORMER INSURANCE
COMMISSIONER, STATE OF NEW YORK; STEVEN J. GREEN,
DEPUTY INSURANCE COMMISSIONER AND CHIEF COUNSEL,
CALIFORNIA DEPARTMENT OF INSURANCE; AND HARRY LE
VINE, SPECIAL COUNSEL TO THE COMMISSIONER, CALIFOR-
NIA DEPARTMENT OF INSURANCE

Mr. CORCORAN. Yes, thank you very much. I have already sub-
mitted to the committee a copy of the testimony that I gave in 1987
before Congress on this issue.

Maybe I can review quickly with the committee and with you
some of the history behind why New York State in 1987 we put a
cap on the ability of domestic license life insurance companies to
purchase junk bonds. The reasoning and rationale is contained in
great depth in the copy of the testimony which I have already pro-
vided to the committee, but let me sum it up quickly.

In 1985 the New York State Insurance Department began formu-
lating a plan to place limitations on junk bond holdings. At that
time the issue was really brought to our attention because of the
structured settlement market, and we became aware of what was
occurring with Pacific Lumber Co., where the key concerns that I
had were, of course, and you will see in the testimony, some edi-
torials by The New York Times. I was being urged by various indi-
viduals and also associations to make sure that companies that had
excessive amounts of junk bonds in their portfolio not be allowed
to do the structured settlement business and that was a serious
concern on my part.

We had had a medical malpractice crisis in New York State. One
of the solutions to that was creating a structured settlement mar-
ket that would be safe for people to purchase them. So I had the
oversight ability to see what companies were licensed to issued
structured settlements, and that was one of the key issues in 1985
and 1986 that brought the junk bond market to my attention.

The second one, when I became aware of the Pacific Lumber situ-
ation, where we saw Drexel and other companies looking to acquire
companies and to leverage out of those companies and declare their
pension funds excessive or surplus funds. Basically, what was oc-
curring was they were acquiring companies and then alleging there
was a surplus in the retirement funds. They were changing the
structure by terminating the pension plans—they did this in Pacific
Lumber, I am aware—and purchasing annuities. In this case they
were purchasing annuities from Executive Life.

Now Executive Life had a competitive advantage, obviously. They
were declaring 13 percent interest rates on these single-premium,
deferred annuities while the industry average was 9.9. So, obvi-
ously, if you are going to purchase a guaranteed GIC or a single-
premium, deferred annuity that is declaring 13 percent, you have
to lay out less money in order to assure the pensioner theoretically
of their funds.

So what I saw was a tremendous shift of responsibilities and
guarantees and the pension plan of a guarantee corporation going
to the State life guarantee funds and this behavior. So those two
issues, the structured settlement and what I saw going on in the
pension market, it really brought it to my attention.
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I would like to note that in 1978 junk bond holdings in American
insurers was very trivial. By 1989, they had about $70 billion in
junk bonds, the life insurance industry. That, in fact, would have
made up the entire equity of shareholders, stockholders’ equity, all
the life insurance companies today. So it was huge, growing rap-
idly.

In 1986, December 1986, I think we decided we were moving
more rapidly, and there was an NAIC meeting in Orlando which
became a focus point of that issue, my proposing to raise to put a
cap on junk bonds. At that point Mr. Milken showed up unan-
nounced at the meeting. We had a long discussion about the issues
at a cocktail party actually.

In December 1986, when we first were proactive in it, we found
out the New York company, Executive Life, had about 57 percent
of their assets in junk bonds. By the time we had the public hear-
ing in February 1987, that amount had gone up to 64 percent. We
had extensive public hearings in New York in February 24, 1987,
at which time I conducted a hearing, and Milt Ghoul, a very pres-
tigious lawyer, represented Executive Life in New York.

We kept stressing with him we were not attacking junk bonds.
We were simply pointing out these were fiduciary funds and that
diversity was a key element. I had asked Mr. Ghoul—he had be-
come an executor of many estates—would he put 64 percent of his
assets or the assets of any estate that he was managing in any one
aspect like any one investment, and he clearly would not, but, of
course, that wasn’t the issue.

We promulgated, after a couple more hearings and tremendous
lobbying effort by Drexel and Mr. Milken to stop the cap, and we
can discuss that at length, if you want to, Mr. Chairman, we issued
the regulation on June 24, 1987 which capped the ability of domes-
tic life insurance companies in the State of New York at 20 per-
cent. It is not that simplistic, but that is the simple way of looking
at it.

But, in addition, it required board directors of any domestic life
insurer that invested in junk bonds to adopt a written policy in-
cluding quality and diversification standards with respect to its
junk bond investments. We put that in place. We put that in place
in 1987.

Simultaneously, the New York Executive Life was required to
come forward to the Department and present to us a plan of dives-
titure and diversity and bring the amount down from 64 to 20 per-
cent. Of course, when the company went insolvent, when the par-
ent company went insolvent, I believe it was taken over in April
1991, by that time that plan had been in effect the amount of junk
bonds was being reduced actively.

The only delay that occurred, there was a 10-day delay between
the seizure of the parent company in California and the New York
company. There was a run on the bank, quite extensive run of the
bank in that 10-day period in New York, but the company was able
to withstand that. Ultimately, the company was taken over by
MetLife and the policyholders in New York were made whole.

So it is a success story, but there is a lot more to the story in
the sense of the things we had to resist to put that cap. The market
pressures and the lobbying effort was huge in New York against
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us putting that cap on junk bonds. Mr. Milken and Drexel I think
hired every lobbying firm in Albany to try to stop us from doing
it, so it was quite significant and quite public. I think all the com-
mis(sii(()iners were aware we were doing it, and we are proud of what
we did.

Mr. OSE. Mr. Corcoran, we might come back to that.

Mr. CORCORAN. Sure.

Mr. OsE. I appreciate your testimony.

Mr. CORCORAN. Thank you.

Mr. OSE. And we will submit your statement for the record.

[The prepared statement of Mr. Corcoran follows:]
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TESTIMONY ON LIFE INSURERS INVESTMENTS
IN HIGH YIELD-HIGH RISK DEBT OBLIGATIONS
BY SUPERINTENDENT JAMES P. CORCORAN
BEFORE THE U.S. HOUSE SUBCOMMITTEE ON

COMMERCE, CONSUMER PROTECTION AND COMPETITIVENESS

Good morning. My name is James P. Corcoran and I am Superintendent
of Insurance for the State of New York. I wish to thank Chairman Florio
and members of the Committee for the opportunity to appear before you
today.

It is my intention to outline for you the principal concerns the New
York State Insurance Deﬁartment has about life insurance company
investments and in particular, the reasons behind the promulgation, in
June of this year, of Regulation 130 that placed limitations on the
concentration of high-yield, high-risk obligations, that any one New York
domiciled life insurance company can have in its investment portfolio.

I can sum up the Department's underlying philosophy towards life

insurance company investments in two words "“consumer protection!. The
central role of the‘Ngy;Yo;k State Insurance Department has been the
effort to make certain that the promise of the ipsurance contracf is
kept. We have long been concerned with the content of insurance
companies' investment portfoliocs because therein lies a substantial part
of the answer to the fundamental insurance question - will the money be

there?
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For most of this century the life ipsurance industry has been
comparatively stable. The Department's development of standards for
licensing, for market cenduct, for policy provisions and for investment
portfolios, has permitted the industry-to experience tremendous growth in
New York with virtually no disruption in the marketplace. It has been a
highly profitable industry that has always met its obligations. While
this remains true today, the threats to the industry's stability have
never been greater. i

In recent years, life insurance companies have faced stiff
competition for a consumer dollar that seeks the greatest possible return
in addition to financia{ﬂsecurity. Consumers no longer want death
insurance that only promises to pay off when they're gone. They want
their money to work for them now. In the late 1970's we saw an explosion
of new products being offered by banks, stock brokers and other financial
institutions, 211 of them luring =way trzditional life insurance
dollars. The life insurance industry responded with a complete new
generation of interest-sensitive products that offered a wide variety of
investment incentives, together with an insurance component.

This drive to offer greater and greater returns has compelled life
insurers to focus new atiention on their investment portfplios. It is
through sueh individual investment strategies that life insurers are able
to compete with other financial services companies for the increasingly
sophisticated consumer dollar. However, in this drive for greater
returns, life companies must be reminded that they are fiduciaries, not

investment bankers.
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The Cuomo administration, in particular the New York Insurance
Department, has been very supportive of the life insurance industry's
search for innovative ways to remain competitive while continuing to
promote growth for companies of all sizes. Most notable in that effort
was the 1983 Life Insurance Investment Bill. After careful consideration
and much debate, the statutes regulating life insurer investments were
substantially liberalized.

Prior to this Administration's liberalization in 1983 of the
investment restraints upon life insurance companies, no domestic life
insurer could make. any investments in junk bonds, except under a "basket"
which permitted a maxiqu of 4% allowance for investments not otherwise
permitted. Chapter 567 Qf the Laws of 1983 removed the qualitative
standards in the New York Insurance Law which had limited life insurance
company investments in bonds to those issues and issuers meeting certain
restrictive earnings tests.

Because of the changes in 1983, life insurance company investments in
unsecured obligations became limited only by the prudent person rule.
Although diversification standards and aggregate limits were retained in
the new investment law for other types of investments, none were included
for junk bonds because;'ai the time, junk bonds were not perceived as a

significant investment vehicle. Even today, the vast'majurity of life
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insurers appear to feel that, as fiduciaries, prudence dictates either no
position or a very modest position in junk bonds. Nevertheless, a few
insurers have chosen to concentrate heavily in these investments.

The Department first expressed concern sbout junk bonds in life
insurance company portfolios in 1985. Allow me to quote from my report

to the Governor and the Legislature of May 31 of that year:

A review of the investment péiicies of a domestic life
companies has indicated that few companies, in an
effort to gain a competitive advantage for their
interest sensitive products, have markedly increased
their investments in lower quality bonds in erder to
offer higher in&erest rates and/or increase their
profits. The effects of such investment policy will
require continued monitoring.

The Department's new regulation on junk bends, which became
effective June 24th, is consistent with the concept that life insurance
companies must be able to explore every avenue of investment, while
maintaining a diversity in their portfolios that minimizes their
exposures to economic downturn -- a downturn that could cripple a company
or lead to a default qp;it; obligations to policyholders.

The principle provisions of Regulation 130 require that no

domestic life insurer, without the prior approval of Superintendent,
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invest in excess of 20% of prior years admitted assets in publicly traded
high yield-high risk bonds, in bonds issued in connection with LBO's or
in jumbo private placements (those over $50 million). In addition the
Regulation requires that the Board of Directors of domestic life
companies investing in high yield-high risk obligations adopt a written
plan for making such investments. The plan must contain diversification
standards including, but not limited to standards for issuer, industry,
duration, liquidity and geographic location.

High yield-high risk obligations, sometimes referred to as low
rated or "junk bonds", constitute a category of investment in which there
has been significant inngvation in recent years. It has been estimated
that as of March 1, 1987, approximately 30% of the total of low rated
obligations were issued as investment grade and were subsequently
downgraded (so called "fallen angels™); the other 70% were originally
issued as below investment grade debt. It is this latter group that bas
experienced dramatic growth in the past five years and on which there is
no adequate historical record with which to project their behavior
through all types of economic cycles. The New York Insurance Department
is concerned, therefore, that changes in economic conditiens and other
market variables pould;éd;ersely affect domestic life insurers which have
a high concentration 6f these investments. Accordingzy, the Department
concluded that a limitation on the percentage of total admitted assets

that a domestic life insurer may prudently invest in such obligations,



56

—6—

without the prior approval of the Superintendent, is reasonable,
necessary and required in order to carry out the Department's
responsibilities under relevant statutory law.

The Department's concerns are primarily in three areas: credit
risk, liquidity risk and the reinvestment risk in connection with longer
term liabilities that have been aggressively priced utilizing high'
yield-high risk interest rate assumptions.

Credit Tisk is managed through diversification. That is, if you
are well diversified your portfolio should approximate the average
default rate: Thus diversification does not immunize the investor from
default but rather assures an average default rate.

Dr. Edward Alt%;n of New York University, one of the éountry's
leading experts on high yield-high risk obligations, in a recent update
of a study he had done for Morgan Stanley, delineates the default
experience of low rated debt. ODr. Altman's report indicates thalt the
average default rate on high yield-high risk bonds from 1970 to 1986 was
2.2%. 1In that period tﬁe highest default rate was 11.4% in 1970 (on a
much smaller base of low rated debt outstanding). The 1986 default rate
was 3.4%, which Dr. Altman characterizes as high for a non-recession
year. Dr. Altman alsq'indicates that the default rate»wauld have been
higher were it not for the successful refinancing of the debt of a number

of distressed companies.
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The point is that, in pricing the product, some default rate
must be assumed. What rate will the actuary assume? If one assumes the
average default rate over the past 16 years {viz. 2.2%) there are at

least three guestions that must be answered:

(1) will the company's investment department be able to
mirror the low rated debL universe in the
diversification of the company's portfolio or will
they fail and produce much lower or much higher
default rates?

(2) Will the average rate be adeguate given that the
sixteen-year ‘average is weighted towards "fallen
angels" which ioday comprise only 30% of the low
rated debt universe?

(3) Will the refinancings that have kept ihe default rate

down be possible in the future?

The Department is not forecasting a gloom and doom scenario.
However, no one can predict the behavior of this class of investment over
the next decade as the economy goes through its normal cycles. If the
default rates rema}n stable, or improves, everyone will rejoice. If they
worsen, however, a gbﬁbany with a heavy concentration- of its assets in
these obligations would come under extreme stress.

The current marketplace for high yield-high risk obligations appears

v

adequate, but not deep. Drexel Burnham, which has been the leading
issuer of these obligations, remains embroiled in & swirl of controversy

stemming from the Boesky affair. Should Drexel's ability to provide a
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market for their issues become impaired, the liquidity of such issues
could be affected. Some claim that other brokerage houses would rush in
to fill the void; it is more likely that a significant temporary
disruption would occur in the market and that most, but possibly not all,
of the liquidity would be restored. )

However, the one liguidity risk that will almost certainly arise is
that caused by the "%light to quality" which invariably occurs in a
severe economic downturn. If this tak;s place at a time when rising
interest rates are causing policyholders to withdraw their funds, the
problem will be compounded.

On risks with longer, term liabilities, such as pension close-outs and
structured settlements, the assumption of reinvestment rate can be more
problematic when the liabilities are matched with low rated debt. The
) first problem is the duration of the assets. Low rated debt issued in
1986 had an average maturity of eleven yeazs. lowever, call previsicns
are common among these issues, thus making durations even shorter and
more uncertain.

The relatively short duration of the assets matched against long term
liabilities places greater emphasis on the reinvestment rate
assumptions. Agg:eééiyé pricing through the utilizatipn of a high range
of reinvestment rates can be troublesome and, indeed, dangsrous.

This, in brief, outlines our principal reasons for promulgating
Regulation 130. We live in a time when our economy has become extremely

complicated, with great potential for sudden upheaval. The foreign debt
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of banks, the trade deficit, the price of oil and many other issues are
all cause for worry. The concern is compounded when you consider the
number of people who are capable of creating mayhem in financial markets
through mismanagement, irresponsibility or sheer greed.

The job of the Superintendent of Insurance is to do everything in his
or her power to make certain that tpose who have been granted the -
privilegé of a New York license to sell the promise of insurance, do so
in a manner that upholds the highest standards of professionalism and
financial responsibility.

Recently, we confronted the consequences of the New Yprk property and
casualty industry's irre§ponsibility. Several years of cash-flow
underwriting, and the ab;ndonment of basic insurance principles, resuvlted
in a wrenching disruption to our local government operaﬁions and
virtually every other sector of New York State's economy. Our response
in New York was a comprehensive legislative package that repewed our
commitment to effective regulation. I am proud to tell you that our
Department has receéived inguiries about our new regulatory framework for
liability insurance from every region of the country.

1 believe the public has the right to, and indeed expects, its state
insurance regulator to ‘anticipate potential problems in the marketplace
and to act to saolve them before they turn into disasters. With the new

liability regulations, we now have the tools to act on the property and
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casualty side. I also believe we are well equipped to confront the new
challenge the life insurance industry presents, provided there is no loss
of will to regulate fairly, efficiently and effectively. I take this
opportunity to assure you, and the public, that the New York Insurance
Department does not lack that will.

There should be no misunderstanding as to what was at stake in the
promulgation of Reguiatinn 130. As difficult as the liability crisis was
and continues to be in some sectors, it is nothing compared to what could
happen if even one of the major life insurance companies that market any
of the new generation of products were to find itself unable to meet its
obligations. The prospegt of hundreds of millions or billions of dollars
worth of policyholder obligations being thrown into the maelstrom of
insolvency is simply unacceptable. It is in this context that we have
promulgated Regulation 130.

The New York Insurance Department is not alone in its concern over -
concentrations in junk bonds. The Fedefal Home Loan Banking Board
currently limits Federal savings and loan institutions to no more than-
11% of assets in junk bonds. Congressman Dingell (D-Michigan), Chairman
of the House Energy and Commerce Committee, has demanded that the SEC
investigate the degfeeqto which life insurers invest in junk bonds.

Also of special interest is an article which appeared in the New York
Law Journal on October 8, 1986 discussing the tort reform legislation

signed into law here in New York on July 30, 1986. The article endorsed
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the pesition that structured settlements, in certain cases, can be
beneficial to both plaintiffs and defendants in providing protection to
any injured person at a slightly lower cost to a defendant. However, the
article concludes with the follewing cautionary comment:

Hopefully, the Superintendent of Insurance of the
State of New York, who must determine those companies
which are suitable to wrife these insurance contracts,
will prohibit *junk bonds!' from the investment
portfolio of insurance carriers. Securities backing
personal injury victims' payments should all be of

investment grade.

Louis Lowenstein, Professor of Law at Columbia University, in an
article entitled "Three New Reasons to Fear Junk Bonds," cites an issue
of paramount concern, namely that increasing numbers of corporations are
terminating employee pension plans to recapture excess assets. Professor
Lowenstein goes on to state:

...To refund (sic) those pension obligations at the
lowest cost, the employers often purchase
single-payment annuity contracts from those insurance
companies that can offer the best price. 0f course,
the companies that offer the best prices are those
that have-invgbted heavily in high-yield bonds.
Once the plan is terminated and the apnuity contracts
purchased, the employer may have no further
responsibility to its pensioners, so that it has every
reason to extract the last dollar of "excess assets"
from the trust. But the greater the savings for the
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employer, the greater the risk for the pensioners.
These unsuspecting retirees and employees, who
typically have no role in the bargaining and get none
of the savings, are left to depend on an insurance
company of uncertain worth.

The risk of default on these annuity contracts may
come from both ends of the investment spectrum. The
least profitable junk bond issuers, being most
vulnerable to an economic chill, may default on their
obligations, and those that afe most profitable will
try to redeem their high-coupon bonds and replace them
with new securities with lower yields. An insurance
company relying on junk bonds to sustain higher than
ordinary levels of income might, therefore, see its
income sharply §educed in both cases.

The net effect of the assumption of these obligations by a life
insurance company in New York is a potentially catastrephic shifting of
exposure from the Federal Pension Benefit Guaranty Corporation to the
various state life insurance guaranty funds. This at a time when, for
the first time in 30 years, defined benefit pension plans are paying out
more than they are receiving in contributions.

A criticism often heard is that limitations on buyers of junk bonds
would also impose li%it§ on issuers, which would ultimately hinder job
formation and economic growth. This statement demonstrates a lack of
uvnderstanding of the limitations contained in Regulation 130. Under the

Regulation, our licensed companies could make general account investments

in excess of $100 billion with unlimited separate account investments.
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That provides a market for publicly traded high risk-high yield bends of
nearly $200 billion just in the life industry licensed in New York. This
represents almost three times the total amount of new high risk-high
yield risk debt issued from 1978 through 1986. Accordingly, the
Department's proposed regulation imposes no practical limitation upon the
issuers of junk bonds.

Junk bonds may be an appropriaté investment vehicle in a diversified
portfolic. Prudence dictates, however, that when the risks associated
with a form of security are relatively high, principles of
diversification and portfolio balance should be guides to the amount
invested. We believe thgt Regulation 130 leaves all life insurers with
authority to invest a suéstantial portion of their assets in junk bonds,
but prevents excessive concentration in this form of investment by any
one company.

In conclusion, I want to say the process of developing Regulation 13D
involved tne broadest possible consultation with interested parties,
intense staff review of the data and, of course, the opportunity for
public comment. The Regulation is neither anti-junk bond nor narrowly
restrictive. It is aimed at protecting against dangerous levels of
concentration in a rapidly-developing type of investment.

Regulation 130 is é‘straightforward effort to protect the life
insurance buying public. It is consistent with the tradition of an
Insurance Department whose commitment to consumer protection runs deep

and strong.
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Mr. OsE. Mr. Green.

Mr. GREEN. Good afternoon, Mr. Ose. In response to your re-
quest, California Insurance Commissioner Harry Low has directed
that the California Department of Insurance cooperate with your
investigation of the demise of Executive Life and the fraud per-
petrated upon the department by persons and entities who,
through that fraud, gained control of the assets and policies of the
company. As you are aware, and it has been discussed this morn-
ing, in 1999 the department filed suit seeking to have those per-
sons and entities held responsible for their actions.

I am Steven Green, Deputy Insurance Commissioner and Chief
Counsel of the Department of Insurance. With me is Harry LeVine,
Special Counsel to California Insurance Commissioner Harry Low.
Mr. LeVine has a 13-year tenure with the department and for over
3 years has been primarily responsible for the in-house direction of
the department’s civil lawsuit. He is uniquely qualified to provide
this committee with the factual information to assist your inves-
tigation.

I must respectfully ask that in questioning Mr. LeVine or me the
committee consider two matters which are of great importance to
Commissioner Low, which have been discussed with the staffs of
the committee and your staff, and which we trust you can appre-
ciate.

First, considering that the department is involved in litigation
over events which this committee is also investigating, we must en-
deavor to avoid comments, speculation, and the like, which could
conceivably prejudice the Commissioner’s position in that lawsuit.

Second, as has been mentioned earlier today, in a matter of
weeks California will again elect an Insurance Commissioner. The
Commissioner at the time of the events you are investigating, John
Garamendi, is the Democratic candidate for the office; Gary Men-
doza is the Republican candidate. As two career California public
servants, we must avoid any appearance that we are criticizing or
favoring any candidate.

Finally, I have a personal thank you for you, Mr. Ose, in whose
district I live. As you learned this morning, another of your con-
stituents is here, my son Samuel, a sophomore at the University
of California at Davis. Samuel, for some reason, is impressed that
I sit before a congressional committee. As I belong to the great uni-
verse of parents who can never impress their 19-year-old children,
I owe you and the committee a thank you.

[The prepared statement of Mr. Green follows:]
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Good Afternoon Chairman Burton, Representative Waxman and members of the House
Commiitee on Government Reform.

In response to your request, California Insurance Commissioner Low has directed that the
California Department of Insurance cooperate with your investigation of the demise of Executive Life
and the fraud perpetrated upon the Department by persons and entities who, through that fraud, gained
control of the assets and policies of the company. As you are aware, in 1999, the Department filed suit
secking to have these persons and entities held responsible for their actions.

1 am Steven Green, Deputy Insurance Commissioner and Chief Counsel of the California
Department of Insurance. With me is Harry LeVine, Special Counsel to California Insurance
Commissioner Harry Low. Mr. LeVine has a thirteen-year tenure with the Department and for over
three years has been primarily responsible for the in-house direction of the Department’s civil lawsuit.
He is uniquely qualified to provide this Committee with the factual information to assist your
investigation.

1 respectfully ask that, in questioning Mr. LeVine or me, the Committee consider two matters
which are of great importance to Commissioner Low; which have been discussed with the staffs of the
Committec and of Congressman Osc; and, which we trust that you can appreciate.

First, considering that the Department is involved in litigation over events which this Committee
; also investigating, we must endeavor to avoid comments, speculation and the like which could
~tonceivably prejudice the Commissioner’s position in that lawsuit.

Second, and as you are no doubt aware, in a matter of weeks California will again elect an
Insurance Commissioner. The Commissioner at the time of the events you are investigating, John
Garamendi, is the Democratic candidate for the office. Gary Mendoza is the Republican candidate. As
two career California public servants we must avoid any appearance that we are criticizing of favoring
any candidate.

Finally, [ have a personal “thank you” for the Committee and Congressman Ose, in whose
district I live. Another of Mr. Ose’s constituents is here, my son Samuel, a sophomore at the University
of California Davis. Samuel, for some reason, is impressed that I sit before a Congressional committee.
As I belong to the great universe of parents who can never impress their nineteen-year-old children, 1
owe this Committee and Mr. Ose a “thank yon™.
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Mr. OSE. Thank you, Mr. Green. As a parent myself, I am often
trying to find ways to get my children to raise their sights. So per-
haps you might visit with Samuel about that, too.

Mr. LeVine, for 5 minutes.

Mr. LEVINE. Good afternoon, Congressman Ose. Thank you for
inviting me to speak today.

I guess I need to sort of reiterate something that Mr. Green has
just said, which is that with respect to the case I am not a witness
to the facts that occurred in 1991 and don’t have any personal
knowledge. So what I say today is simply my understanding of
what occurred and my views as a lawyer on the matter.

But I need to be particularly cautious in what we talk about be-
cause it is, as has been said today, $1 billion case. I have heard
some numbers of $6 billion. With punitive damages, who knows?
But I need to be cautious because I can’t have things that I say
and my thoughts being used to cross examine our witnesses, those
people with actual knowledge, when their depositions are taken.

We have heard some overviews already about the case. So I may
be a bit redundant. I am going to try to keep it very short.

Basically, this is a case in which the Insurance Commissioner al-
leges that Altus Finance and Credit Lyonnais, both French govern-
ment banks, intentionally concealed their ownership of the Califor-
nia insurance company that was set up to take the Executive Life
policies, that company being Aurora National Life Insurance Co.
They concealed their ownership by written agreements, in some
cases setting up fronts, and the fronts were their partners in the
bid.

In August 1991, Altus and a group that we call the MAAF group
or the MAAF syndicate submitted a bid to buy Executive Life, and
Altus was going to buy the junk bonds and the MAAF group was
going to set up a new insurance company. What the secret agree-
ment showed was that Altus was going to be a true owner of the
insurance company.

It is our belief in doing this that they violated the Federal Bank
Holding Company Act, which at the time prohibited banks from
owning insurance companies, and they violated California Insur-
ance Code Section 699.5, which has changed a little bit, but at the
time provided that a foreign government could not own a California
insurance company if its ownership or actually its financial control
of an insurance company would have a substantial or undue influ-
ence upon that company.

So I think getting the story a little bit out of order, but it is im-
portant to keep in mind some facts, one of which is that so far in
the development of this case the French don’t deny signing the con-
tracts. There is no contention that the contracts weren’t effective
or they aren’t contracts. The second is there is no denial that the
contracts were not disclosed to the California Department of Insur-
ance in the numerous filings that were made.

I think, like I say, there has been no testimony so far—that the
contracts do exactly what we say they do. They gave the French,
Altus Finance, the ownership of 67 percent of the company.

So, then, backtracking a bit, as you know, the Insurance Com-
missioner seized Executive Life on April 11, 1991. In May 1991, he
put out what can be called a request for proposals, letting people
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know that he was negotiating with Altus Finance for something
that would be called a definitive agreement, which would be a bid,
and that other people could then, once that bid was set, bid against
it. In a sense, the Altus bid would be a template for other bidders.

So on August 7 the definitive agreement with Altus and the
MAAF group was entered into. In the following months other bids
were received. On November 14, 1991, if I have the date memo-
rized correctly, the Altus bid was accepted by the Commissioner.
Obviously, there are lots of interim steps there, but in the end we
know that the bid was accepted.

What was going on at the same time, or starting at that time,
was a process that the California Department of Insurance goes
through with anybody that wants to set up or own an insurance
company. Insurance is a highly regulated business in California,
and in order to own an insurance company or start one up, one has
to get to set up a company an organizational permit, a stock per-
mit, and eventually has to file an application for the license, which
we call a Certificate of Authority.

The Department of Insurance requires of anybody in those cir-
cumstances that they submit financial information, information
about where they are going to get their money to capitalize the
company, about their own financial structure, their own organiza-
tional structure, who owns them, in some cases who owns the peo-
ple that own them, and all the financial connections or corporate
connections between the new insurance company and the owners
and the other people that they identify as having relationships
with.

When we think or when we know that there is a foreign entity
that may be involved, we send out a questionnaire which we call
a 699.5 questionnaire. One of the questions to be answered in there
is, “Does any government entity direct, or have the power to direct,
the management or policies of your company or of any persons
owning, directly or indirectly, any shares or other interest in your
company by means of any contract?”

Starting in 1991 and continuing, I would say, almost through the
closing of the transaction, which was on September 3, 1993, Altus,
MAAF, and Credit Lyonnais, for that matter, made numerous rep-
resentations that they would have no ownership of the new com-
pany, Aurora.

The declaration, the 699.5 declaration, was affirmatively an-
swered “no” by all the purported owners, by MAAF, and I could
name the other three or four, which we assert is a complete
misstatement. We received in—I just list the months—September,
October, November, December 1991; January, February, March
1992, April 1992, up until the organizational permit was issued in
May 1992, indicating the background of all the purported owners,
and nowhere in there, of course, do they indicate that Altus has en-
tered into secret agreements.

What we know about the secret agreements, of course, is that
two secret agreements were entered into with MAAF and Altus on
August 6, 1991, and they state right in them: These will not be re-
vealed to anyone. And a subsequent set of agreements was entered
into with MAAF on, I believe—oh, I have got the date written
somewhere—I think November 15, or thereabouts, in 1991.
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Similarly, there were arrangements with Omnium Geneve, one of
the other members of the MAAF group, and they had agreements
in November 1992 and later. Those agreements, of course, also
were not disclosed to the Department of Insurance in connection
with any of its filings.

Mr. OSe. Mr. LeVine, we are over here. So your testimony, I
have a copy of your statement right here, and I presume you are
running through it accordingly. I have actually read it. So how
about we submit it for the record, so we can get to questions?

Mr. LEVINE. That would be fine.

Mr. OSE. That is a great idea. Thank you. [Laughter.]

[The prepared statement of Mr. LeVine follows:]



69

STATEMENT OF HARRY J. LEVINE

Introduction

Good afternoon. Thank you for inviting me to speak today about a civil lawsuit being
prosecuted by the California Insurance Commissioner pertafh-ing to a fraud that the Insurance
Commissioner alleges was committed in connection with the insolvency of Executive Life
Insurance Company. The lawsuit is titled Low v. Altus Finance, S.A., et al. (Case Number CV
99-02829 AHM (CWx)) and it is pending in the United States District Court for the Central
District of California (Los Angeles). In this suit, the Insurance Commissioner is seeking over a
billion dollars from, among others, French companies that engaged in repeated deceptions
designed to evade federal and California laws. The laws in question concerned prohibitions on
ownership of non-financial institutions by banks and the ownership of insurance companies by
foreign governments. In this case, it is our contention that a French government-owned bank
conspired to secretly own a California insurance company that was set up to take over the
insurance policies of Executive Life. Remarkably, the French bank's actions are well
documented in numerous written agreements, memoranda, and other evidence which were
hidden from the Insurance Commissioner.

In 1991, in the Executive Life insolvency, a bidder comprised of a French bank and
others proposed setting up a new California insurance company to take over Executive Life's
insurance policies. The bidder identified certain European companies that would be the owners
of the new insurance company and, in accordance with California laws and regulations, those
companies submitted information about themselves to the Department of Insurance. The

Department of Insurance diligently reviewed that information and approved their ownership of
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the insurer. In September 1993, the new insurer took over Executive Life's policies and began
conducting business.

As has been reported in the press, a confidential whistieblower alleged in 1998 that secret
agreements existed between the French bank and European companies that owned the new
insurer. The whistleblower claimed that those secret agreements showed that the French Bank,
and not the European companies, had effectively been the owners of the insurance company and
the European companies had been "fronts” for the French bank. s

Upon learning of the whistleblower's allegations, the Insurance Commissioner obtained
copies of certain of the agreements. The agreements were what they were reported to be;
fronting arrangements hiding the French bank's true and improper ownership of the insurance
company. Moreover, the agreements contained clauses expressly requiring that they be kept

‘ secret. o
Had the true ownership of the insurance company been disclosed to the Commissioner,
the bid submitted by the bank would have been rejected. In light of the secret agreements, the

Commissioner filed his suit in February 1999, seeking damages and disgorgement of all profits

earned by the French bank and other participants in the bid.

Background - The Executive Life Insurance Company Rehabilitation

In early 1991, Executive Life Insurance Company became insolvent, in most part because
it owned a very large portfolio of high risk "junk bonds" that had declined greatly in valze. On
April 11, 1991, the Insurance Commissioner obtained an order from the Los Angeles County

Superior Court appointing him as conservator of Executive Life. Pursuant to the California
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Insurance Code, the Commissioner then sought to rehabilitate Executive Life and to preserve as
much of its value as possible for the benefit of its policyholders.

After being appointed as conservator, the Insurance Commissioner engaged in
negotiations with Altus Finance, S.A., a French bank, for a "definitive agreement” -- a bid -- to
take over Executive Life's assets and liabilities, including its bonds (both junk bonds and
investment grade bonds) and its insurance policies. Altus Finance was owned primarily by
Credit Lyonnais, which was also a French bank and which was owned by the government of
France. In May 1991, the Insurance Commissioner issued a notice that upon reaching a
definitive agreement with Altus Finance, all interested persons could submit competing bids. In
August 1991, a definitive agreement was reached between the Insurance Commissioner on the
one hand, and Altus Finance and a group of French and Swiss companies on the other hand. The
French and Swiss companies were led by a French ilnsurance company known by its acronym
"MAAF." The bid, referred to as the "Altus/MAAF" bid, prbvided that Altus Finance would buy
Executive Life's junk bonds and the MAAF-led group would take over Executive Life's
insurance policies. The MAAF group eventually consisted of MAAF Vie (a subsidiary of
MAAF), Omnium Geneve (a Swiss company), S.D.I. Vendome (a French company), and
Financiere du Pacifique (a French company)

The Altus/MAAF bid provided that Altus Finance would pay cash for Executive Life's
junk bonds. In doing so, of course, the junk bonds would no longer be an asset of Executive Life
and Executive Life's policyholders would not be exposed to any risk of further deterioration in
their value. Because the bonds were removed from Executive Life, the Altus/MAAF bid was

referred to as a "bonds out" bid. As to Executive Life's insurance policies, the Altus/MAAF bid
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provided that the MAAF group would establish a new California insurance company -- Aurora
National Life Assurance Company -- which would take over the policies at reduced values.
Because Altus Finance was a French government owned bank, it advised the Commissioner and
the Los Angeles County Superior Court that Altus and Credit Lyonnais would have no
ownership interest in, or control over, Aurora.

As provided for in the May 1991 notice, the Commissioner used the Altus/MAAF bid as
a template for other persons to make bids to take over Executive Life's assets and insurance
policies. The Commissioner then received seven other bids to rehabilitate Executive Life.
Unlike the Altus/MAAF bid, six of the bids were "bonds-in" bids (one bid did not include a
proposal as to the junk bonds); that is, each of the bidders proposed keeping the junk bonds in
Executive Life (or more accurately, in the new .company that the successful bidder would set up
to take over the Executive Life policies). In order to protect Executive Life's policyholders
against further deterioration in the value of the'junk bonds, each of the bonds-in bids provided a
guarantee. In November 1991, after a further round of bidding, the Commiissioner selected the
Altus/MAAF bid. Prior to the Insurance Commissioner's selection of the bid, Altus Finance
assured the Commissioner that it was complying with the federal Bank Holding Company Act
and California Insurance Code section 699.5, which prohibited it from having an ownership
interest in Aurora. Thereafter, the Los Angeles County Superior Court approved the selection of

the Altus/MAAF bid.

The MAAF Group Applications to the Department of Insurance
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Insurance is a highly regulated business in all 50 states, including California. In order to
organize or purchase an insurance company based in California, prospective buyers or organizers
must comply with numerous regulatory requirements and must submit, among other things,
information regarding the proposed ownership of the insurance company. These requirements
includes providing information not only about the proposed direct owners of the insurer, but also
information about indirect ownership, contractual or other obligations regarding ownership,
financing of the purchase, financial connections and biographical information. The foregoing
information is provided to the California Department of Insurance in connection with the
issuance of organizational permits, stock permits, and the issuance of the license to conduct
insurance business (called a "certificate of authority.")

The MAAF group started to provide information to the Department of Insurance in 1991
about the members of its group in order to receive its permits and its certificate of authority for
Aurora. Pursuant to the Department's requirements, the information pertained to both Aurora
and its newly organized owner/holding company, named New California Life Holdings, Inc.
Various further and supplemental submissions were made to the Department regarding the
MAATF group. Accordingly, the Department of Insurance received information about the
organization and financial connections of MAAF, Omnium Geneve, Financiere du Pacifique, and
S.D.I. Vendome. Consistent with representations that were also make in Court, nothing in the
MAATF group's filings indicated that Altus Finance would have an ownership interest in New
California/Aurora. In fact, the MAAF group represented that Altus Finance would have no

ownership interest in New California/Aurora.
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In 1991, California Insurance Code Section 699.5 provided that a foreign government
could not own or financially control a California insurance company unless that ownership or
control would not cause substantial or undue influence over the insurer. Because Credit
Lyonnais and Altus Finance were French government owned banks, the Department of Insurance
required each of the MAAF group members to provide information about their links, if any, to
Credit Lyonnais, Altus Finance, or the French government. Each submitted a declaration to the
Department of Insurance -- under penalty of perjury -- that there were no material links.

The Aurora and New California filings were approved by the Commissioner and on
September 3, 1993, the restructured Executive Life insurance policies and annuities were taken

over by Aurora.

The Artemis Applications to the Department of Insurance. .

In December 1992, Artemis S.A., a French company indirectly owned by French
businessman Francois Pinault and Altus Finance, bought a significant part of the ELIC junk
bonds from Altus. Then, in the spring and summer of 1994 Artemis filed two applications with
the Department of Insurance to buy 50% of New California, comprised of the shares owned by
Omnium Geneve, Financiere du Pacifique, S.D.I. Vendome, and part of the shares owned by
MAAF Vie. The applications purported to disclose Artemis' financial and contractual
connections with Altus Finance and Credit Lyonnais. The applications were approved by the
Commmissioner, with certain conditions. Subsequently, in 1995, Artemis purchased the remainder

of the shares held by MAAF Vie. At that point, Artemis owned 67% of New California.
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The Secret Agr ts and Misrepr t

In January 1999, the Commissioner obtained copies of agreements that had been entered
into in 1991 (and later) between Altus Finance and MAAF and between Altus Finance and
Omnium Geneve regarding the ownership of New California/Aurora. The Insurance
Commissioner contends that the agreements provided that Altus Finance would at all times be
the true owner of MAAF's and Omnium’s stock in New California/Aurora.

In light of these agreements, the regulatory filings that had been made by the MAAF
group were false; MAAF and Omnium Geneve held their shares of New California as mere
fronts for Altus. The Insurance Commissioner also learned that S.D.1. Vendome and Financiere
du Pacifique held their shares of New California as fronts for Altus. the Insurance
Commissioner contends that the MAAF group members had simply been "parking places” for
Altus Finance's ownership. Similarly, the filings made by Artemis in 1994 were false. The
Commissioner learned that Artemis purchased an undisclosed option from Altus Finance in 1992
to buy Aurora. The Commissioner also leamned that Artemis' disclosures of its relationships with
Credit Lyonnais and Altus Finance were materially false.

Had the terms of the secret agreements and arrangements been known, the Commissioner
would have rejected the Altus/MAAF bid and the Artemis applications. The federal Bank
Holding Company Act prohibited banks from owning insurance companies. Having owned the

majority of Aurora by virtue of its secret agreements, the Altus/MAAF bid violated the Bank
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Holding Company Act. Further, because the secret agreements and arrangements resulied in the
ownership of a California insurance company by a French government owned bank, the
Altus/MAAF bid violated California Insurance Code section 699.5. Further still, Altus Finance,
the MAAF group, and the Artemis defendants submitted false information to the Department of
Insurance in violation of other California Insurance Code sections.

The Insurance Commissioner asserts that Altus Finance, the MAAF group, and Artemis
participated in intentional acts designed to defraud the Insurance Commissioner and to illegally
gain control of Executive Life's junk bonds and insurance policies. The Insurance Commissioner

intends, through his lawsuit, to rectify this fraud.

The Lawsuit

In February 1999, the filed his suit against Altus Finance (now known as CDR
Enterprises), Credit Lyonnais, MAAF, Omnium Geneve and others, alleging that they
intentionally deceived the Insurance Commissioner in order to gain control of Executive Life's
junk bonds and insurance policies. The suit was subsequently amended to add Aurora, New
California, Francois Pinault, and the Artemis entities as defendants. The Commissioner seeks
disgorgement of all profits gained by them and, alternatively, all damages caused by their acts.

The suit is pending and a trial date has not yet been set by the court.
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Mr. Osk. OK, now I am trying to make sure I understand the
process by which we got to the point where the benefits to the pol-
icyholders got a haircut. If you can keep that in mind as you enter-
tain these questions, I would appreciate it.

Mr. Corcoran, you were Commissioner of Insurance until 1990 in
New York?

Mr. CORCORAN. Correct. I left February 1990.

Mr. Ose. OK. Now California in 1988 passed some sort of a ref-
erendum or initiative that made the Office of the Insurance Com-
missioner elective, and then we elected our first Insurance Com-
missioner in November 1990, and they were sworn in in January
1991.

Mr. CORCORAN. Right.

Mr. OSE. So your tenure actually predates us even having an——

Mr. COrRCORAN. Elected Commissioner, yes.

Mr. Osk. Correct.

Mr. CORCORAN. Roxanne Gillespie was appointed Commissioner
at the time.

Mr. Osk. Up until the time——

Mr. CORCORAN. Right.

Mr. OSE [continuing]. When the elected Commissioner was ap-
pointed, we had an appointed Commissioner?

Mr. CORCORAN. Correct.

Mr. Ose. OK. I mean, I can tell from your testimony what the
answer to this question is, but you were familiar with the problem
of junk bonds in terms of how big of a percentage of a portfolio of
an investment company or an insurance company it comprised?

Mr. CORCORAN. Correct, and my concern was triggered by the
medical malpractice crisis that we had had in New York a few
years prior to that. We were compelling the use of structured set-
tlements. I felt it was my obligation to make sure that any struc-
tured settlement purchased by anyone would be a high-quality
company, not a company that was backed up by junk bonds.

Then the next thing we got involved with was the pension situa-
tion. That really brought it to my attention in 1985.

Mr. OSE. So the medical malpractice issue that arose in New
York had to do with concerns on your part that there wouldn’t be
sufficient income to service the structured settlements that came
out of that litigation?

Mr. CORCORAN. One of our reforms to all legislation in New York,
we changed—there is a substantial tort for medical malpractice,
but one of the key things was really kind of imposing structured
settlements on these medical mal. awards to make sure that these
people did not ultimately become wards of the State. Based on that,
it was our obligation to make sure that anyone doing business in
the 1State of New York issue structured settlements of the highest
quality.

It was brought to my attention that this Executive Life Co. had
a large portfolio of junk bonds. That was our initial awareness.

Mr. OSE. So you were concerned about the quality of the bonds
underlying——

Mr. CORCORAN. Well, the lack of diversity in their portfolio.

Mr. OSE. So you moved to put a limitation, a 20 percent limita-
tion, on the amount of junk bonds you could have in your portfolio?
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Mr. CORCORAN. For a domestic life insurance company, correct.

Mr. OseE. Now are the domestic life insurance companies the
same entities that were doing the medical malpractice structured
settlements?

Mr. CORCORAN. Correct.

Mr. Osk. OK.

Mr. CORCORAN. They have to be licensed. Some are licensed;
some are domestic, right.

Mr. OSE. So let me ask the question directly, and you can just
geitgr%te that: Why did you act to impose a limitation on the junk

onds?

Mr. CORCORAN. Well, one, beyond the fact that we were con-
cerned about the lack of diversity in their portfolio, that we were
concerned ultimately the company become insolvent. To us, the
particular company, of course, was in my view unfairly competing.
Executive Life in New York became, in my view, we call it a
“Judas-co.” of the industry. They were promising 13 percent

Mr. OSE. Versus the 9.9?

Mr. CORCORAN. The 9.9. Now the other companies, of course,
fully realized that that is what they were competing against. I al-
ways felt, as a regulator, a regulator’s key job is to make sure there
is a fair competitive environment. So I did have the support of
most of the domestic industry in New York when I did impose a
20 percent. Only a few companies opposed me. I think it was Presi-
dential and Executive Life. We acted to make sure that the envi-
ronment was fair.

Mr. Ose. Were you ever approached by Michael Milken or other
junk bond salesmen during your tenure?

Mr. CORCORAN. Well, we had several would-be appointments
with the chairman of Drexel who didn’t show up. He kept wanting
hearings or meetings, but the only meeting I had face to face with
Mr. Milken was a reception held in, I think it was, Orlando in De-
cember 1986, where he approached me at a cocktail party with two
bodyguards. They were not my bodyguards; they were his body-
guards.

And he came over and he said, “Hello, Jim.” And I asked him
who he was, because I had never met him. He then went on to—
he wanted to buy me dinner, and I told him that it was inappropri-
ate to be buying me dinner in light of the fact that we had this
issue out there, and we had a long conversation. He was convinced
that if I had only fully understood this issue, I would have a great
future, and I was touched that he was worried about my future.

Mr. OseE. Who was the chairman of Drexel at the time he re-
quested this——

Mr. CORCORAN. I believe it was Josephs at the time.

Mr. OSE. Do you remember the first name, for the record, of Mr.
Josephs?

Mr. CORCORAN. It was Lenny, Leonard Josephs? I might have it
here somewhere. I will dig it up for you, Mr. Chairman.

Upon my return to my office, Mr. Milken sent me a flashlight
and 1,000 shares of Drexel and a “happy Christmas.” He allegedly,
in my name, gave $15,000 to some charity, which, of course, I re-
ported all of these things to the attorney general, because, as you
well know, it wouldn’t look good.
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So from then on, it was quite—every lobbyist was retained to—
my good friends would call up and get permission to oppose me be-
cause they were giving them huge amounts of money to try to stop
this cap, and it didn’t work.

As a matter of fact, between the hearing we had and the issuing
of the regulation, we fined Executive Life of New York $250,000
and required the parent company to put $155 million more cash
into the New York company. So at the end of the day, the New
York company was in pretty good shape.

Mr. OsE. So you had in New York a sister company, if you will,
to Executive Life of California?

Mr. CORCORAN. Right. So when the State, when the California
company was seized, New York was able to have its own separate
rehabilitation and liquidation sale.

Mr. OSE. Are you familiar with the insolvency that occurred at
Executive Life of California?

Mr. CORCORAN. Well, I am only familiar to the extent, one, I am
familiar with all the issues involved from reading it, but also about
I represented a group of GICs who were trying to get recovery from
both the Guarantee Fund and Executive Life subsequently, prob-
ably in 1992.

Mr. Oske. OK. Now given that, as the Commissioner in New York,
you identified some flaws, in your opinion, in terms of how Execu-
tive Life might have been operated. What procedures did you insti-
tute to protect the policyholders of New York? No. 1, you moved to
reduce the amount of junk bonds in the portfolio underlying the
structured settlements?

Mr. CORCORAN. Right.

Mr. OSE. Were there other steps that you took?

Mr. CorcORAN. Well, I would say, clearly, from 1986 to at least
my end of office they were on the radar screen, and we were mak-
ing sure that dividends were not going from the subsidiary in New
York to the parent inappropriately. We were making sure that as
quickly as possible they had to file a plan with the Department
showing divestiture and diversification of their investment port-
folios. So that was ongoing from 1987 on to my leaving office 3
years later.

Mr. Osk. Did you ever take any affirmative steps regarding the
structure of the assets and liabilities underlying the portfolio? In
other words, keeping the bonds with the liabilities?

Mr. CORCORAN. Sure. Well, the department, by actively looking
at it—I am sure California does the same thing when they monitor
a company. We were making them reduce their junk bond portfolio.
That was the most proactive thing we could do. Plus, we put the
responsibility on the board of directors.

Mr. OSE. In what way?

Mr. CORCORAN. Well, we told the board of directors, as I noted,
the regulation says—I may use the proper language, go back to my
notes for a second. “Require the board of directors of any domestic
life insurer that invests in junk bonds adopt a written policy in-
cluding quality and diversification standards with respect to its
junk bond investments.”

This way, if things went bad, the directors can’t say, “Gee, no one
told me. I was out in the men’s room when they voted on that,” or
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anything like that. I told the board members that if there is a
shortfall and this company goes down, we are going to be looking
to you. Fortunately for the policyholders of New York, there was
no need to do that because the company was able to pay its obliga-
tions.

Mr. OstE. Now you did require an additional capital investment
from the parent of $155 million?

Mr. CorCORAN. Correct.

Mr. Osk. Into the New York subsidiary? For what purpose was
that done?

Mr. CORCORAN. Keep it solvent, keep it liquid, keep it liquid.

Mr. OsE. So you had looked at the portfolio over time, and the
relative solvency or insolvency led you to that step?

Mr. CORCORAN. Correct. Of course, and we had some real con-
cerns about their accounting at that time. We fined them based on
their accounting creativity.

Mr. OsE. In terms of valuing the bonds?

Mr. CORCORAN. Valuing their entire portfolio and their reinsur-
ance.

Mr. OSE. And that $250,000 fine was

Mr. CORCORAN. That was a straight-out fine.

Mr. OSE. That was punitive in nature for the purpose of sending
them a clear and unequivocal message that that was not going to
be tolerated?

Mr. CORCORAN. Correct.

Mr. Osk. All right. Now in the process of the collapse of the par-
ent and the subsequent dealing with that portion of Executive Life
that existed in New York, what losses, if any, occurred to the New
York policyholders?

Mr. CORCORAN. Well, of course, I was no longer superintendent
when it occurred. Sal Curiale succeeded me as my first deputy. But
from my understanding, there were no losses and no long-term
agony for the policyholders. MetLife I think ultimately came in and
assumed the book, and I think for them it was lucrative, but the
policyholders were not damaged in any way.

Mr. OSeE. So MetLife assumed both—they took both the bonds
and the accompanying liabilities?

Mr. CORCORAN. I believe they took the whole thing——

Mr. OSE. The whole thing?

Mr. CORCORAN [continuing]. But I might not be correct on the
exact because I wasn’t there. There was some minor Guarantee
Fund assessments for some products, but it was very minor.

Mr. OSE. Now your successor’s name for the record?

Mr. CORCORAN. Sal Curiale.

Mr. OsE. Could you spell it?

Mr. CORCORAN. C-U-R-I-A-L-E.

Mr. Ose. OK. Are you—I am sure you have been. I don’t know
if you were then, but you are now. Are you familiar with the reha-
bilitation plan for Executive Life of California?

Mr. CORCORAN. Only from recollection, from having represented
the GIC group. I read it, obviously, and gave opinions to that group
of clients, but it would be only recollection.
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Mr. Ost. Now I have a copy of the original memorandum solicit-
ing the bids and the like, and I have been through it. I think I am
on my fourth read of it. So it is starting to sink in.

Mr. COrRCORAN. Well, I was doing it for billable hours, so it was
no problem. [Laughter.]

Mr. Osi. There are a number of suggestions in this as to how
the Commissioner or the conservator chose to proceed. I would be
curious about just some feedback, and you will see it on the screen
here, the memorandum itself. I would be curious about your feed-
back. Was this particular approach that is laid out in this memo-
randum sound in your opinion?

Mr. CORCORAN. In all fairness to the California department and
my own opinion about what could occur in the future, what should
occur, this was new ground then. This was probably the most com-
plicated, biggest insolvency, and there were many people, including
the NOLHGA, which is the National Organization of Life/Health
Guarantee Associations, making bids and discussions on this.

Mr. OSE. There were, in fact, eight bids, if I recall?

Mr. CORCORAN. There were eight bids, and I think NOLHGA
itself might have made a bid.

Mr. Osk. They did make a bid, yes.

Mr. COrRCORAN. NOLHGA made a bid themselves.

Mr. GREEN. NOLHGA'’s was one of the eight bids.

Mr. OsE. Correct.

Mr. CORCORAN. So, I mean, I am aware of that, aware of that sit-
uation, but I was not sitting in the driver’s seat. No one was telling
me what the real value of the bonds was and how it was shaky.
Don’t forget, I came with a predisposition of calling them junk
bonds. So I wouldn’t, you know——

Mr. OSE. Your dealing with the collapse in New York

Mr. CORCORAN. Well, there wasn’t much of a collapse.

Mr. Ost. OK. For whatever reason, but the issue that you dealt
with——

Mr. CORCORAN. It is an issue I am proud of.

Mr. Osk. I understand that.

Mr. CORCORAN. So we didn’t get the collapse.

Mr. OseE. We will go through that, if you want, but the manner
in which you

Mr. CORCORAN. I put up with a lot of aggravations so that thing
didn’t collapse, so I figured I would just point that out.

Mr. OSt. The manner in which you handled it in New York, if
I understand, you approached it on a bonds-in basis? In other
words, you left the bonds in the company and worked through it?

Mr. CoRCORAN. Worked through it. There were liquidity prob-
lems.

Mr. OsE. Why did you choose a bonds-in versus a bonds-out ap-
proach?

Mr. CORCORAN. Well, I didn’t get to choose, but my successor got
to choose because there was enough liquidity. The domestic indus-
tries were cooperating. The Guarantee Fund in New York was co-
operating because they saw the company was not in dire straits,
and, ultimately, I believe MetLife took it over, and it was not going
to be an issue of pulling out the bonds.
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Mr. OsE. In your opinion, do you have to take these things on
a case-by-case basis or is there kind of a template that you would
work with?

Mr. CORCORAN. Well, a template that I would suggest for the fu-
ture—we can jump ahead and I will come back to this—is you can
look at every one of these major agonies, Confederation Life, Bald-
win, Mutual Benefit, Executive Life, and once the rehabilitation
process is triggered, and this is what is very difficult for them, and
thank God it is not my job, all sorts of rights begin to vest. You've
got issues of, will somebody get a priority if you pay this one and
what share of assets?

I think the rehabilitation process in and of itself must be
changed. There is no reason to go through this agony because you
have these guarantee fund associations, who ultimately pay the
shortfall assessment.

There is no reason not to have a Federal FDIC guarantee asso-
ciation with standing to come into these companies and say, “OK,
we’re ultimately going to pay the assessment anyway. We are now
going to assume running it.”

To make sure it is not anticompetitive, the Commissioner would
oversee it and start running these companies now, because, as in
this situation, ultimately, the bonds, as no one knew at the time,
proved to be more valuable than people thought. Surely, the policy-
holders should not have gone through this suffering. We all agree
with that today, but that, of course, 1s 20/20 hindsight.

But the system needs to be changed because I was always very
reluctant—and while I was in there, I was the longest-tenured su-
perintendent except for the first one in 1865 who was paid $10,000
a year for 10 years, which was a very good salary in 1865.

I was very reluctant to take companies down. I made sure I went
in quickly enough to them to stop writing certain lines of business.
We took down 23, but they were small property casualty companies
that were just badly run. But I knew the minute you triggered a
rehabilitation process, you landed up in a State court. Not like your
Federal bankruptcy court, where you have judges who are trained
in the area, who can look at it and understand the rights—because
I have testified as an expert in the Federal bankruptcy court. You
have all these rights that vest. All of a sudden, the carcass is being
pulled apart by investment bankers, lawyers, accountants, actuar-
ies, and it really is a feeding frenzy.

It is something, unfortunately, the commissioners don’t have the
standing to resist or can they legally. So whatever plan was put
forward here, I am sure in its time and moment it seemed like a
good idea, but the whole system needs to be changed.

So that is why I was always reluctant. In New York we had some
troubled companies which will go unnamed, but we sat them down
and we had the ability to say, “You can’t write this line. We’re not
going to go public,” without putting them into rehabilitation.

I had a standard speech I made, and people used to kid me about
it: the will to regulate, the will to act. That is what you really need-
ed.

Now I think when John Garamendi took over, by that time my
own opinion was Executive Life was long gone because the junk
bond market had become illiquid, a market that Drexel had cre-
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ated, and there is no recourse back. That was one of our concerns
back in 1987.

Mr. OSE. Do you know of any—let me rephrase this. Your succes-
sor had to deal with the Executive Life of New York issue.

Mr. CORCORAN. Right.

Mr. OSE. Are you aware of any contacts that he may have had
in terms of the rehabilitation plan itself relative to, say, MetLife’s
ultimate purchase or any other bidders?

Mr. CORCORAN. Oh, sure, I am not privy to the confidential, but
I am aware of the discussions when they were discussing with him
to see what went on.

Mr. OSE. One of the things that I find most curious and I am try-
ing to understand is the provision that I am aware of at least
anecdotally relative to the sale of these companies. There is some-
thing called a put-back provision where, if someone comes in and
buys the portfolio of an insurance company, all the bonds and what
have you, apparently, there are provisions in some of these agree-
ments whereby the buyer has a certain period of time after the
close to put unsatisfactory bonds back to the seller. Are you famil-
iar with this?

Mr. CORCORAN. No, I have never dealt with one of those.

Mr. OSE. You understand the concept?

Mr. CORCORAN. I understand the concept. I understand the con-
cept in a private sector way, but not as a regulator.

Mr. OSE. You have never done that? I mean, you never did that
during your tenure?

Mr. COrRCORAN. No. We never had it in my tenure.

Mr. OsSE. Why wouldn’t you do that? It seems to me like to facili-
tate a sale——

Mr. CORCORAN. As a regulator?

Mr. OsE. Yes.

Mr. CORCORAN. The issue never came as superintendent. In fact,
we never had that situation. Why would I not do that? Well, my
own theory as a regulator was people would come forward with in-
vestment proposals and all sorts of wonderful things, and if I didn’t
understand them, I said, “Look, we’re not doing it.” If it is too com-
plicated, we are not in the business of risk assumption here; we are
in the business of getting things done in the open light of day, and
whatever is simple, I am keeping it simple.

Mr. OsE. I have to admit I am not Michael Milken, or whatever.
I have a passing understanding of the put-back concept. If I came
to New York and I had approached you and said I would like to
buy the seized company known as Executive Life of New York but
I would like a period of time after close to go through the bond
portfolio and basically cull out that which I really don’t want and
put them back to you, what would your reaction have been?

Mr. COrRCORAN. Well, I am not trying to be argumentative here,
but if I were in a multicomplex situation like that, I would prob-
ably have to go get experts to tell me that that is something you
do, because I am a lawyer by training, and it sounds like some-
thing that the Wall Street brokers would know more about. I would
have to find out if that is fair and normal, and how does that bene-
fit the policyholders. So they would have to give me their analysis.
Is this the only way I can get the bonds sold? Maybe it is true.
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Maybe it isn’t. But I think you would have to go through that proc-
ess.

My first reaction to it would be, well, you've got to convince me
that that is the best thing for the policyholders, and maybe they
could. I don’t really

Mr. Osk. It seems to me that the ability to put back bonds from
the portfolio that you don’t want is almost a risk-free guarantee.

Mr. CORCORAN. It sounds good to me, but the only question I
would have there is, are you the only one that wants to buy this?
Am I so illiquid—and I think I don’t really know this, but let’s pre-
sume that this company was so illiquid, and I think that was its
problem initially, and you guys can tell me whether or not it was,
that they needed cash. I don’t know how far my back would be to
the wall to agree to something like that. It had to be pretty far
back.

Mr. OSE. But you dealt with technical insolvencies also?

Mr. CORCORAN. Well, we never had something like that, no. No,
no one——

Mr. OSE. In this issue, in those situations where you did have
a technical insolvency, I mean you would make a judgment as to
the revenue stream and whether it could meet the demands of pol-
icyholders in the structured settlements?

Mr. CORCORAN. And the other one you had, they were mostly
small insolvencies, and I had the Guarantee Fund to lean on if
there was a shortfall. Now, of course, the Guarantee Fund would
say, do whatever you can do to make my assessment as small as
possible, and they are sitting at a table with you. So if someone
came to me with a complex deal like that, I would probably turn
around to the Guarantee Fund and say, “Well, you know, you're the
guys who are ultimately going to pay the price. This is a national
group. Is this the best thing to do? Tell me. 'm not an expert in
all areas. I will admit I don’t understand all these things, but ex-
plain to me why I should do that.”

Mr. OSE. So you would negotiate whether or not to include a put-
back provision into any such deal?

Mr. CORCORAN. The only criteria I would have, is this the best
thing for the policyholders?

Mr. Ose. OK.

Mr. CORCORAN. I have a real simple criteria as Insurance Com-
missioner. It was, is that best for the policyholders?

Mr. Osk. From your understanding of the Executive Life of Cali-
fornia deal, if that included a put-back provision, would that have
been beneficial to the policyholders?

Mr. CORCORAN. I am just guessing here, so the testimony isn’t
that valuable. But if it was the only way out, if there was nobody
else at the table, if everybody wanted that, if this was the highest
price I could get for the bonds—I wasn’t sitting there doing the ne-
gotiating, I can’t tell you.

But I do know that the company was illiquid, and they wanted
to start paying claims, I presume, to policyholders as fast as pos-
sible.

Mr. OsE. It is my understanding they were technically insolvent
also.
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Mr. CORCORAN. Yes, there was a liquidity issue. Now in hind-
sight we all agree it was liquidity and the thing could have prob-
ably within time come out of it, but at that time they needed cash
desperately. That I do know. I don’t know what else——

Mr. OsE. Of the seven or eight bids that were received, I am only
aware of one that ended up having the put-back provision included.

Mr. CORCORAN. I am, Mr. Chairman, unaware of any of these.

Mr. Osk. OK.

Mr. CORCORAN. All I know is there were seven or eight bids, and
NOLHGA made a bid, and the Guarantee Funds make bids. Of
course, the Guarantee Fund’s effort there, don’t forget, I mean in
all fairness to the Guarantee Fund, they represent all the compa-
nies that competed with Executive Life and lost business, and now
they get the privilege of paying the bill.

Mr. Osk. Right.

Mr. CORCORAN. So they’re not happy bunnies when they are sit-
ting at the table because their whole thrust is try to pay as little
as possible. So that is why I do believe that we need to go to a Fed-
eral system, much more comprehensive, and stop this process,
which is every Commissioner loses control the minute it gets into
that courtroom, because then it becomes the great game.

Mr. OsE. OK, this has been very illuminating. I appreciate your
time.

Mr. CORCORAN. I appreciate the opportunity.

Mr. OSE. Mr. Green, your tenure at the Insurance Commission
commenced when?

Mr. GREEN. Actually commenced on the evening of July 5, 2000,
when Bill Lockyer called me to his office and said, “Tomorrow
morning Law Professor Clark Kelso is going to take over for Mr.
Quackenbush and you get to go over to the Department of Insur-
ance to be the Deputy Commissioner and Chief Counsel.”

For the almost 12 years previous to that, I was Deputy Attorney
General of the State of California. I still technically am; I am on
leave and I will be returning to that position whenever my tenure
at the department is over.

Mr. OSE. So from 1988 to 2000 you were at the AG’s office?

Mr. GREEN. Yes.

Mr. Osi. You are on temporary assignment, so to speak, over at
the IC’s office at this point?

Mr. GREEN. Right, right, and most of my hours as a deputy attor-
ney general from 1988 to 2000 were spent representing the Depart-
ment of Insurance.

Mr. OsE. In the course of the transaction in which Executive Life
was seized, what deliberations occurred? Did the office go outside
for third-party advice? How did they make the decision that in fact
the company was insolvent?

Mr. GREEN. It is very hard for me to say. I need to give you a
little bit of background.

Mr. OskE. OK.

Mr. GREEN. In December 1990, approximately a month before
Mr. Garamendi took office as the first elected Commissioner, Com-
missioner Gillespie, the last appointed Commissioner, came to John
Vandecamp, who was then the attorney general, and basically said,
“I’'ve got a problem with this company and I need specialized out-
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side counsel to help me with this problem.” Attorney General
Vandecamp, pursuant to his ability under the California Govern-
ment Code, gave that permission.

So what subsequently transpired is that the attorney general’s
office never was really part of the representation, never has been
part of the representation, of three now, four now, Commissioners
in connection with Executive Life because, as I understand it, Mr.
Garamendi took that initial approval from John Vandecamp and
took the position that he was, therefore, entitled to only use outside
counsel, never use the attorney general for any matter involving
Executive Life.

So while, for some technical reasons, Dan Lungren’s name was
on some of the pleadings in Executive Life, my office, that office,
had nothing to do with it. I don’t know what Mr. LeVine has seen
in the documents about the deliberative process, but, unlike we
were mentioning today when we were speaking before the hearing,
the Pacific Standard case, which I was lead counsel for the Com-
missioner as a deputy AG for 10 years, I don’t know what processes
the department went through. Maybe Mr. LeVine has some infor-
mation from the documents that he has looked at.

Mr. OstE. So you wouldn’t know whether or who advice was
sought from?

Mr. GREEN. Well, I do know, because it is part of the record, that
the law firm that Ms. Gillespie hired was Rubenstein and Perry.
I do know that Mr. Carl Rubenstein took a lead role in represent-
ing first Roxanne Gillespie and then John Garamendi in the court
proceedings. I do know that.

I don’t recall as I sit here—maybe Harry does—the names of
other law firms that were involved, but I do know that law firm
was basically lead counsel for the Insurance Commissioner in the
Executive Life proceedings in the early nineties.

Mr. Ost. OK. Mr. LeVine, the same question.

Mr. LEVINE. Yes, I didn’t work on Executive Life at the time. So
it is my understanding that the department staff, financial staff,
worked on—yes, the question was monitoring the solvency of the
company, I believe. I know that department staff worked on that.

I don’t know whether there were experts. I know that once Exec-
utive Life went under, as Mr. Green just mentioned, they hired
Rubenstein and Perry, and they hired lots of other consultants. But
prior to the insolvency, I am unclear right now on whether some-
one else helped in the analysis of the financial picture.

Mr. OSE. So in December 1990 Commissioner Gillespie ap-
proached Mr. Van de Kamp and said, “I've got a problem.” Van de
Kamp approved Gillespie going outside for third-party counsel, so
to speak. Then, subsequently, the newly elected Insurance Commis-
sioner came into office, inherited Rubenstein’s firm as the lead
counsel on the case?

Mr. LEVINE. I believe that’s correct, and Rubenstein and Perry
certainly was the lead counsel in the conservation.

Mr. OSE. In terms of Gillespie’s determination in December 1990
as to the insolvency or lack thereof at Executive Life, who would
have been involved in that deliberative process at the Insurance
Commissioner’s office?
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Mr. GREEN. For sure, one of the people who would have been in-
volved is Norris Clark, who remains the Deputy Commissioner for
Financial Affairs and a very nationally respected individual.

Mr. OsE. Norris Clark?

Mr. GREEN. Clark, yes. What he does, he for sure would have
been involved. After that, between Norris and Roxanne Gillespie,
you know, I don’t know who that would be. I have seen—and I
have the ability to waive the attorney/client privilege, and I am to
a certain extent—I have seen the memo that went from:

Mr. OsE. I will be clear: I haven’t asked you to do that.

Mr. GREEN. I know that, sir. I know that.

I have seen the memo once that went from then-Commissioner
Gillespie to Mr. Vandecamp. I just recall it saying that there was
a problem and there was a need for specialized counsel. You know,
I haven’t probably looked at it in 8 or 9 months. I had a reason
to look at it about 8 or 9 months ago, and that is the first time
I had ever seen it.

Mr. OSE. Mr. LeVine, you are currently at the Department of In-
surance?

Mr. LEVINE. Yes.

Mr. OSE. As counsel, you are career counsel at the Department
of Insurance?

Mr. LEVINE. Yes, I am.

Mr. Osk. Your primary duties and responsibilities include what?

Mr. LEVINE. My primary responsibility is overseeing this current
piece of litigation.

Mr. OsE. Relating to Executive Life?

Mr. LEVINE. Relating to Executive Life and some other issues re-
lating to Executive Life that still need to be resolved.

Mr. OSE. Such as?

Mr. LEVINE. There are some trusts that are out there that are
making distributions. There are legal issues that come up occasion-
ally. Every now and then we need to modify the rehabilitation
agreement to facilitate a distribution, things like that.

Mr. Ose. OK. So you have, is it fair to say that you have day-
to-day management responsibilities of the Commissioner’s suit
against Credit Lyonnais?

Mr. LEVINE. Well, subject to Mr. Green’s review, yes.

Mr. Ose. OK. Can you review for us briefly the events that led
to the purchase of most of the assets of Executive Life by agents
and subsidiaries of Credit Lyonnais, just generically? I just want
to put it on the record relative to your guys’ understanding.

Mr. LEVINE. Well, I mean, I am not sure if I understand what
you are asking, but the basic outline is starting with, I guess,
the——

Mr. OsE. Let me be a little more specific.

Mr. LEVINE. OK.

Mr. OSe. We are talking about the initial overtures from the pur-
ported buyer, whether it be Credit Lyonnais or otherwise. Did the
Commissioner’s office get approached early on, and were there any
communications back and forth?

Mr. LEVINE. Well, I can tell you what I know about that, but,
again, here is where I want to indicate that I need to be cautious
because I am not the witness and there will be people who will be
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deposed and testify about various contacts and what they said,
what they meant.

But it 1s my understanding that Altus was already working with
Executive Life before the insolvency on their own presumably pro-
posed recapitalization or restructuring, or whatever it might have
been. I believe there were some meetings or a meeting—I don’t
know if I should use the plural—with the Commissioner prior to
the seizure of the company. But on April 11, 1991, the Commis-
sioner was appointed as conservator and seized the company.

Mr. OstE. Now would it have been illegal for Credit Lyonnais to
have openly purchased the assets of Executive Life in 19917

Mr. LEVINE. Yes, I believe so. It would have violated the Bank
Holding Company Act. I don’t think they were able to do that.

Mr. OSE. And you are indicating that Altus may have approached
the Commissioner’s office prior to April 11, 1991?

Mr. LEVINE. Right, but I don’t mean

Mr. OSE. You don’t know what the reason was?

Mr. LEVINE. Exactly, and I don’t know that Altus was proposing
buying the company or proposing some piece of it or working with
someone else. I don’t know the nature of the approach.

Mr. Ost. Do you know when the Commissioner’s office was first
approached by the agents of Credit Lyonnais?

Mr. LEVINE. No, I don’t.

Mr. Osk. OK.

Mr. LEVINE. I mean, I think it was sometime in—actually, I
shouldn’t speculate. I mean I'm going to guess. I will speculate.
Sometime at the end of 1990 or early 1991.

Mr. Osk. Do you know what was discussed in those meetings?

Mr. LEVINE. No, I am not the person that would know the an-
swer to that one.

Mr. OsE. There is a memorandum that was put out dated May
21, 1991, entitled, “Memorandum,” and it is addressed to “Parties
Interested in Financial Participation in Executive Life Insurance
Company Rehab. Plan.” This is the document, and I would be
happy to have the clerk deliver the document to you.

The question is, are you familiar with this document?

Mr. LEVINE. I have seen the document, and I know generally
what it is.

Mr. OSE. Does this document constitute the requirements for bid-
ders interested in purchasing Executive Life?

Mr. LEVINE. That is my understanding, but I haven’t, again, I
haven’t worked with the witnesses and the people that drafted it,
and don’t know the context, but on its face that appears to be what
we would have called an RFP.

Mr. OSE. So this is, if you will, the initial document, the purpose
of which would have been to move forward with rectifying the situ-
ation that arose from the insolvency of Executive Life? In other
words, this kind of is the road map that we are going to go down?

Mr. LEVINE. I think whether it was the initial document or not,
again, I don’t know, but it was certainly a public pronouncement
of how the Commissioner was going to go about getting a definitive
bid and then inviting overbids, other bids.

Mr. OSE. Do you have a copy there with you?

Mr. LEVINE. Yes, I do.




89

Mr. Osk. OK. If you will look at page 2, section 2, titled, “Gen-
eral Structure of Rehabilitation,” the second sentence states, “The
general concept is that all fixed assets and liabilities would be
transferred from ELIC to NEWCO.”

If T read that correctly, the initial proposal, as represented in
this memorandum, would track fairly closely what transpired in
New York in the sense that the original bid requirement was for
both the assets and the liabilities to be transferred to the proposed
new company. Am I reading this correctly?

Mr. LEVINE. Well, here’s where the rubber meets the road on my
sort of not having personal knowledge. I mean, I could read that
and I agree it says, “fixed assets,” but I don’t know whether that
means selling the bonds and taking the cash and giving it to a new
company or giving the junk bonds to a new company or if there’s
flexibility in there. I mean, I don’t know, and I would suspect that
is something that our witnesses will be asked in the course of dis-
covery in this case.

Mr. Osk. I was going to ask what the word “fixed” means, but
the next sentence defines it fairly well to include both the liabilities
and the assets to be transferred.

Now, pursuant to this memorandum, there was a final purchase
agreement, if you will, I think in November, that led to acceptance
of Altus’ bid on November 14, 1991. The reason I ask that—I don’t
know if you have a copy of this in front of you; I think you do.

Mr. LEVINE. I do.

Mr. OsE. That is a copy of the final purchase agreement?

Mr. LEVINE. Well, this is a copy—this has been updated since
then. There have been many modifications. Things didn’t go as
anybody initially planned probably in November 1991. As changes
were made, this document was modified. It is my understanding
this is through 1997. So this does include all the changes through
1997, but it is my understanding that it embodies the original doc-
ument as well.

Mr. OstE. How does the original document differ from this memo-
randum of May 21, 1991? Do you have any analysis of that?

Mr. LEVINE. I think they are entirely different. I think this is ba-
sically an outline of a structure for a bid, and this is all the dirty
details.

Mr. Osk. If I understand the memorandum from May 21, the
road map laid out there is a bonds-in kind of deal. Do you know
whether or not this document is a bonds-in or a bonds-out type of
document?

Mr. LEVINE. Well, I know that the Altus bid was bonds-out. I
don’t know if this is. As I was saying earlier, I don’t really know
if this May 21st document contemplated bonds-in or bonds-out, or
who knows what kind of structure. But, yes, the Altus deal was a
bonds-out deal.

Mr. OsSE. You say the eventual sales was a bonds-out deal?

Mr. LEVINE. Yes.

Mr. Ose. OK. So at some point or another, somebody either de-
termined that the memorandum did not require a bonds-in deal or
changed what they would be willing to accept to make the deal to
allow a bonds-out deal?



90

Mr. LEVINE. Again, I just don’t know because I don’t know that
bonds-out or bonds-in was contemplated, prohibited, allowed, any-
thing in this document.

Mr. OsE. Did the assets as well as the liabilities in this deal get
transferred together to the new company?

Mr. LEVINE. Well, it is my understanding, yes, they did. I mean
the cash, not all of it, but most of the cash, most of the assets from
Executive Life were transferred to—well, transferred to a number
of places. They were transferred to Aurora. Certain assets were put
into what we call the enhancement trusts, and then certain assets
were retained by the estate. But eventually all the assets were for
the benefit of the policyholders.

Mr. OSE. Do you know whether a separate sale of the bonds
without the liabilities or the underwriting portion of the business
was part and parcel of the final agreement on sale?

Mr. LEVINE. Again, other people would testify to this, but I am
fairly confident that the answer is no, that the bid was to—it was
a bid, and part of it was that one person would take the bonds and
other people would take the insurance assets and liabilities, but,
no, they were not separate deals. And the bonds left the company.

Mr. OSE. Do you know whether or not the sale represented in
this document allowed for a separate purchase of the bonds or a
purchase of the bonds separate from the liabilities to the policy-
holders?

Mr. LEVINE. I think the answer to that is no, but I believe it is
also an issue in the case. I believe you will have the defendants
telling you that the bonds were separated somehow at some point
in time in the transaction, but we don’t believe that’s true.

Mr. OsE. That is one of the items being litigated?

Mr. LEVINE. Absolutely, yes.

Mr. OSE. As to what—there is writing and then there is actual-
ity, if I understand the law in some of these cases.

Mr. LEVINE. I'm sorry, there’s what and there’s actuality?

Mr. OsE. There is writing, there is a written document, and then
there is actuality as to what happens, and that is apparently what
the subject of the litigation is. You don’t need to comment.

Mr. LEVINE. Thank you.

Mr. Ose. Now the document for the final purchase and sale was
amended over time?

Mr. LEVINE. Yes, it was.

Mr. OsE. Do you have a copy of the amended purchase and sale
agreement? That is what this is?

Mr. LEVINE. That’s what that is.

Mr. Osk. OK.

Mr. LEVINE. But, again, I wanted to point out that it is not up
through—not current to date. There are other separate agreements
that have been negotiated, and nobody has taken the time to put
them into one comprehensive agreement.

Mr. Osk. I have a document; it is called exhibit 2, from Morgan,
Lewis & Bockius out of Pennsylvania, which represented certain
French interests. Do you have it there?

[Exhibit 2 follows:]
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MORGAN, LEWIS & Bockius

Moxerria COUNBELORS AT Law WASHINGTON

LTF ANGELES

' 2000 ONK Looan Souart
PHILADELFHIA, PENNSYLVANIA 18102+ 8083

NEw Yomx

Miamt Hannissura
tonpon Teutmone: (818) $93-8000 San Oigac
FranKruRT [ —— Brussis

Toxvo
DaNIEL W. KRaNE

Oias oineet (218) Be3-sa0s

October 10, 1991 RE
D,
VIA PEDERAL EXPRESS 4Cryy,
CONPIDENTIAL COMMUNICATION

Lorraine Johnson, Esquire
Senior Counsel -

State of California
Department of Insurance
Legal Division

100 Van Ness Avenue

San Francisco, CA 94012

Re: ive Life I \4

Dear Ms. Johnson:

Enclosed for your review are a variety of materials
detailed below describing the members of the "NewCo" Investor
Group ("Investors"). As you regquested, we have provided an
additional copy of each item to facilitate the review process.
The information being provided should still be treated as highly

_confidential, for all the reasons set forth in David Harbaugh’s

letter to you dated September 17, 1991.

The Investors in NewCo presently consist of the follow
companies, in the percentages shown:

MAAF Vie 27%
Novalis, S.A. 20%
Financiere Du Pacifique S.N.C. 17%
("Finapaci™)
SDI Vendome 17%
Marceau Investissements, S.A. 9.5% O 1 70
Omnium Geneve —9.5%
100%

Confidential Pursuant to
Protective Order

ELIC6299 02226
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MORGAN, L.ewis & BOCKIUS

Lorraine Johnson, Esquire
october 10, 1991
Page 2

. Facsimiles of translated financial statements covering
a two year period have been provided for each entity (save for
SDI Vendome), along with original annuals reports (when available
in English). These financial statements have been translated
into English and converted to U.S. Dollars by the Paris office of
Ernst & Young ("E&Y"). Hardcopies of the facimiles, along with
the financial statements of SDI Vendowe, are slated to arrive
early next week and will be forwarded upon receipt.

As requested by Mr. Norris W. Clark, E&Y has also
prepared a general description of the major differences between
French accounting conventions and generally accepted accounting
principles used in the United States. Copies of this description
are also included.

With respect to the Investors holding 10% or more, I
have enclosed the organizational affidavits you reguested, except
the SDI Vendome affidavit, which hopefully will arrive from
France tomorrow. The organizational charts for these same
entities along with charts and lists of affiliates will be sent
by facsimile tomorrow as well.

Finally, I have enclosed the signed, original
individual biographical affidavits shown on the enclosed- list.
More will follow tomorrow, along with a “checklist" for each
Investor indicating all affidavits and other documents submitted.

I loock forward to speaking with you tomorrov to answer
any guestions you may have. Thank you again for your ongoing
cocperation and assistance.

aniel W. Krane

DWK/paj

0171

£:\DOCSAPOLLD\CORRE S CONF TDEN . LET

Protective Order

ELIC6299 02227

Confidential Pursuant to



MAAF VIE S.A

Directory

IRIGOIN, Jean
President of Directorate

CHALLET, Jean-Paul
GUERIT, René
SIMONET, Pierre

Oversight Commitiee
Mutuelle Assurance
des Artisans de France
(M.A.A.F.)
Member, represented by

SEYS, Jean-Claude

W&

Director General

SEYS, Jean-Claude
| Director General

i
ROUX, Michel
Deputy Director General
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Confidential Pursuant to
Protective Order

ELIC6299 02228
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NOVAUS S.A,

Board of Directors

DUCROUX, Jean
President -

LAFRANCHI, Bernadette
Administrateur

RIVAIN, Renaud
Adninistrateur

0173

Confidential Pursuant to
Protective Order

ELIC6299 02229
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FINANCIERE DU PACIFIQUE

Manager [Gerant]

MORALI, Véronique

0174

Confidential Pursuant to
Protective Order

ELIC6299 02230
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énte par: 33 1 477628 Stevon le B4/18/91 28:14  : WORN Pyi 2713

Main differences betwees US QAAP and French GAAP Rmst & Young

GENERAL DESCRIPTION OF THE MAIN DIFFERENCES BETWEEN
US GAAP AND FRENCH GAAP IN STATUTORY ACCOUNTS

Freach statutory are produced according to a model defined by law (Company
Act of July 24, 1566) that updatnd In 1982 10 ensure conformity with the EC's Fourth
Directive. A specific chant of was introduced in 1986 for consolidated

The peesentation is made before appropriation of peofit.

A Company sheuld produce noies to the accounts which are similar 10 the US companies’
notes. Companies also have to produce an annusl report end.of course, tax veturns
(which are very usaful 1o und d the 1ax computation)

An audit report is required for sl SA companies (Sociélé Anonyme). Auditors express an
opinion suatcd in the auditor's gencral report, on wheiher the financial statements give &

true and fair view of the pany’s position. The audiiors must also report on related
pany trensactions in the auditors’ spectal report. .
The ¢t ed who produces the cannot be the auditor (Commissaire
auz Comptes) of the company.

French GAAP for statotory accounts are found in Company and Tux Acts, and legal form

Arent, In gk

over

P

CONSOLIDATED ACCOUNTS

As for tidati hods, diffences b US and France pructices conceming
tidntion are not duc 10 the impl ion of the EC's Seventh Directive

in France, which 13 in accordance with US GAAP,

Consolidation ie compulsory since January 1985 for listed companies, else from Jununry

1989..

Consolidated Income i not avatlable for distributi

0175

Confidential Pursuant to
Protective Order

ELIC6298 02231
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nie par: 33 1 47762633 AT le 8418791 28:14 4 NOMt Py 3713
Maln Giffeseaces botween US GAAP and French GAAP Emst& Young
GOODWILL

Ooodwili mey be recorded only If it has been purchased. Unless its value is legally
protected, goodwill is usally 1sed in lidatod

Goodwill depreciation s not compulsory In the siatviory accounts and cannot be deducted
for txx purposes, - :

INVESTMENTS

There exlste four types of investments:

« Investments tn affiliated companies: investments must have beon scquired through &
public offering or represent at least 10% of the affiliate’s shars caphal, with & purpose of
creating at least & lasting economic link. They are accounied for at the lower of cost or net

asset value. Speclfic information n the notes is required on subsidies an fated
companies.

» caphalised porifolio secutities are securlties held for medium to Jong term profic. They
are d for st purchase price and depreciation is provided for, Discl in the
notes is ded of the estimated value of the portfolio at the beginning and the end
of the year, compared with Jis book value,

« Other in are those, excluding | in affilisted companles, that &

company intends to hold for a Jong period of time or that it cannot resell in the near
future, They arc acoounted for st the lower of cost o net sset value,

+ marketable securities acquired to make 8 short-lenn gain arc valued at year end at the
lower of cost or nct assc! value,

For statutory accounts, investments are carried 8t cost less depreciation when necessary.

PENSION COMMITMENTS

Pension commitments are not recorded fn the French statutory sccounts but are disclosed.

In Prance, pension benefits arc financed on a defined benefit scheme basis by
fbutions of both employers and emplayees 10 legat bodics and mutual insurance

groups. Additlonnally to this gencral scheme, a legal provision requires the employers o

pay thelr employees & reti premium at their red: lving date.

This defined benefit scheme, and {n some cases other speclfic one's, called “pensions

commitments™ need 1o be disclosed in the notes and opdonnally provided for in the

statutory accounts. . O 1 7 6
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nis pari 33 1 4776280 ASTYOUNG is B4/1B/91 2R:3¢ NORM Py: 413

Main difTereaces beiween US GAAP and French GAAP Erast & Young

Amounts nvolved arc in fact far Jess significant than in the US where most of the
pension benefits schomes operate on a defined denefit scheme basis and weo:dmg o
specific employers / employ ats.

Pension commitments can be ncwdcd sgainst the rescrves or amonised over X years.

LEASING

Leased asscts are not capitalised, and rent paid by the user coastiutes an expense.
Dlsclosure of the original cost of the assets, the depreclation expense and accumulated

ciatl , i3 required in the notes as 3f the leased assets had been purchased.
lhnee does not recognise the difference beiwech openting and finance keases as ofincd
in the US.
Leases may be capitalised in lidated when the purch g ent is not
cancellnble,

DEFERRRD TAX

In gencrel, deferred tax is not secorded in the stattory except on lidati
- only dug tax is recorded {n individual accounts.
Defesrod tax i3 Instead disclosed in the notes 10 flnanclal satioments.

PROFIT AND LOSS ACCOUNT

¢ Income and expenses arc presenied by nature rather than by function. As a
consequence, gross proflt docs not appear on French income statements,

* The income statement & spliinio three separate pans:
- openating
- Ginancia!
- exceptional .
The meiching concept apphes in each of these three elements,

« Unrealised forelgn exchang loucsmb ded in the profit and loss account, but
lised forelgn exchange gaing are deferred

0177

Confidential Pursuant to 3
Protective Order

ELIC6298 02233



99

inie par: 33 1 47762833 | sTerom

Main differences betweon US GAAP and French GAAP

Is 84418/91 28:34 S NOMM Py: 513

Emst & Young

APPENDIX: COMPARISON OF ACCOUNTING CONCEPTS

FRANCE

QGolng concern concept

Accruals or matching concept

Historical cost concept

Consisicncy prnciple

Prudence principle

Maicsatity concept

Economic substance over legal form concept %%
Qrossing off concept

* Except revaluation
«#* Except for consolidation

Tl

o
[
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Mr. LEVINE. Yes, I do.

Mr. OSE. Do you recognize it?

Mr. LEVINE. I have seen a lot of documents in this case. I believe
I have seen this one.

Mr. Oskt. OK. It appears to describe which entity owns what per-
centage of the new entity that bought Executive Life. Is that your
understanding?

Mr. LEVINE. Yes, that is my understanding. At least that is what
was being proposed in October 1991. This list of proposed owners
actually changed and is not the final list.

Mr. OSE. Does this letter accurately represent the real ownership
of the assets of Executive Life post-purchase?

Mr. LEVINE. Of course not because Altus and Credit Lyonnais
aren’t listed here.

Mr. OSE. Those are who the real owners were?

Mr. LEVINE. At the close of the transaction, it is our contention
they owned 67 percent of the company, yes.

Mr. OsE. I have another document dated April 8, 1992 from the
same law firm. In the document, some pages back, it contains a
statement from Omnium Geneve, which is a Swiss corporation,
that claims that Credit Lyonnais has no ownership interest in it
except for two purportedly irrelevant European interests. If you
will give me a minute, I can find the page.

Mr. LEVINE. I have it in front of me.

Mr. OsE. It is paragraph 2 that makes that representation. Does
this document accurately reflect Omnium Geneve’s—excuse me—
Credit Lyonnais’ ownership interest?

Mr. LEVINE. It is our contention that it does not.

Mr. Ose. OK. Who had the ownership and control over Omnium’s
share of Executive Life assets?

Mr. LEVINE. Well, they had written agreements with—excuse
me—Altus had written agreements with Omnium giving them the
right or selling them the shares; the forward transfer of shares, I
believe it might have been called.

Mr. OsE. These are what are called “call options™?

Mr. LEVINE. The document has been translated from French to
English. I think one of the translations is call options.

Mr. OSE. Actually, it says, the French document says, “Promesse
de Vente D’Actions,” “promise of selling” something. Well, you
speak French; I don’t.

Mr. LEVINE. I figured 3 years ago this case couldn’t go that long,
so I wouldn’t learn French. [Laughter.]

Mr. Osk. Patience. You might.

Now this document has a call option on Omnium’s share of Exec-
utive Life assets, is in favor of Altus?

Mr. LEVINE. Yes.

Mr. GREEN. You're talking about exhibit 5?

Mr. OsE. I am talking about exhibit 5, yes. Thank you.

[Exhibit 5 follows:]
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{Iegible]
CALL OPTION

BETWEEN THE UNDERSIGNED

- OMNIUM GENEVE 5.A.
A Swiss corporation with a capital of 20,750,000 Swiss francs, whose beadquarters are located at 1
Place des Bergues, 1201 Geneva, Switzerland, represented by Mr. Herve Bubois, Chairman of the
Board of Directors :
hereafter referred 1o 25 “OMNIUM” (promissor)

PARTY OF THE FIRST PART

AND

- ALTUS FINANCE
A French corporation with a capital of 4,408,109,300 French francs, whose headquarters are located at
34/36 avenue de Friedland, 75008 Paris, France, listed in the Businesses and Corporations Register of
Puris under pumber B 772 049 871,

Represented by Mr, Yves Chassagne, Executive Vice President, declaring himself to be empowered to
execute this document,

Hereafter designated “ALTUS”

PARTY OF THE SECOND PART

{Handwritten notes: right of Altus to acquire the shares at any time following the acquisition by Omnium,
at a premium of $450K over and above the value of the shares; + payment of $750K. analyzed as the
option premium, to which Omnium would remain entitled in the event that Altus proves unqualified to
purchase]

S&C 03858
CL-00046
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WHEREAS:

The corporation NEW CALIFORNIA LIFE HOLDINGS INC (bereafier “NCLH”), is an American
holding company organized to be the shareholder of 100% of the American corporation AURORA
NATIONAL LIFE ASSURANCE COMPANY (hereafter *AURORA?), participating in the rehabilitation
plan of EXECUTIVE LIFE. a California insurance company in liquidation.

OMNIUM must, in the coming weeks and no Jater than December 31, 1992, carry out the acquisition by
subscsiption from NCLH of 150 (one bundred fifty) shares of NCLH, each baving a par value of 100,000
(one hundred thousand) U.S. dollars (hereafier “the Shares™), representing 15% of the capital of NCLH on
the date of said acquisition. {15M$] '

Parallel to the acquisition of the Shares, OMNIUM is a signatory to an NCLH Shareholders’ Agreement,
restricting the free negotiability of the Shares for a period of five years.

However, ALTUS wishes to have an option to purchase the totality of the Shares, exercisable in the year
following their acquisition by OMNIUM.

IN CONSEQUENCE OF WHICH. THE PARTIES AGREE TO THE FOLLOWING:

ARTICLE 1

OMNIUM irrevocably promises to sell, at the prices and conditions and by the methods hereafier
stipulated, 1o ALTUS or its designee, the Shares of NCLH which OMNIUM is te acquire, and ALTUS
accepts said promise as a simple promise.

In the event that ALTUS shall designate for the purpose of acquiring the Shares, any other moral or
physical person of its choice. ALTUS would remain jointly responsible for the entire execution of this
agreement.

If for any reason OMNIUM has not acquired the Shares by December 31, 1992 at the latest, the present
agreement shall automatically be null and void, without indenmity of wither party. {Null and void}

ARTICLE 2
2.1. Pursuant to a Shareholders” Agreement entitled “Agreement restricting transfer of shares” — the
text of which appears in Annex 1 - binding Ommnium to NCLH, it is stipulated that:

(a) The Shares are not transferrable except with the prior written consent of the INSURANCE
COMMISSIONER OF THE STATE OF CALIFORNIA (hereafter the “Commissioner”)

[} The acquirer of the Shares must, in advance of the transfer of the Shares, ratify without
reservation the aforementioned Sharebolders’ Agreement.

ALTUS expressly declares that it bas full knowledge of the terms of the Sharcholders® Agreement and
that it accepts said terms without reservation.
ALTUS declares in addition that it will personally undertake, in the event of the exercise of the
option granted to it by OMNIUM, to obtain the prior cousent of the Commissioner as described in (a),
above.
S&C 03859,
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In consequence. in the event that ALTUS does not obtain said consent, this agreement shall be
automatically null and void without indemnity, and OMNIUM shall remain entitled to the entire option
premium referred to in Article 4 below, .

22.  ALTUS undertakes to obtain all statutory and other aunthorizations that may be required to
complete the transfer of the Shares in its favor, it being expressly agreed that ALTUS shall inno
case nor for any reason be entitled to invoke against OMNIUM the failure to obtain any such
autherization in order to defer the payment of the acquisition price of the Shares.

2.3.  ALTUS shalf assume all costs, charges and taxes oqf;“amy kind to which this agreement and the
forward transfer of Shares are subject, for any reason.

The rights and obligations of the parties bereto shall apply 1o their successors, transferees and
entitled parties.

ARTICLE3
The option may be exercised at any time, beginning upon the acquisition by OMNIUM of the Shares,
until November 30, 1993 at 6:00 p.m. (Paris time).

During this period, ALTUS may at any time exercise the option herewith granted it, by informing
OMNIUM of its intention by any means ALTUS chooses.

After the expiration of this period, and in the absence of a new agreement between the parties, ALTUS
shall no Jonger be entitled to exercise the purchase option granted 1o it.

During the term of this agreement, OMNIUM undertakes not 1o sell the Shares in whole or in pant,
without prior written consent from ALTUS.

ARTICLE 4
In consideration for the call option granted to it by this agreement, ALTUS is paying toe OMNIUM today
an option premium in the amount of 750,000 U.S. dollars (seven hundred fifty thousand U.S. dollars).

ALTUS expressly accepts that this option premium is and shall remain indefinitely vested, in its entirety,
in OMNIUM under all circumstances.

ARTICLE 5
The transfer, if it occurs, shall be executed based on an aggregate value of 15,450,000 U.S, dollars
{$15M-+3450K] (fifteen million four bundred fifty thousand U.S. dollars), to which shail be added interest
at an annual rate of 12 month LIBOR plus 0.60%, capitalized annually and accruing from the date hereof
until the date on which the Shares are transferred to ALTUS.

From this amount shall be deducted the option premium fixed in Article 4 above.

The total, calculated in this manner, shall be the transfer price of the Shares.
S&C 03860
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In addition, this transfer price having been determined, ALTUS shall reimburse OMNIUM for aBl taxes or
charges which OMNIUM may be required to pay during the term of this agreement as a result of its status
as a shareholder in NCLH, and, in particular, aB} taxes which OMNIUM may be required to pay in the
United States as well as the stamp duty payable in Switzerland.

This aggregate transfer price shall be paid in cash within cight days afier the consent of the Commissioner
is obtained, as described in Article 2.1 above, against delivery of a transfer deed for the Shares in favor of
the acquirer. The Shares will be transferred with immediate possession rights.

ARTICLE6 -

In the event of a merger of NCLH by way of absorption by another company, or in the event of other
structural modifications during the term of this agreement, this agreement shall apply to the shares of the
surviving company or of the pew company or companies, which were delivered to OMNIUM in exchange
for the Shares, without any change to the transfer price agreed to above, which shall apply regardiess of
the pumber and value of the securities then held by OMNIUM. The same shall apply in the event of a
transformation of NCLH into any other entity. The same principle shall apply in the event of a reduction
in NCLH's capital, regardless of the number of securities which OMNIUM may still hold.

In the event of an increase in NCLH’s capital, by way of an incorporation of reserves, profits, or issue
premiums or by the issuance of new shares, during the term of this agreement, the bonus shares
distributed to OMNIUM as holder of the Shares which are therefore the extension of and ancillary to said
Shares, shall be added to these shares as an integral part of the subject property of this agreement, and
there shall accordingly be no addition made to the price agreed upon above.

OMNIUM is not required to act on a capital increase in the form of cash, but it undertakes in all cases
during the term of this agreement not to transfer the subscription rights to any physical or moral person
other than ALTUS. In the event that on the date of the transfer of the Shares to ALTUS. OMNIUM holds
any rights detached from the Shares, and they are still valid, they must be delivered without charge to
ALTUS.

ARTICLE 7
For the purposes of performance of this agreement, the parties elect domicile at the address indicated
above,

They additionally undertake to inform one another immediately of any change of address.
ARTICLES

The undersigned expressly agree not to disclose this agreement to any third party, except for the
government agencies and authorities which would have the right to demand such disclosure, their
counsels, or with the purpose of compelling the other party to perform its obligations on account of its

refusal to do so.

In all other cases, the party which would have made the disclosure or made such disclosure necessary
shall bear the entire consequences, whatever their nature, resulting therewith,

S&C 03861
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ARTICLE®

The parties agree to attempt to settle amnicably any problems that may arisc with respect to this promise or
its performance.

They also agree to refer to arbitration any and all disputes, without exception, that would not thus be
settled, and which may arise with respect to the validity, interpretation, or performance of this promise.

The sending by the first party of a notice or the sending by the second party of the response mentioned in
2) herewith shall constitute an agreement to arbitrate pursuant to this section.

The arbitration court shall be constituted in the following manner:

n the party wishing to resort to arbitration (the first party) shall send the other party (the second
party) a notification by registered letter, seturn receipt requested, indicating the object of the
dispute and its desire to submit the dispute to arbitration by either a single arbitrator or three
arbitrators. In such case, the first party shall indicate the name of the arbitrator it shall have
designated.

2 The second party shall reply by registered letter, return receipt requested, either by accepting
arbitration by a single arbitrator as proposed by the first party, or by indicating the name of the
arbitrator (among the three arbitrators) that it shall have designated.

3 In the event that the second party fails to respond within fifteen days after the date the letter of the
first party was presented to it, or failing agreement between the two parties on the name of 2
single arbitrator within fifieen days of presentation of the letter of the second party, or failing .
agreement between the two arbitrators designated by the parties within fifteen days of their
designation on the name of the third arbitrator, the most diligent party may request the President
of the Commercial Court of Paris to appoint the single arbitrator, or the second or third arbitrator,
as the case may be, by order issued in “refere” proceedings.

The agreement to arbitrate shall be drafted and executed at the Jatest within thirty days of the designation
of the third arbitrator; failing this, the provisions of the New French Code of Civi} Proceedings relating to
arbitration shall apply.

The arbitration court shall be constituted ip Paris and shall render its decision, which shall be final, as an
“armicable arbitrator,” without any necessity for it to observe the French rules of law.

The decision shall be rendered within three months of the agreement to arbitrate. The arbitrators may ask
the parties for any extensions they deem necessary or useful. However, there may not be more than two

rwo-month extensions in total.

The arbitrators shall allocate the costs of arbitration (arbitrators’ fees, expenses and fees of the parties”
counsels and experts’ costs) between the parties.

S&C 03862
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The party which, by refusing to perform the arbitration award, compels the other party to apply to a court
for enforcement of the award, shall bear all costs, taxes and fees which may result therewith.

Made in Paris
On November 19, 1992
in two originals

Signed by : OMNIUM GENEVA
ALTUS FINANCE

S&C 03863
CLO0050
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s PROMESSE DE VENTE D'ACTIONS

ENTRE LES SOUSSIGNEES

~ OMNIUM CENEVE S.A.
Socitté de droit suisse au capital de FS 20 750 000,
dont le siége social est 1 Place des Bergues, 1201 GENEVE - SUISSE -
représentée par Monsieur Hervé DUBOIS, Président du Conseil
d'Adoinistration,

Ci-aprés désigné "OMNIUM® Mw/é’g_/r
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- ALTUS FInance! .
Scciété Anonyme de droit’ francais, su capital de F. % 408 109 300,
dont le siége social est 34736 avenue de Friedland, 75008 PARIS - FRANCE ~

inscrite su Registre du Comperce et des Sociétés de PARIS, sous le nupéro
B 722 049 871,

représentée par Monsieur Yves C(MASSAGNE, Directeur OCénéral Adjoint,
déclarant #tre divent hebilité & 1’entier effet des présentes,
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IL A ETE PREALARLEMENT EXPOSE CE QUI SUIT :

La Société NEW -CALIFORNIA LIFE HOLDINGS INC {ci-aprés
société holding de droit américain constituée pour &tre sctionnaire & 100
de 1ls Société de droit aréricain AURDRA NATIONAL LIFE ASSURANCE COMPANY {ci-
sprés "AURORA®} devant perticiper su plan de reprise de EXECUTIVE LIFE,
société d’assurance de 1'Etat de CALIFORNIE en liguidation.

"N.C.L.H.} est une
4

OMNIUM doit procéder dans les prochaines sesaines et su plus tard le 31
Décembre 1992 & l'acquisition par souscription auprés de N.C.L.H. de 150
{cent cinquante) actions de N.C.L.H., chacune d’un sontant nominal de IDUTDOT™
{cent ©ille} dollars U.S. lci-apres CLions Tepresentant 15 % dw
capital de N.C.L H. av jour Ge cerre acquisition, T M _

Parallélesent & l’acquisition des Actions, OMNIUM est signataire d'un pacte
g 5
restreignant la libre négociabilité des Actions

d’Actionnaires de N.C.L.H.
sur une période de cing ans.

ALTUS » scuhaité bdénéficier d’une option d'achst pertant sur la

Toutefois,
exergable dans 1'anmnée suivant leur acquisition par

totalité des Actions,
OMNIUM.

EN_CONSEQUENCE DE QUOI, 1L A ETE CONVENU CE OUI SUIT :

ARTICLE 1

OMNIUM promet jrrévocablewent de vendre, aux prix, conditions et podalités
stipules ci-sprés, a ALTUS ov & son substitué, laguelle 1'sccepte en tant gque
sicple promesse, les Actions de N.C.L.H. gu'elle va scquérir.

Dans 1'hypothése oi ALTUS désignerait pour ecquérir les Actions. toute autre
personne physique ou worale de son choix, elle resterait solidairesent

responsable de 1'entiére exécution des présentes.
7o
Dens le cas ou OMNIUM n'avrzit pas acguis les Actions av plus tard le 3

Décesbre 1992, pour quelque cause gque ce soit, la présente provesse serait
alors cadugue et nulle d'effet de. plein droit, sans indeznité de part ni

d'sutre.

ARTICIE 2

2.1. Aux terpes d'un Pscte .d'Actionnaires dénomné “Agreement Testricting
transfer of shares™ - dont le texte figure & l'annexe )} - liant OMNIUM &
N.C.L.H., il est notampent stipulé gue :

3} les Actions ne sont cessibles gqu'avec 1'accord. préaladle écrit de
"1'INSURANCE COMMISSIONNER OF THE STATE OF CALIFORNIA® {ci-sprés le

“Cosmissionner™),

b} L'acquéreur des Actions cevra prézlablesent au transfert des Actions
ratifier sahs réserve le Pacte d'Actionnaires susvisé.

ALTUS déclare expressésent avoir parfaite connaissance dudit Pacte
-@’Actionnzires et en accepter les termes sans réserve.

ALTUS déclare en outre faire son affaire personnelle, en cas &'exercice
de 1'option Juj é&tant conférée par. OMNIUM, de 'obtention de 1'sccord

préaladble du Copsissionner visé av a) ci-dessus.

CL 00046 QL“ S
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En conséguence, dans le cas od ALTUS n'obtiendrait pas cet accord, la
présente provesse serait alors taduque et nulle d'effet de plein droit
et sans indemnité, la pripe d'option visée 3 1'arricle 4 ci-dessous

restant intégralesent BCqUise & UMHitMe

2.2. ALTUS fers son #ffaire de 1'obrention de toutes autorisstions
statutrires et sutres qui ppurraient &tre nécessaires & 1a réalisstion
du transfert des Actions en sa faveur, £&tant expressépent convenuy
qu'ALTUS ne pourrs en aucun cas et pour guelque cause que Cce spit
opposer & OMNIUM le défaut d'obtention d'une gquelcongue de ces
autorisations pour différer 1le paiesent du prix d'acquisition des

Actions.

2.3. ALTUS prendra & sa charge tous les frais, droits et taxes de toute
nature auxquels la présente prosesse et la cession éventuelle des
Actions pourraient donner lieu pour guelgue tause que ce soit.

les droits et obligations des partiss & la présente provesse
s'imposeront et bénéficieront & tous leurs successeurs, cessionnaires et

aysnt-droits.

ARTICLE 3 e

YTacquisition par OMNIUM des Actions et jusqu'au 30 Novesbre

la présents progeses  oourpra  étre  Jevée | 3  tout ooment ;a compter d://
M(/

(REUTE GE PAKIS].
s —

Durant ce délzi, ALTUS pourra exercer & tout zoment }'option lui étant
présenterent consentie en inforsant OMNIUM de son intention par tout wmoyen su

choix de ALTUS.

Passé ce délai, et ssuf nouvelle convention entre les parties, ALTUS ne
pourrs plus user de la faculté d'acheter qui lui est offerte.

Pendant la curge de la présente proszesse, DMNIUM s'interdit de vendre tout ou

~t

partie des Actions, sans 1'accord préalable écrit de ALTUS.

ARTICLE &

En contrepartie de 1'oprion d'achat lui étant consentie par la présente
S verse & OMNIUM ce jour une price d'option d'un

prosesse de venre,
wontant de US(750.000 {sept cent cinguante »ilTe dollars U.STTT ——

Cette prive d’oprion est et restera définitivement et intégralepent acquise &
OMNIUM en toutes circonstances, ce qui est expresséent sccepté par ALTUS.

ARTICLE § /[YN¢f4)7 6?
La cession, si elle inlerxjefﬂ‘ sera effectuée sur la base d'une valeur
globale de U.5. 0, 15.450.000 (quinze millions quatre cent cinguante sille

dollars U.S.), zajor¥® G un intérét au teux de LIBOR -douze mois- + 0,60 =
1'sn. capitalisé annuellesent et decompté du jour des présentes Jusqu'av jour

de 12 cession des Actions & ALTUS.,
De ce montant, sera déduite 1a prime d’option Fixée & 1'article 4 ci-dessus.

Le montant winsi calculé constituera le prix de cession des Actions.

o
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Qutre, ce prix de cession ainsi déterminé, ALTUS recboursers & OMNIUM tous
ippdts, taxes ou charges gue ONNIUN aurait & acquitter pendant la durée du
présent engageseht du fait £e sa gqualité d'actionnaire de N.C.L.H., et
notaxsent tous izpdls et taxes que OMNIUM pourrait svoir & acquitter asux
Etats-Unis 2insi gue le droit de timbre payable en SUISSE.

Ce prix total de cession devre &tre payé cosptant & OMNIUM dans les huit
jours suivents 1l'obtention de 1'accord du Cozzissionner visé & )'article 2.1.
ci-dessus, contre remise d'un acte de transfert des Actions su profit de
1'acquéreur. Les Actions seront transférées avec jouissance courante.

ARTICLE 6

En cas de fusion par absorption de N.C.L.H. per une sutre société, ou en cas
d’autres wodifications de structures pendant la durée de validité de la
présente prooesse, cette promesse sera reportée sur les actions ou les parts
de 1a société adsorbante ou de 1z ou des sociétés nouvelles, qui suraient été
resises 3 OMNIUH en échange des Actions et ce, sans sucune modification du
prix de cession conveny ci-dessus qui sers appligué gquelque soit le noobre et
1a valeur des titres alors détenus par OMNIUM. Il en serait de oépe en cas de
transforsation de N.C.L.H. en entité de toute autre forme. 11 sera fait
également application de ce néme principe en cas de réduction de capital de
N,.C.L.H. quelque scit le noobre de titres dont OMNIUM resterait propriétaire.

En cas d'sugmentation de capital de N.C.L.H., par incorporation de réserves,
bénéfices ou primes d'émission et per émission d'actions nouvellss, pendant
la durée de validité de lz présente processe, les actions gui suraient été
attribuées gratuitement 3 OMNIUM au titre des Actions et qui en seraient, en
conséguence, le prolongement et l’accesscire, s’sjouteraient 3 ces actions
coupe faisant partie intégrante de l'objet de la promesse et par conséguent,
sans aucun supplésent au prix convenv ci-dessus.

OMNIUM n'est pas tenu de suivre & une augmentztion de cepital en nupéraire,
mais il s’interdit dans tous les cas, pendant toute la durée de validité de
la “présente prosesse, de céder les droits de souscription 4 une personne
physigue ou sorale autre gque ALTUS. Auv cas oU, & la date de transfert des
Actions & ALTUS, OMNIUM disposerait de droits détachés des’ Actions en cours
de validité, i) devrait les resettre gratuitement & ALTUS.

ARTICLE 7
Pour 1'exdcution des présentes, les parties font élection de dosicile 3
1'adresse indiquée en en-téte des présentes.

Elles s’engagent en outre & s'inforwer réciproguement et sans délai de touts
nodification de ladite adresse.

ARTICLE 8

Les soussignées $'interdisant expressément de divulguer les présentes & tous
tiers, aux Seules exceptions oes Administrations et Autorilés en oroit d'en
obtenir cossunication, leurs conseils, ou sauf en vue de contraindre 1’ sutre
partie & exécuter ses engagements en raison de son refus de le faire. N

Horois 1'exception visée ci-dessus, la partie qui aurait divulgué ou. rendu
nécessaire cette divulgation en supportera seule 1'ensesble des ctonséquences
de toute nature Gui pourrait en résulter,

1 00048 -y )
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ARTICLE

régler 3 1'amiable tous les

Les parties conviennent de s'efforcer de .
problémes gqui pourrsient survenir concernant 1a preésente promesse ou son

application.

Elles conviennent également de sousettre & un tribu_nal_ arbi tous les
litiges sans exception gui ne seraient ipas régles sinsi et qui pourrsient
naftre de la validité, de 1'interpritation ou de l'exécution de 1a présente
prosesse. )
L'envol par la premidre partie de la notification, ou 1'envoi par la deuxiime
partie de la réponse prévue en 2} ci-sprés veaudrs cospromis dans les termes
de la présente clause.

Le tribunal sers constitué de la fagon suivante :

1) Lz pertie désirant recourir & 1'arbitrsge {la preziére partie) adresse &
I'sutre partie {la deuxiéme partie) une notificstion par lettre
recompandée avec accusé de réception, indiquant l'objet du différend et
son désir de recéurir, soit & un erbitre unique. soit A trois arbitres
et, dans ce cas, la presiére partie indigue le nom de celui des arbitres

.qu*elle & choisi.

2} La deuxiime partie répond par lettre recompandée avec accusé de
réception, soit en acceptant le recours & un arbitre unique proposé par
1a presisre partie, soit en indiguant le nozm de celui des trois srbitres

qu'e}le choisit.

3 Faute par la deuxiéne partie d'avoir répondu quinze jours sprés la date
de 1s présentation de la lettre de la premiére partie. ou faute par les
deux parties de s’g¢tre entenduss sur le nos d'un arbitre unigue dans les
quinze jours de Ja présentation de la lettre de ls deuxidne partie ou
faute par les:dewt arbitres choisis de s'entendre dans les-guinze jours
de leur deésighstion sur le nom du troisiéce arbitre, las partie diligente
pourra solliciter la désignation de 1'arbitre unique, du deuxidme ou
troisiése arbitre, selon le cas, par ordonnance de Monsieur le Président
du Tribunal de Commerce de PARIS statuant en référé.

o

Le compromis devra &tre rédigé et signé au plus tard dans le délai de trents

jours de la désignation du troisiése arbitre | & défaut, il sera fait
spplication des dispositions du Nouveau Code de Procédure Civile Frangais sur

1'Arbitrage.

Le tribunal siégera & PARIS et stastuers, en premier et dernier ressort, en
asisble coopositeur sans &tre tenu d'observer les régles de droit frangais, ~

11 devra rendre sa décision dans wuns  ddlai de trois wmois  suivant
1'établissesent du conpromis. Les sarbitres pourront dJepander asux parties
telles prorogations qu'ils jugeront nécessaires ou uiiles sans que le total
puisse dépasser deux prorogations de deux pois chacune.

Les arbitres devront répartir les frais & arbitrage (honoraires des arbitres,
frais et honoraires des conseils des parties et frais d'expertise) entre les
parties.

H
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La partie qui par son refus J'exécution contraindrs 1'sutre partie &
poursuivre I'exécution judiciaire de la sentence restera chargée de tous les
frais, droits et honoraires auxguels la poursuite de cette exbcution asurs

donné lieu. K

Fait 4 Paris
Le 16 Novesbre 1992
En deux originaux

OMNIUM GENEVE ALTUS FINANCE

B

'\ i’ pI
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b \ t b \Q\\Z\_}
FORWARD SHARE TRANSFER AGREEMENT

BY AND BETWEEN:
Omnium Geneéve, S.A.,
a Swiss company with stated capital of 20,750,000 Swiss francs,

having its principal office at 1 Place des Bergues, 1201 Geneva, Switzerland,
represented by Mr. Hervé Dubois, Chainman of the Board of Directors,

hereafter referred 1o as “Omnium”

PARTY OF THE FIRST PART,

AND

Alus Finance, a French corporation (sociélé anonyme) with stated capital of 4,408,109,300
French francs, having its principal office at 34-36 Avenue de Friedland, 75008 Paris, registered
with the Paris Trade and Company Registry under number B 722 049 871,

represented by Mr. Yves Chassagne, Executive Vice President, who represents that he is duly
authorized for the purpose hereof,

hereafier referred to as “Altus”

PARTY OF THE SECOND PART.

EXHIBIT

F Ao
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RECITALS:

The firm New California Life Holdings Inc. (hereafter referred to as “NCLH™) is a2 US holding
company that was incorporated in order to wholly own the US company Aurora National Life
Assurance Company (hereafter referred to as “Aurora™), which company is to participate in the
takeover of Executive Life, 2 California insurance company in liquidation.

Over the coming weeks, and by December 31, 1992 at the latest, Omnium must subscribe for
150 {one hundred and fifty) NCLH shares with a par value of 100,000 (one hundred thousand)

US dollars each (hereafter referred to as the “Shares™), representing 15% of NCLH capital on the
date of acquisition.

Moreover, Omnium has signed an NCLH Shareholders' Agreement, authorizing the transfer of
the Shares over a period of five years from the date of their acquisition.

As Altus wishes to acquire some Shares, the parties have agreed to this forward sale.

NOW, THEREFORE, IT IS AGREED AS FOLLOWS:

ARTICLE1-SALE

1.1 Omnium hereby sells to Altus, which accepts, for the price and on the terms and conditions
set forth below, all the Shares of NCLH it is obliged to acquire, namely 150 shares with a par
value of 100,000 US doilars each, all fully paid up.

The parties expressly agree that this forward sale is made subject to Omnium acquiring the
Shares by December 31, 1992 at the latest.

Should it fail 1o acquire the Shares by this date, irrespective of the reason for said failure, this
agreement shall become null and void by operation of law, without either party being entitled to

compensation.

1.2 For the purpose of this sale, all of the Shares shall be transferred to Altus at the times and in
the proportions set out below:

a) At the end of a one-year period from the date of acquisition of the shares by Omnium, one
indivisible lot corresponding to 5% of the Shares.

b) At the end of a two-year period from the date of acquisition of the shares by Omnium, a
second indivisible lot corresponding to 5% of the Shares.

c) At the end of a three-year period from the date of acquisition of the shares by Omnium, one
indivisible lot corresponding to 10% of the Shares.

Revised by Aspen Traduction OG 000405
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[... one or more pages are missing}

Where applicable, ail taxes, duties and expenses that Omnium may be required. to pay during the
term of this agreement as a result of its status as a shareholder of NCLH, including all taxes and
duties Omnium may be required to pay in the United States and the stamp duty payable in
Switzerland, shall be added to the sale price and shall form an integral part thereof.

3.2 In addition 1o this sale price, Altus shall pay Omnium interest equal to the 12-month Libor
rate + 3.60% per annum on November 30, 1993, 1994, 1995, 1996 and 1997, which interest
payments shall respectively correspond to the following periods:

- from this day until November 30, 1993

- from December 1, 1993 to November 30, 1994
- from December 1, 1994 to November 30, 1995
- from December 1, 1995 to November 30, 1996
- from December 1, 1996 to November 30, 1997.

Interest shall be calculated on the sale price fixed under 3.1 above, or' any outstanding portion of
said price for Shares still held by Omnium during each of the aforementioned periods.

All dividends net of withholding tax collected by Omnium on the Shares during the period under
consideration, if any, shall be deducted from said amount to be paid to Omnium.

In addition, if all the Shares have not been transferred to Altus by November 30, 1997, Altus
shall pay Omnium the same interest, prorated for the period from December 1, 1997 to the day
the remainder of the Shares are transferred as provided in 1.2. €) above. It is agreed that said
interest shall be calculated on the portion of the sale price of the Shares still outstanding.

Finally, Altus shall pay Omnium on this day the sum of USD 750,000 (seven hundred and fifty
thousand US dollars) as an advance on the interest owed for the period from this day to
November 30, 1993. As a result, this advance shall be deducted from the amount of interest due
for said period that Altus will pay Omnium on December 15, 19937,

ARTICLE 4 - SUBSTITUTION AND PREMATURE TRANSFER

If, as a result of any new regulation or decision issued by the US, European, French or Swiss
authorities, Omnium is unable to keep the NCLH Shares or if, as a result of said regulation, the
cost of keeping the Shares would be excessive for Omnium, it shall be entitled either to designate
a third party to replace it, who must unreservedly ratify this agreement, or to ask Altus to
immediately acquire or arrange for the acquisition of all the Shares held by Omnium at that time,
in which case Altus undertakes to take all necessary steps to promptly complete said transfer.

The Shares held by Omnium at that time shall be transferred to Altus for the sale price fixed in
Article 3.1, plus the interest fixed in Article 3.2 prorated over the current period.

In any event, Altus shall immediately indemnify Omnium for any extra cost of keeping the
Shares as described above. -

Revised by Aspen Traduction 0OG 000406
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ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES

Should the value of NCLH securities depreciate, irrespective of the reason thérefor and including
in the event of its bankrupicy or any other procedure resulting from the total or partial insolvency
of NCLH or its subsidiaries, or in the event of a merger, split-up or partial contnibution of assets,
Altus shall not be entitled to raise any objection or claim any compensation in connection with
the transfer of the Shares by Omnium.

Alws shall, in any event, still be required to perfonm this agreement in full.

ARTICLE 6 - PENALTY CLAUSE

Altus irrevocably undertakes to pay Omniumn, or any entity that replaces it for the purpose of
acquiring or holding the Shares, the penalty fixed below as damages, in the event the transfer of
title to the Shares and/or the payment of interest specified in 3.2 above is impossible, namely
because of NCLH's insolvency, dissolution, bankruptcy or inability to pay its debts or due to 2
new regulation or decision issued by the US, European, French or Swiss authorities.

The amount of the penality shall be equal to the price of the Shares held by Omnium at that time,
as indicated in 3.1 above, plus interest at the 12-month Libor rate + 3.60% per annum, from the
date of Altus’ last interest payment pursuant o 3.2 above until the date of payment of the penalty
to Omnium.

Said penalty shall be paid no later than fifieen calendar days after Altus is unable to perform its
aforementioned obligations.

In the event Altus pays this penalty to Omnium, the payment shall be made in US dollars.
ARTICLE 7

It is expressly agreed that Omnium shall be automatically considered to have fully performed its
obligations under this agreement in all cases where the Shares have been transferred to Altus or

its substitute on-a date or dates prior to those specified herein.

[Stamp in English: confidential pursuant to protective order]
ARTICLE 8

Altus shall pay all the costs, duties and taxes of any kind that may be due for any reason
whatsoever as a result of this agreement and the transfers of Shares.

The rights and obligations of the parties under this agreement shall be binding on and shall inure
to the benefit of all of their successors, transferees and beneficianies.

ARTICLES

For the performance hereof, the parties elect domicile at the addresses first above written.
Furthermore, they agree to inform one another immediately of any change.in said address.

Revised by Aspen Traduction OG 000407
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ARTICLE 10

The undersigned expressly underiake not to disclose this agreement to any third party, except for
those Authorities entitled 1o be informed of it or their counsel, or other than in order to compel
the other party to perform its undertakings if it has refused to do so.

Save for the exceptions listed above, any party which discloses this agreement or makes
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever.

ARTICLE 11

The parties ag .2 to endeavor to find an amicable solution o any problem that may arise in
connection with this Agreement or its performance.

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably
settled, and that may arise in connection with the validity, construction or performance of this
agreement.

The sending of the notice by the first party or of the response by the second party referred to
under point two below shall be deemed to constitute an arbitration agreement, in accordance with
this article.

The Tribunal shall be formed in the following manner:

1. The party wishing to refer 2 matter to arbitration (the first party) shall give the other party (the
second party) notice, by registered mail, return receipt requested, stating the subject matter of
the dispute and its wish to refer the matter to a sole arbitrator or to a panel of three arbitrators,
in which case the fis © party shall disclose the identity of the arbitrator it has appointed;

2. the secont party sha- resly in a letter sent by registered mail, return receipt requested, either
agreeing to the first pariy’s proposal to refer the matter to a sole arbitrator or disclosing the ~
identity of the second arbitrator it has appointed;

3. should the second party fail to reply within fifteen days of the date on which the first party’s
letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole
arbitrator within fifteen days of the date on which the second party’s letter is tendered for
delivery, or should the two appointed arbitrators fail to agree on the identity of the third
arbitrator within fifteen days of their appointment, the first party to act may request the
appointment of a sole arbitrator, or the second or third arbitrator, as the case may be, by
means of an order mz {e by the Chief Judge of the Paris Commercial Count (Tribunal de
Commerce), ruling in c.nergent proceedings.

The arbitration agreement shall be drafled and signed no later than thirty days after the
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil
Procedure {(Nouveau Code de Procédure Civile) on arbitration shall apply.

Revised by Aspen Traduction 0G 000408
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The arbitrators shall make an award within three months of the date of the arbitration agreement.
The arbitrators may ask the parties to extend this deadline should they consider this necessary or
appropriate, provided however that the proceedings shall not be extended for more than two
additional two-month periods.

The arbitrators shall allocate the arbitration costs (arbitrators’ fees, expenses and fees of the
parties’ counsel and costs of expert opinions) between the parties as they see fit.

Any party who obliges the other party to seek enforcement of the arbitral award because of its
refusal to abide by the award shall pay all taxes, duties and fees that may be incurred in
connection with said enforcement. :

Executed in Paris
on November 16, 1992
in two original counterparts

Omnium Altus
(signature) (signature)
Revised by Aspen Traduction OG 000409
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Traaslator’s Notes

: French is unclear — one or more words appear to be missing.
°N ber 30, 1993 is indicated as the payment date two paragraphs carlier

i
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CONTRAT (R CRSSION X TEWE D'ACTIONS
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Socidts de droft suliese su capital de F3 20 750 GO0,
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Cl-mprde dheipnd *ORCTR®

R PART

> 1

4cat la siage social et A sveous ds Prisdisnd, 75008 PARIS - FRANCY -
inacrits st Registre & Commerce et des Socidtés de PARIS, sous
372 0M N,

reprdoacths par Arsisur Tves CRASSAOKE, Directsur Obodrsl Adjoint,
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A EXrOSE CX H

La Société NE¥ CALTPORIA LIPS EOLDDNS D (ci-apris "N.C.L.A.) sst une
sociitd dolding de drait emdricains coxstitube pour étre sctioscaire & 10O %
40 1o Socidtd de droit ssiricain AUNORA XATIONAL LIPR ASSURANCE COMPANY {ef.
sprde TAUNIRA®) devant perticiper mu plws de reprise de EXRCUTIVE Liry,
sociétd 4 sssurance de 1'Rtat de CALIKIOQR en liquidatiom.

OPIIN dait prockdar dans les prochaires smsines et su plus tard le 11
Décembre 1932 4 1l'scquisition par souscription wmpres de NK.C.L.X, da 150
{eant cioquants) actions de N.C.L.E. chanos ¢'m sentant nosinal d4e 100.000
{cant xilles) dollars U.8, (ci-wprés les "Actions”) représentant s jour de
1sur scquisition 15 § &u capital de N.C.L.K.

Parallilement, COMIIN est zignatairs 4w pacts d'Acticonmaires de N.CL.X.
sutoriamt la cessioo des Actions dtalde sur une phriods de cing e A

comptar de leur scquisitiom,

ALTIN souhsitant scquirir les Actions, 1. prdwents vents 4 tearmm & #td
CCXTveTK, .

1.1, ONION vand par les précaciss '3 ALTTS, ot 1'scoepts, mzx prix,
conditions et scdalitds stipulds ci-sprds, la totalitd des Acticos de
N.C.L.E gutslls dott acquérir, soit 150 sctions 48 100.000 dollars U.S.
de somizal chacuns, mtidresent libirbes.

De conventios expreese motrs 1ss partiss, 1s prissnte veots sst conclua

sous réssrve 8 1'scguisition des Actions par OMCITX s plus tard la 331

Dhcwabre 1903,

A Sifwst da réelisstion de cotte scquisiiion pour qualque cause qUe ce

sait A oetia dats, ls présant contrst deviecdra caduc de plein drodt,

f ln;_h'miﬁ dn part nt &'wutmw.

1.2. t:d'mﬁn"h 1a présecta vents, le trscafert de 105 £ doa Actions ma

profit ds ALIUS s ‘sffectusra sux époques ot po-xx loa quotités

wivectes 1

8] A }'epirstion d'wn ddlal d'un w0 A comptar de 1° u:quuxum den
Actions par OWNNIIN, wn lot indivisidle corrwspoodsat 5 3 des
Actions,

b} A Veopiration $'w dilst de deux w8 b comptar de 1llacquisition Jes
Actions par OMKIUN, un deuxibme 1ot Indivisidls correspndant A5
des Actions,

e) A 'expiration d'un énu. de trois ans & l'scguisition des Actioes
par OMNIDM, un 1ot {ndivisible correspondant & 10 ¥ das Actioos.
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Seront ajoutds su prix e cessicn et eo faront partie intigrasts s'il y

. impdts, taxme ou chargme Qua OOTUR auraft 4 soquitter
pandant dudes o prédsent enpugesect du falt 48 sa qualiwm
4’ actiornaire de N.C.L.N., et dotamsant tous Lapdts ot taxss que OCTUR
mxmcm:w-:xuu-w;w;«nw;am

5.z.wmmpmuwm.nuuz«:wummmm-.
1,60 5 1'sm  sars versd par ALTOS 4 ORCIN Yo X0 Novembre des soodbes
1993, 1994, 1998, 1996 et 1997 au Litre rwspectivesact des phricdes
wulventas 3

:&lwuc-b:ilm.a&b-dnlﬁ.
« & 16r Décambre 199€ mu 30 Novembre 1997.

ot intéret sarm calculd sur Js prix de csssion fixk s 3.1. cti-deasus
u'mhnnhmmtlmnum&mbmn-
ermm;masmm.hum
airmd caleulde & varsar & OOCIN, servet ékduits -~ 8'4il 7 & liaw ~ law
ﬁwa-nhnmlhmw”mnm
Actions Sursat Is péricde considdris. T

uﬂu.uhwﬁiuum-'-mmaumrw;
ALTUS le ¥ Novesbrs 1997, ALTON versers & ORKITH ls shes {nthrit
mummnmm:hzumxmjw'u
thmrmhmukuuMumwi.l.-) =
m,iwtntxnaqumuuﬂtmulmumunruommn
A versar &u prix ds cessicn des Actions.

Eafin, ALIUS verse ¢o jour & QU we scme de U.8. D. T50.000 {sept
cont cinquants xilis Dollars U.5.) & titre d'svence sur las intérits s
‘-umhnm.untauwuaomxm.. .
consbquence, cetts mvance sars dAduits du sontant des ilotérdts X e
umbutuﬂﬁ&u“m“h\swnxm”ml

ARTICLE A - ERITOVUION KT SESIION ANTICITER

hmummuummmmuuﬂd:md'wumupﬂhu
sbricaing, ~ sstopbans, freocsiss ow  sulsse, settait NI dane
1'impossitilité s conserver lae Actione de 1a soclith %.C.L.E., ou sl du .
fais de cetts réglmmctation, ls co0t de lsar conservation devenait
m:wmm.m:ummmsmm 201t pa
sebstituer w tiars i devTe retifier sans résarve ls préeect contrst, seit
m;ma'mwarmmmu.wzuwmu
ummummm‘nmvmamw-m
dispositions utiles pour persetire 1a réalisatisa 48 cetts csssion sans

Le caesion & ALTUS des Actions, qu'ONCIM ddtisndrs slors, s'effectusrt ma
prix 4 ceesion stipuld & l'erticle 3.1, sajord de 1'intérdt Fick = .20

Mconptd prorata taseporis sur la période ea cours,
Dans tous les cas, ALTUS indesnisers Tasddistasent ONNITM du surcolt e

m‘mgud“d-dnm.
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pans 1'hypotbiss ol, wualis quien sxit la cmwe ot Actamment en cas de
Cratllics om touts avtre prockios resultant de 1'flosslvebilivd totals o
partialls ds N.C.L.E. ou &0 sea fil{sles, coume eo cas de fusion, ecisaion eu
spport partisl 4'actif, 1z valear dms titres S0 12 soctétd R.C.L.E, e
dépréciersit, la réalisetion de 1a cession dee ACtioos per OOITM 2'tcrerire
sacup droit & contastation ou indesnisation s profit de ALTUS.

Dane tous las cas, ALTIE restars taous & 1'entidre sxécutics des présentes.

ATICLE § - CLAST PRALE

ALTUS #'sogage irrévocablssent } payer, § Hitre da domsages e istirdts, 3
OTTN ou A touts sctitd que calle—cl s ssrs rubstitube poar 1'scquisition
o 1a consarvetion des Actions, is sontmt 48 la clause pénals Sbtaraind ci-
aprém, pour le cas ol ls tranafart de propridtd des Actices st/on 1s paissment
don intdrets visds w3 3.2, ci-dessus, oe pourraiast pas dtre rédalisdée et
potassant du fait de la déconfiture, dissclution ou wxise = faillite og
insalvearilichk ds 1s socidtd E.C.L.E. ou par 1'effet 4'une riglesamtation
sovvalis on d'une dicision 4'use wetorith publique ssdricaine, eurcoberne,
frencalise oy guisse. .

la mutant de ls clewe pénals sery i m priz des Actions qu'OMKIIN.
ddtiendrs alors, tal eve Fimd wa 3.1, ci~desrus, sajord d'um Imtdrit dont le
tazs st LIDOR = doazse mols = + 3,60 5 1'am ot commencant & courir 4 comptar
de jour & darniar versesant €'istérets de ALTUB en embcution du 3.2, cf-
dessus Josqu'mm jour du verseesnt & ORCUN ée catte clauss piénals,

Lo verseswnt de cette clmmae pdoals devra intarvenir daos lss guizes Jours
calendalres suiveats 1'iapcasibilitd pour ALTUS ¢'scboutmr ses obligstions
1n18g0kes o -desroe.

beus §'hypothdes o) cetts clsuse pénalie devait Stre parde par ALTUB & OWOQUN,
hni-_-ntsmchMnbumv.l.

MUk T

Pe corrvention exprasss, {1 st convenu ¢u'OCCUN sers de plain drodt régatés
swir plainoesnt exdcyté les cbligstions 1wd iocombent mix tkrwes des

présqotes dan tous les cas o0 les Actioos suraiant $té trendfivdes A ALIVS
o son subetitud & ume ou des déted waldriisTaa 3 omlloe conveooms e

. Contidwrcial Parnasst »
[ et R . Prowctive Crour

les st taxes 48 touta batupre

prdsantan ot jed trenefsrts des Actions pourront donoer liss,

Pour 1'embcution des ;Mt'-, les partias ront dlectios de domicils
1'adresse indiqubs eu sn-tils des ymam.

Hlss 8'engagent e outre & .'x.nromr réciproquennt ot nﬂ a3al 4 toats

nﬂﬂaumuwum
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Llar (=2 B

Les soussigndes s'intsrdisent sxpreesiesct de divilguer les prisecies ) twous
tiars, W sulas sxcaptiong ded Adainistrations et Autoritds en drait d'em
obtanir commmicatios, leurs consails ou smf = vue d0 comtraindte l'sutre
partie A exbcutar ses sugigweents sn raisce ds son fefus de ls fuire.

foreis 1'ezception visde ci-dessus, 1s partis qui sereit dwvilgud ou rendu
nécsssaire cotta divuigpation en supportsrs seuls l'ecaandls des consbquarces
de touts pature ui porteil et rdeultsr.

o re (=5 31

Lo partiss coovimmant de s'efforosr de régisr & l'adiable tous leg
problisss @ui powrrsiset survenir concernant ls présant Contrat o som
wpplication. R

fise cooviement dgrlssmt de soumstire 3 wn tridupal arhitral tous lag
ltiges sens wxcaption qui s sersisct pas riglés sirei ot qd porrefang
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Mr. GREEN. OK, thank you. That is fine.

Mr. LEVINE. This is sale of a stock, or a forward sale, I believe.

Mr. OskE. Well, it gives one party the option to purchase the stock
within some period of time in the future.

Mr. LEVINE. I want to be cautious about not categorizing it as
a call because I believe that Omnium absolutely had no ownership
interest, and other people have to testify to this.

Mr. Osk. OK.

Mr. LEVINE. In other words, Altus actually had the ownership in-
terest.

Mr. Ost. The net effect is to give control to some other party, if
I understand?

Mr. LEVINE. That is my understanding as well.

Mr. OStE. And that other party would be, according to this docu-
ment, Altus that would have control over Omnium’s share?

Mr. LEVINE. That’s right.

Mr. OSE. According to this document. Now when did the Insur-
ance Department become aware of these arrangements?

Mr. LEVINE. We became aware—well, the department was first
told that some arrangement might exist in the middle of June. I
don’t have the exact date in mind. The documents actually were re-
ceived by us in January 1999.

Mr. OSE. So middle of June 1998——

Mr. LEVINE. Yes.

Mr. OSE [continuing]. To January 1999, you heard anecdotally,
more or less, in June 1998; you got actual documents in January
19997

Mr. LEVINE. That is correct. In January 1999 we received copies
of some—there were a number of different, we called them “por-
tage,” is our version of the French word. We got a number of the
“portage” contracts in January 1999.

Mr. OSE. So there are a number of these agreements. In whole,
they comprise 100 percent ownership of the entity, but Company
A has got an agreement, Company B has got an agreement, Com-
pany C has got an agreement. Is that what you are referring to?

Mr. LEVINE. Some of them have different arrangements. MAAF
and Omnium Geneve have written agreements. In connection with
two of the other French fronts, as we say “fronts,” I don’t know
that they had written agreements quite as nice and neat as these,
but it is our belief and our allegation that they had effectively
agreements whereby they didn’t own the shares and that Altus did
own the shares.

Mr. Osk. The net effect, giving Altus control of the shares?

Mr. LEVINE. Right.

Mr. OSE. And, thereby, control of the company?

Mr. LEVINE. That’s right.

Mr. OsE. All right. Were there any provisions in these documents
for confidentiality, any confidentiality provisions in these docu-
ments?

Mr. LEVINE. Yes, there are. They say that they will be kept se-
cret.

Mr. OsE. For what purpose?
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Mr. LEVINE. Well, you have to ask the defendants, but I assume
so the violation of the Bank Holding Company Act and Insurance
Code Section 699.5 won’t be revealed.

Mr. OsSE. Now these documents were executed, if I recall, back
in 19917

Mr. LEVINE. They vary. There are some in 1991; there are some
in 1992; I believe there are some in 1993.

Mr. OSE. So prior to the actual closing of the sale, these docu-
ments were in existence, but nobody knew about it?

Mr. LEVINE. That’s our belief. It is our belief that—right, that
Altus had the ownership interest prior to the closing.

Mr. Ost. Now did Credit Lyonnais—the Commissioner’s office re-
quired some sort of a guarantor from the successful bidder on cer-
tain assets or payments to be made to the policyholders? Do you
recall that?

Mr. LEVINE. 'm not sure what you have in mind. There were
guarantees. Some of the bidders had guarantees; other bidders had
guarantees of capital values. I'm not sure what you have in mind.

Mr. OsE. Let me ask the question differently. Did Credit Lyon-
nais play a public role as a guarantor of certain purchases in this
case?

Mr. LEVINE. I don’t think—again, I am not the person with the
precise knowledge, but I can tell you what is my basic understand-
ing. There was a time when they guaranteed Altus’ ability to buy
the junk bonds, and I believe that they gave a guarantee that the
minimum capital and surplus of the new company, Aurora, they
guaranteed that capital.

Mr. OskE. At what level?

Mr. LEVINE. $300 million.

Mr. OseE. OK. If you will look at exhibit 6, it is a letter to the
Commissioner of the Insurance Department from or on Credit Ly-
onnais’ stationery, dated April 19, 1991, representing “such addi-
tional funds as may be required to consummate the additional
transactions being discussed as soon as agreement is reached.”

Is this the document that the department considers to be the
$300 million guarantee?

[Exhibit 6 follows:]
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CREDIT LYONNAIS

Patts, April 19, 1991

The Honorable John Garamend}

insurance Commissioner

State of California

Dept. of insurence

TT0 L Street, Sulte 1120

SACRAMENTO, Californiz 93814
usa

LE PRESIOENT

IFHIFG/283

Dear Mp, Commissioner,

Thls tetter u i ref to cortaln 4 batween
Ex Lite § of Califernia (ELIC) md an investor group
romposed of Altus Finsnce md other s (the ¥

Group®, Invoiving the purchass of certain assets and the restructuring of certain
Habilities of t-:uc md ecmln subsidiaries. We understand that the detalis of these

t § o thelr will be ze¢ forth in &
d agr to be P within the near future,

We understand that thase i it . d, will require &
eash equity of three k miliion dollars. Pledse be sdvised that we sre

halding for the aceount of the investor Group. or will make available for its secount,
funds in the amounts referred to above, upen our receipt of notice from the investor
Oroup that such ameunts are required under the terms of the definitive documents

currently boing negotiated.

We furcher d that signift dditional funds may be required
for the purchase of substantial portions of the assots of ELIC and itx subaidiaries.
Plengs be advised that we are holding for the of the I Group, or wilt
make le for its such itk funds ax may be required to . . -

the additional tr 4 being dil &1 goon 49 agreement is
resched.

The foregoing assurances sre premhed and subjecs to the assumption that
defint d will be by may 19, 1991 and that contempisted .
t. fors will be d within 80 dnys thereafter,

Sincerely yours,
J.Y. HABERER
Chairman of the Board

== TOTRL PAGE.B3 »»
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Meg U

CREDIT LYONNAIS

Paris. May 6, 1991

LE PRESIDINT ‘The Honorabie John Garamend!
. Insurance Commisstoner
State of California
Dept. of Insurance
770 L Street. Sulte 1120
SACRAMENTO. California 95814
USA

JFH/FG/383

RE : Finangtog/ietter of Credit

Dear Mr. Commiscioner,

TRit letter {2 in reforence te the proposat te rehabilitate Executive Life
tnsurance Company of California ("1.1C7) on behalf of an investor group compozed of
Altus Finance and other subsiantial institutionsl investors (the “Investor Qroup”). We
understand that such rehabllitation would invoive the purchase of certaln assets and
the restructuring of certain labdilitles of ELIC. as weil as the infusion of substantial™
equity ¢apital into the rehabilitated entity. We also understand that the pariies will
enter into discussions regarding the proposed transaction but that the parties will have
no cbligafion to each other unless and until a defintive agreement is executed by the
parties. including your office and the investor Group. .

This letter will confirm that subject to the conditions set forth herein, we
have commitied to provide financing or a letter of credit In the amount of 3 billion (3
US) to the Investor Group 1o fund. smounts that may be psysble by the investor Group
under the defintive agreement. Any such financing or letter of credit may be provided

by or through Credit Lyonnais US. and may invoive the: particlpation of erédit
Lyonnais.

The nbove-described commitment is subject to the exeeution of a defintive
Afrecment. and the negottation and execution of an agreement concerning the terms of
such financing or letter of credit, which terms must be muiually agreed to by the
parties, including the investor Group and Crédit Lyonnais. in their sole diserstion.

This lerter will expire on June 21. 1091, unless otherwise axtended.
Sincerely yours, )
~
ey

J.Y. HABERER
Chalsman of the Board

13
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Mr. LEVINE. I don’t know how many different documents there
might have been, but I believe this refers to the $300 million guar-
antee, yes.

Mr. OSE. So there was correspondence in April 1991 relative to
the guarantee that, if I recall, was outlined in this memorandum
as being a necessary part of the deal between this party, in this
case Credit Lyonnais, relative to Altus’ ability to perform?

Mr. LEVINE. Well, the $300 million might relate to the ability of
the MAAF group of investors to perform, but yes.

Mr. OsE. But this is what constitutes a representation that there
was a guarantee? Now this also contemplates that the transaction
would be consummated within 90 days, if you look at the last para-
graph of the letter, dated April 19, 1991, exhibit 6?

Mr. LEVINE. They were only off by a little. [Laughter.]

Mr. OseE. Well, that begs the question. I mean I have borrowed
money before, and I have had letters of credit. Typically, there is
a charge for that. I mean $300 million, I figure half a point.

Mr. LEVINE. I have no idea.

Mr. OsE. You don’t have any ideas about that?

Mr. LEVINE. I have no idea about the mechanics of that, the me-
chanics of their guarantee.

Mr. Osk. OK.

Mr. LEVINE. I don’t mean to be flip, but you know that the trans-
action didn’t close for years.

Mr. OSE. Well, that is my point. I mean, in fact, it was Septem-
ber 3, 1993.

Mr. LEVINE. That’s right.

Mr. OsE. I just want to be clear that I understand the purpose
of this letter of April 19. Is the purpose of this letter to assure the
department that the guarantee is in place?

Mr. LEVINE. I am going to have to say that I don’t know the an-
swer to that, and probably the Commissioner’s staff who were in-
volved in the negotiation of this and will be deposed on all those
kinds of questions are the ones that can answer it best. I mean,
it certainly evidences it, and I don’t know if there are other docu-
ments that also relate to it.

Mr. Osk. You have already mentioned that or we have already
covered the fact that this had a 90-day period, so you figured it was
going to end in 3 months.

Mr. LEVINE. Well, somebody thought that.

Mr. Osk. OK.

Mr. LEVINE. Or maybe somebody thought that. I shouldn’t specu-
late whether they thought they were going to really consummate
anything within 90 days.

Mr. OseE. Was Credit Lyonnais’ guarantee—I mean, I presume
from the simple reading of this that they expected a timely trans-
action and that they would be out of it in 90 days. It doesn’t say
that explicitly, but—well, actually it does. It says that, “con-
templated transactions will be consummated within 90 days there-
after,” of May 19, 1991. So, essentially, they are saying they are
out of this thing in 90 days?

Mr. LEVINE. Yes, I read the same words, but I just don’t know
what all was going on. As you know, April 19, that is 8 days after
we seized the company.
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Mr. OsE. Right.

Mr. LEVINE. I have no idea all the circumstances that surround
this and——

Mr. Osk. OK.

Mr. LEVINE [continuing]. What else might have been spoken of
or written or in words.

Mr. OstE. And the transaction continued for roughly a year, 2
years after that, a little over 2 years beyond that. Can you give the
committee some sense as to why the transaction went on or took
this long?

Mr. LEVINE. Yes, there was a lot of litigation. There was litiga-
tion over whether the muni-GICs were properly policyholders or
not. There was then litigation over whether the Commissioner’s
plan for valuing the muni-GICs was proper. I think those are the
major pieces of litigation, but perhaps, as Mr. Corcoran noted,
there’s a lot of people who had a lot of dogs in the fight, and every-
body was asserting their rights.

Mr. CORCORAN. There was Guaranteed Fund litigation. There
was contract definition litigation. It was incredible. It was a “bar
association meeting.”

Mr. OseE. Now I want to go through and make sure I understand
how the succeeding entity dealt with the policyholder claims. The
company was seized. The portfolio, in part or in whole, was lig-
uidated for the purpose of raising cash. We heard from our two wit-
nesses earlier, Mrs. Jacobson and Mr. Bozeman, that their distribu-
tions were reduced.

How did the department go about determining who got what
after the seizure?

Mr. LEVINE. Well, I believe it is actually in both this rehab. plan
and then probably also in something called the product books, but
it is my understanding that actuaries and other people were in-
volved in determining how to give what is colloquially called a hair-
cut to the policies, because Executive Life being insolvent, it obvi-
ously didn’t have enough to pay everybody. I think it was quite a
complicated procedure and Executive Life had quite a complicated
collection of products it sold.

Mr. Ost. Now you had 300,000-odd policyholders. Some of them,
their benefits exceeded the $100,000 and the $300,000 thresholds.
To the extent that you had policyholders whose benefits were
$100,000 or less in one case or $300,000 or less in another, those
folks were taken care of by virtue of the Guarantee Fund?

Mr. LEVINE. I would assume generally that is correct, assuming
their State had a $100,000 limit, right.

Mr. Osi. OK, in California I think that is the case.

Mr. LEVINE. So there was restructuring—it is a very complicated
transaction. There are restructuring percentages. There is some-
thing called conservation date statutory reserves. They had to find
a way to value the policies to know what they were worth, to know
how to structure them.

So somebody just having a $100,000 shortfall, I don’t know that
I could be the one to say they automatically got their $100,000
from a guarantee association. It was tremendously complicated.

Mr. OSE. And, yet, in New York you had to deal with something
similar, I am sure, relative to policyholders?
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Mr. CORCORAN. Well, the nature of the product was pretty sim-
ple. It was single-premium, deferred annuities and some structured
settlements. It wasn’t nearly as complicated as the California com-
pany.

The key issue there was what was guaranteed under the Guar-
antee Funds and what wasn’t, but, once again, as I said, the assets
were adequate long term and only needed to be provided with some
liquidity. MetLife, more or less, stepped up to the bat. Ultimately,
I believe MetLife, it was a good deal for them. All the old policy-
holders were made whole, I believe.

Mr. OskE. Now the folks in California, the Guarantee Fund, to the
extent that they stepped up, they now are a creditor to the estate?

Mr. LEVINE. They have subrogation rights, right.

Mr. OSE. So any recovery, they might get a piece of that?

Mr. LEVINE. That is correct.

Mr. CORCORAN. The Guarantee Fund also had their own exotic
formula, and that was subject to challenge, that we got involved in.
It wasn’t so simple. I thought it was simple. We had written a stat-
ute thing that was simple, but they came up with these theories
of weighted coverage. So that became part of this case.

Mr. OsE. If the department or the attorney general or the De-
partment of Justice successfully conclude their actions and they re-
cover $100, for lack of a better number, how does that $100 get al-
located out to the current creditors, if you will?

Mr. GREEN. I am assuming by that question, Congressman Ose,
that you are presuming that, if the U.S. Department of Justice
prosecutes and gets money, that will assign $100 to the policy-
holders, because I don’t think Mr. LeVine and I are competent to
testify as to when the Federal Government makes a recovery, how
the award or penalty gets

Mr. Osk. OK, let’s say in terms of the attorney general of Califor-
nia or the Insurance Department.

Mr. GREEN. The next one, as you know, the attorney general’s
case has been dismissed, but it is on appeal. That is a qui tam ac-
tion and there are some real issues about how much the qui tam
gets and how much the attorney general’s qui tam fund gets.

Now the third is ours and, as we have explained to the staff, it
will go pursuant to, first, section 1033 of the California Insurance
Code, which sets up priorities very similar to the Bankruptcy Code
priorities. Then that money assigned for policyholders, which are a
second priority under our statute, would go pursuant to the reha-
bilitation plan. Those participating guarantee associations—for ex-
ample, Congressman Burton mentioned Indiana, which we now
think that the debt to that association is $38 million—they are sub-
rogated to their policyholder rights. So they would get, if there was
money, they would get—their proportionate share would go to the
Indiana Guarantee Association, and policyholders would get their
proportionate share pursuant to the rehab. agreement.

Mr. OSE. So you've got $38 million going to Indiana.

Mr. GREEN. Hopefully.

Mr. OsE. You've got $600-odd million that would go to—is it
CIGA?

Mr. GREEN. CLIGA. It is called CLIGA.
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Mr. Oste. OK, California Life Insurance Guarantee Association.
Then there are other states that have participated.

Mr. GREEN. Right.

Mr. OSE. So they would each get a piece. So if you add all that
up, what does it come to?

Mr. LEVINE. Do you mean what is the percentage?

Mr. OsE. No, what is the number we have got to get or recover
in order to make everybody whole?

Mr. LEVINE. Oh, I don’t have that number, but it is astronomical.
I think the loss for time value of money and everything else

Mr. Osk. This is Washington; I mean the numbers—[Laugh-
ter]|—

Mr. LEVINE. I don’t know the number. It is billions, “billions
plural, I am certain.

Mr. OSE. $5 billion?

Mr. LEVINE. Oh, I couldn’t even speculate because I don’t know.
I am not sure that anybody, first of all, has calculated the actual
loss that each policyholder took, taking what they got versus what
they would have gotten had Executive Life never gone under. I
don’t think that number exists.

Mr. Osk. OK, so it is more than $1 billion because you said “bil-
lions.”

Mr. LEVINE. I think it is more than $1 billion, yes.

Mr. OsE. Is it more than $2 billion?

Mr. LEVINE. I'm going to guess more than $2 billion, but, I mean,

»

I

Mr. OsE. Is it $10 billion?

Mr. LEVINE. I don’t even have a basis for speculating on how
much it takes to make everybody whole. I would hope $10 billion
would do it, but I don’t—I shouldn’t even say that because I just
really don’t know.

Mr. Ose. If I understand correctly, on qui tam provisions the
whistleblower gets a percentage, is that correct?

Mr. LEVINE. That is correct.

Mr. OSE. What is the percentage?

Mr. LEVINE. Oh, well, that’s the AG’s lawsuit. It depends on
whether or not—my understanding of that law is it depends on
whether or not the attorney general has intervened in the case. In
that case, since the attorney general did intervene in the case, it
is lowered, I would say, 15 to something.

Mr. GREEN. Yes, but once the attorney general intervenes, while
the qui tam recovery goes down, the attorney general is entitled to
make a recovery for his qui tam fund. So, yes, we understand—
again, I am talking as a Deputy Commissioner, not a Deputy Attor-
ney General—we understand that can be, the fund recovery can be
as high as one-third. That is money that would not go to policy-
holders. That money would go to the attorney general’s qui tam
fund.

Mr. OSE. What is that money used for?

Mr. GREEN. Well, it funds—again, I am talking as a Deputy
Commissioner, because in my AG life I don’t work on false claims
cases, but it is my understanding it goes to fund the attorney gen-
eral’s whistleblower lawsuits.
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Mr. OsE. I have to ask this question because I don’t quite under-
stand why this would ever occur. We've got a situation where the
policyholders have just been pounded. Why would you turn over up
to a third of a billion dollars in one case or a third of something
even larger to a fund that doesn’t benefit the policyholders? Are
there no limits on this?

Mr. LEVINE. I believe they say that there are limits, but I believe
the attorney general would tell you that they have some flexibility,
but we agree. That is why we believe the Commissioner suit—the
Commissioner is the proper person to pursue recovery, because no
part of the Commissioner’s recovery goes to an attorney general’s
qui tam fund.

Mr. OsE. I will admit to some concern about the level of reward.
I mean I recognize we would never have gotten this information
without somebody stepping forward, but having stepped forward,
what is the right amount to reward such a person? How do we
make it enough so that the next guy does the same thing without
hammering the policyholders?

Mr. GREEN. I can tell you of a case, because I use it in the busi-
ness law classes that I teach, of a case for defrauding Medicare and
Medicaid where the whistleblowers, three whistleblowers are going
to share $105 million. That was just reported in—it was an $875
million penalty that the drug companies agreed to pay, and $105
million

Mr. OSE. So they got one-eighth. They got one-eighth of it?

Mr. GREEN. One-eighth, yes, but it is %105 million being shared
by three individuals.

Mr. OsE. You are making an argument for some sort of a cap on
such rewards.

Mr. GREEN. No, not—I echo Mr. LeVine’s comment, that our
laws—while the Commissioner has gone on record as supporting,
as being in favor of a decision by the Department of Justice to in-
dict and bring criminal charges, in terms of a civil action ours is
the one that in theory, and we hope in reality, will prove to provide
the best benefit for the policyholders.

Mr. OsE. Let me change the focus here a little bit because I don’t
understand something relative to the component parts of the total
estate. There were about $1.9 billion worth of guaranteed invest-
ment contracts that were held by or sold by Executive Life. The ini-
tial determination was that those constituted junior creditors at
the time the insolvency was declared, and they were essentially
wiped out with that determination.

A subsequent court ruling reinstated them as equal participants
to the initial group of beneficiaries. Have the holders of the guaran-
teed investment contracts received anything in this process?

Mr. CORCORAN. No.

Mr. LEVINE. Yes.

Mr. OSE. You need to turn on your microphone.

Mr. CORCORAN. I don’t believe ultimately—I left the case after a
while, but they got payments but they never got Guarantee Fund
coverage, but they got a haircut payment and, ultimately, some
may have been made whole, I think, after time. There was a time
value of money loss to them, but I think they did not qualify for
Guarantee Fund coverage. They lost something.
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Mr. LEVINE. That is my understanding as well. They don’t qual-
ify for Guarantee Fund coverage, but they were policyholders. That
was the ruling of the Superior Court. It was upheld by the Court
of Appeals. So they had the rights of policyholders. It is my under-
standing that most of them opted out. So they got their cash when
they opted out.

Mr. Osk. They cashed in at the haircut value?

Mr. LEVINE. Yes.

Mr. CORCORAN. Right. The analysis they did was get the cash
now; by the time this is over, I will get my money back through
my own investments; I'll lose it on my own.

Mr. OseE. Was that a universal approach? Were there some that
did stay in?

Mr. CORCORAN. The 60 companies I represented, it was mixed.
It was mixed. Most of them opted out and took their cash, I believe.

Mr. OsE. In opting out, did they waive any claim to further pay-
ment?

Mr. CORCORAN. I believe they did, and they wanted to litigate
separately against the Guarantee Fund, but I don’t—in some courts
they were there, but it was state by state.

Mr. OSE. So there are still a few that are in there having not
opted out?

Mr. CORCORAN. I believe there is, yes.

Mr. LEVINE. Well, opt-out, they are still policyholders, so they
will still share in a recovery.

Mr. OsE. They still get checks?

Mr. LEVINE. But you are correct that by opting out they got their
haircut liquidation value. Maybe I shouldn’t speak about liquida-
tion value. They got their haircut and they did not share in en-
hancement payments that were received by those who opted in.

Mr. OsE. Right.

Mr. LEVINE. The real estate trust, something called the base as-
sets trust, something called the

Mr. CORCORAN. Quite a few of them stayed in, I think, for that
purpose, but quite a few got out.

Mr. Osk. If there is further recovery through this deliberative
process with our friends across the pond, will the policyholders, re-
gardless of class, benefit from that?

Mr. LEVINE. Yes.

Mr. OSE. So you will have not only the structured settlement re-
cipients like Mrs. Jacobson and Mr. Bozeman, but the holders of
the guaranteed investment contracts and the like also?

Mr. LEVINE. Right. They are policyholders according to the court
ruling.

Mr. OSk. Is there a difference in the treatment of any of these
policyholder classes dependent upon who prevails in the litigation?
For instance, if it is the Federal Government versus the attorney
general versus the Insurance Commissioner?

Mr. CORCORAN. I think it would go pursuant to a preference——

Mr. GREEN. Whatever money is allocated to go to the estate will
go pursuant to the combination of the priority statute and the
rehab. plan.
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Mr. OsE. Is that a function of the actual—if there is a settlement,
is that a function of the actual settlement talks or is that a legally
defined

Mr. GREEN. It is legally defined.

Mr. Ost. OK. So there is no discretion, if you will?

Mr. GREEN. Yes, I don’t believe the Commissioner has any discre-
tion. If, for example, tomorrow we sat down and the defendants
said, “We’ll write you a check for X’,” I don’t believe the Commis-
sioner has any discretion except to put that into the ELIC estate
and have it paid out pursuant to the combination of the Insurance
Code and the rehab. plan. That would be done with notice to the
liquidation court, which is the Los Angeles County Superior Court.

Mr. OsE. All right, now we have invited a number of people here,
as we invited you. You all came; some didn’t. I will tell you I am
somewhat disappointed that those didn’t. Had they come and the
people would come, the person who was the elected Insurance Com-
missioner then, the Department of Justice, or the person represent-
ing ostensibly the French government, we would have asked them
a number of questions, such as:

How long does it usually take for the Department of Justice to
approve the request of a career prosecutor to move forward on a
case, and whether 2 years is an above-average length of time for
that or below average or an average average? Does the Department
of Justice take into account that statutes of limitations may run
out while it is pondering its decision? That is a very real concern.
Is it a normal activity for a foreign government to lobby the U.S.
Government on criminal cases pending before the Department, and
if so, what rules apply?

I hope to ask these questions at some point in the future, and
I know you guys can’t respond because you are not the subject of
the questions.

I appreciate the fact that you all came down here. We may very
well have additional hearings on this matter because there is a ton
of money involved and a ton of people, and they have just gotten
hammered. If somebody on the other side of this just wants to give
us our money back, then maybe we won’t have hearings, but we
are going to shine light on this until we get a satisfactory resolu-
tion.

We have the typical practice here at this committee of following
up with our witnesses with written questions. We are going to do
that. Given the passage of time, we are going to go ahead and end
this hearing, but we do have written questions we will forward to
you. We would appreciate timely responses. The record will stay
open for 2 weeks for that purpose.

With that, we are going to wrap up. Gentlemen, we thank you
very much. We thank you for coming. We appreciate your input.

This hearing is adjourned.

[Whereupon, at 2:05 p.m., the committee was adjourned, to re-
convene at the call of the Chair.]

[The prepared statement of Hon. Henry A. Waxman, additional
information submitted for the record, and the complete set of exhib-
its referred to follow:]
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The collapse of Executive Life Insurance Company in 1991 is an important issue that
deserves careful consideration by this Committee. But I am confused by the last-minute timing
of this hearing and the absence of key witnesses. It is unclear what this hearing will actually

accomplish.

The collapse of Executive Life affected over 300,000 policyholders, many of whom lived
in California. The hardest hit policyholders were those people who relied on annuity payments
for their living expenses. When Executive Life collapsed, these policyholders — many of whom
were disabled — lost significant amounts of money.

For this reason, I wrote to Chairman Burton six months ago, asking him to monitor this
issue. According to press accounts, the Los Angeles office of the U.S. Attorney’s office
recommended in April 2001 that Credit Lyonnais be indicted. However, there were disturbing
reports from the New York Times that the Justice Department might be negotiating a lenient
settlement with the bank that would provide little restitution to policyholders. Concerns were
also being raised about efforts by the French government to lobby President Bush and Secretary
of State Powell. And the French bank had retained a close ally of President Bush to lobby the

Justice Department. My letter requested that the Committee look into these issues.

In addition, Rep. Nancy Pelosi and Rep. Howard Berman wrote to Attorney General
Ashcroft to express their concerns about how the Justice Department was handling this matter.
Republican members, including Mr. Ose and Rep. Jerry Lewis, have made similar requests.

How the Justice Department is proceeding in this matter and whether DOJ is being
improperly influenced by political considerations are important issues falling squarely within the
Committee’s jurisdiction. These issues need to be — and can be — examined in a bipartisan

manner.



138

. We have a hearing that may be used for partisan political purposes to affect an election 26
days from now.
. And we have a hearing that could possibly damage the only chance for policyholders to

TeCOoVEr any money.

This is not how I would have approached this hearing. Nevertheless, if we are able to
send a unified message to the Justice Department, some good can be accomplished. Itis
important for the Justice Department to understand the loss being suffered by Mr. Bozeman, Ms.
Jacobsen, and other policyholders, and it is important for the Department to understand the
urgency of federal action to redress their wrongs.
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John Garamendi graduated Harvard Business School
but must have slept through his finance classes.
Fellow alumnus Leon Black was clearly wide awake during his.

Smart buyer,
dumb seller

By Ellic Winninghoff’

HIS §S THE STORY of how in the
guise of protecting the public, an
ambitious politician opened the
door to vast riches for an equally
ambitious New York financier.
The politician is California Insur-
ance Commissioner John Gara-
mendi, a former varsity football
star who aspires to be California
governor. The New Yorker is
Leon Black, a 42-year-old deal-
maker who learned real-lifc finance in the Michael
Milken/Drexel Burnham Lambert university,

The story is worth telling because it illustrates what
happens when politicians with scant understanding of how
markets work match wits with financiers who do.

Leon Black, an intense man who looks much younger
than his years, graduated Dartmouth College and Harvard
Business School. He was co-head of mergers and acquisi-
tons at Drexel Burnham, helping crcate many of the
overleveraged buyouts that collapsed in the late 1980s and
carly 1990s.

John Garamendi, now 49, is a Californian who played
end on the University of California’s football team. He
went off 1o Harvard’s business school and returned to
California to take a job and soon after entered pubfic ife.

Our Black/Garamendi story begins on Oct. 13, 1989,
the day the junk bond market decline began to accelerate.
The crash was a disaster for Los Angeles’ First Executive

Forbes m March 14, 1994

Corp., a holding company for Executive Life Insurance
Co. But Fred Carr, First Executive’s boss, was no wild
crapshooter. A grizzled veteran ot the 1973 stock market
collapse that almost wiped out his hot mutual fund, he was
careful this time to try to bombproof his investment
portfolio.

A year after the junk market began to slide, First
Executive was sitting with a paper loss of $500 million on
its junk bond portfolio, and well over $3 billion in
redemptions out of total policies of $13 billion. Was First
Executive insolvent! No more so thanalmost every bankin
the conntry was insolvent in 1981, when surging interest
rates eroded the theoretical valuc of their portfolios. No
more so than many banks were insolvent in 1990, when
collapsing property valucs slashed the theoretical value of
their real estate loans. A substantial proportion of First
Exccutive’s junk bonds were still curcent on their interest
payments. Held to maturity, most of them would be
money-good. Markets recover from panics.

But banks aren’t required—ar least not yer—to con-
stantly mark their portfolios to market; insurance compa-
nies arc, Which means that in a pauic of any sort they can
become technically insolvent even when able to meet their
obligations.

The junk bond market did recover: In 1992 and 1993 it
was one of the best-performing U.S. markets. Of course,
many individual issues did go bad, and biltions of doffars
were lost in them. But far more junk bonds paid off than
didn’t. But by the time junk bonds had been vindicated,

71
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John Garamendi

ot

bonds to sell to meet this massive run,

o

California Insurance Commissione: John Garamendi
Selling the junk bonds en masse guaranteed & low price.

First Exccutive was history. That junk
bonds sank as low as they did and
stayed down as long as they did was
almost entirely the result of political
bungling.

The bungling mounted in August
1989 when Congress passed the hor-
ribly misnamed Financial Institutions
Reform, Recovery & Enforcement
Act. FIROEA ordered the country’s sav-
ings and loans to sell all their junk
bonds by 1994. Never mind the price.
Just dump them. Dump they did.
Trug, in theory they had undl July 1,
1994, but there was no point in wait-
ing: Other regulations forced the
thrifts to mark the junk to market,
which meanc they had to take a hir
whether they sold the bonds or not.
So they sald. Moreover, the regula-
tors all but prohibited commercial
banks from accepting junk bonds :
collateral, and insurance companics
from acquiring large amounts of junk
bond holdings, further depressing the
bonds’ market prices.

By forcing busted S&is to dump
junk bonds in a panicked market,
Congress cost the taxpayers billions of
dollars and mote ot less guaranteed
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huge profits for well-heeled bargain
hunters. Wall Street loved it The
investment houses were like pigs roll-
ing in manure. They bought and put
into inventory billions of dollars of
face value in junk bands, paying 20
cents, 30 cents on the dollar. When
the market turned in 1991, the big
Wall Street houses made billions off
their junk bond boldings.

But in our story it's still 1989 and
the panic was on, fed by media reports

predicting massive defaults. Den of

Thicves, portraying Michael Milken as
the Great Satan, was soon to become a
runaway bestselier. The media love a
good panic story; at the same time,
print and broadcast media were glee
fully predicting massive bank failurcs
when real estate tumed down.
Because it had to mark many of its
junk bonds Lo market, in March 1990
First Executive was forced to report a
huge $500 million loss for 1989. As
news of the loss spread, policvbolders
panicked. By the end of 1990 they
had surrendered over $3 billion worth
of policics. Remarkably, First Execu-
tive had enough cash, high-grade in-
vestments and  good-quality junk

Enter John Garamendi, who had
been building his political carcer as a
protector of the consumer against big
business. [ 1988 California’s voters
made the position of insurance com-
missioner an elected office. Gara-
mendi ran for it and, in November
1990, won. It wasi’t a glamorous
positior, but it did offer possibilities
for an ambitious pol.

Carr was beginning to breathe a
Jittle easier as Garamendi took office
on Jan. 7, 1991. The junk market had
bounced from its October 1989 lows
(sez chart, p. 74). Better yet, policy-
holder surrenders were  subsiding.
‘I'he majonty of policies still on First
Exccutive’s books were more or icss
locked in—over half by legal contract,
the rest because their holders were
older, unhealthy people and couldn’t
easily buy other insurance policies.
Not that the remaining policyholders
were happy; many of them were kick-
ing themselves for opting for high
rerurns withourt considering the risks.

With Executive Life’s reputation
badly sullied and with most of its
remaining assets in junk bonds, Fred
Carr sought a partner with fresh capi-
tal. By the end of 1990 Carr had a
deal: The Hartford Insurance Co.
would buy Executive Life’s 160,000
whole life contracts (almost half the
company’s individual policics), and
Leon Black and his French clients
would buy some of Exccutive Life’s
junk bonds.

On Apr. 4, 1991 John I. Ginnetti,
senior vice president at the Hartford,
presented the Carr/Hartford/Black
recapitalization plan to Garamendi.
Gacamendi never replied.

Why! We can only surmise. Gara-
mendi’s office says the bid wasincom-
plete. Cerrainly such an outcome
would have deprived Garamendi of
the headlines he garnered trom seiz-
ing Exccutive Life. Jerry Schwartz,
head of Windsor Insurapce Asso-
ciates, an agent group affiliated wi
First Exccutive, puts it this way:
the Hartford transaction had becn
completed—if Garamendi had let it
go through—Executive Life would
have been left with $1 billion of realis-
deally  surrenderable, run-on-the-
bank policies. But Executive Life was
sitting with $1 biliion in cash, which
meant they could have handled the

Forbes m March 14, 1994
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full $1 billion run and then (the run]
would have been over.”

At any rate Garamendi’s silence
benefited Leon Black and his friends.
Black knew that First Executive’s
portfolia, though theoretically under
water, cortained much pure gold.
Who would know that better than he,
who had structured many of the deals?

Black had a strong card in his hand.
Few established U.S. financial institu-
tions would dare atcempt a deal for a
portfolio loaded with junk bonds; the
regulators had labeled the whole cate-
gory toxic wastc and made it unattrac-
tive to make foans on it. But Black had
financial backing from a big French
bank, Crédit Lyonnais. In the end
Black got his prize without having to
negotiate with Fred Carr. John Gara-
mendi handed him the prize.

Hecre’s what happened: Price Wa-
terhouse was closing Executive Life’s
1990 books in early 1991. The losses
were subsiding, but as a final step, the
auditors called to ask if Garamendi
intended to seize Executive Life, Gar-
amendi refused to answer the audi-
tors” questions. With that uncer-
tainty and acutely frightened of
possible lawsuits, the auditors re-
fused to certify the report.

It was likely that when news got
out thar Price Waterhcuse had re-
fused 1o certify, much of the $3
billion in policies that were still
surrenderable would be put to
First Executive for redemption.
Carr had no choice. He announced
that he expected a fresh torrent of
policy surrenders, which he would
not be able to meet.

On Apr. 11, barcly 100 days
since raking office, Garamendi
seized the company.

FORBES put the question to
Richard Baum, Garamendi’s prin-
cipal deputy: Why did Garamendi
seize First Excc when help was on
the way—especially when the junk
bond market was already recover-
ing nicely? Baum replied with re-
markable candor that Fred Carr’s
personality and reputation were in-
separable from Executive Life’s fi-
nancial conditon. “We did not
trust Carr,” says Baum. “We did
not have confidence that he'd be
operating in the best interest of the
policyholders.”

In the context of the time it is
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hard to fault Garamendi for wanting
Carr out of the way. Carr is a smart
man, bur his former record as a gun-
slinger and self-promoter scarcely en-
couraged public trust. The public was
in a tizzy about junk bonds and want-
cd blood. Carr, moreover, was hated
in the insurance industry for offering
yields that more conservative compa-
nies could not match

Yet Black had been a principal in
Drexel Burnham and a leading figure
in the leveraging of U.S. business.
Was he a more sterling figure than
Fred Carr? And what of Crédit Lyon-
nais, sinking in losses and now embar-
rassed by huge loans to shady Iralian
financiers?

This much is certain: No sooner
had he seized the company than Gara-
mendi began negotiating the sale of
Executive Life’s junk bonds to Leon
Black, Crédit Lyonnais and their
French partners.

Let’s recap the score here. Execu-
tive Life owned junk bonds with a face
value of 86.4 billion. Why did Black

Apo o Advisors' Leon Black
Who knew the gold better than he?
T

so badly want these particular junk
bonds? Junk was a $200 billion mar-
ket. Why didn’t he just buy all the
bonds he wanted in the open matket?
The answer is: It would have been
impossible. Had Leon Black, Crédit
Lyonnais or anyone else tried to buy
huge quantities of junk bonds at those
depressed  market  prices, they
couldn’t have gotten them. The mar-
ket was extremely thin at those prices.
Many of the issuers were sound and
were actually buying in their own
bonds at luscious discounts. A major
buyer would have caused the market
to spike npwards.

Sure, some of the bondsin the First
Exec portfolio had defaulted or were
in danger of default. But therc were
solid assers behind many of them.
Whoever owned big chunks of the
bonds could dictate reorganizations
favorable to their intercsts,

And the potendal fees, oh, those
lovely fees! Black knew how to milk
companies for fees in financial reorga-
nizations; he hadn’t spent 13 years at
Drexel Bumham for nothing.
Whoever controlled the bonds of
busted companics could decide
who did the restructuring, At a
conservative estimate Leon Black
and his friends have squeezed a
haif-billion dollars in fees from
companies whose bonds were in
the First Executive portfolio and
from other investments he made
for the French when he acquired it.

If Garamendi didn’t know the
portfolio as well as Black did, he
still must have known it was worth
more than its theoretical value in a
thin public market. But he was
determined to pose as a man who
chased the junk bondsters from the
insurance temple. This is con-
firmed by Ralph Schlosstein, who
advised Garamendi on behalf of
New York’s Blackstone Group.

In selling the bonds as a block at
depressed prices, Garamendi ig-
nored advice from the Blackstone
Group. It had recommended feed-
ing the bonds into the market
gradually or selling them back to
the issuers with premiums for the
big blocks. The junk bond market
had bottomed, and there was plen-
ty of interest in pieces of the port-
folio. Among the well-heeled in-
vestors who looked at Executive
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John Garamendi
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Life’s bonds were Richard Rainwater,
Fort Worth’s billionaire Bass brothers
and music centimillionaire David
Geffen.

But Garamendi ignored his finan-
cial advisers and decided to sell the
bondsand the insurance company asa
package—with the proviso that the
buyer would keep the bonds and re-
capitalize the insurance company with
more conservative assets. Garamendi
could thus claim he had cleansed the
portfolio of that terrible stuff, render-
ing the portfolio fit for widows and
orphans.

In August Black presented Altus
Finance’s first bid to Garamendi:
$3 billion. Thiswas $2.7 billion for
the junk bonds and $300 million in
fresh capital for the insurance oper-
ation. Garamendi, naturally, solic-
ited other bids.

But alonc among bidders, Black
knew precisely what assetsand cash
flow stood behind the 424 compa-
nies whose junk bonds were in
Executive Life’s portfolio. Other
bidders suspected there was gold
there; Black knew it, and knew
where the gold was. He knew the
underlying companies—their as-
sets, people, products, markets—
intimately. He had negotiated with
Carr for months and had done

bid with confidence.

Garamendi demanded competing
bids within 60 days—not much time
to line up foreign financing, research
424 companies and decipher Execu~
tive Life’s complex insurance opera-
tions. Nevertheless, there were other
scrious bidders. One was from War
ren Hellman’s Hellman & Friedman,
a San Francisco investment firm
(FORBES, Oct. 14, 1991). The other
was from the National Organization
of Life & Health Guarantee Associa-
tions, an umbrella group of state
guarantee  organizations. NOLHGA

extensive due diligence on Execu-  First Executive’s Fred Carr
tive Life’s hard-to-comprchendin-  Remarkably, he met the first run.
surance operations. Black could —mummms
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was already generally obliged to make
good claims of up to $100,000 from
First Executive’s policyholders. By
taking over the junk, NOLHGA could
liquidate it at its leisure and easily end
up with higher rerurns for the policy-
holders.

Now came what in retrospect looks
fike a bit of theater. From the threc
bids Garamendi chose NOLHGA’s. But
the acceptance had a suing artached.
Garamendi sought guarantecs that
the insurance companies behind
NOLHGA would cover any liabilities—
and claimed the association didn’t
meet this condirion o his satisfac-
tion.

Informed that NOLHGA could
not come up with the $1 billion
guarantee, on Nov. 7, 1991 Gara-
mendi rejected NOLHGA'S bid and
gave Black and Warten Heliman
seven days to submit their final
bids.

On the first bidding Black had
bid $3 billion, including $2.7 bil-
fion for the junk bonds and $300
million for the insurance opera
tions, Hellman had bid $300 mil-
lion, intending to leave the junk
bondsinthe company. Black raised
his offer by $500 milfion. On Nov.
14, 1991 Garamendi accepted
Leon Black’s French-financed of
fer: $300 miflion in new capital for
Executive Life’s insurance.

How did Executive Life policy”

H
!
i
i
H
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holders fare? The small policyholder
would have gotten 100 cents on the
dollar from the NOLHGA proposal no
macter who won. In the Black deal the
small policyholders were made whole
and the larger policyholders got 91
cents on their policy liability dollars—
plus a small piece of any profits from
the insurance company’s operations.

Hellman’s bid worked out to only
85 cents on the up-to-$100,000 poli-
cyholders, but it would have given the
policyholders a much bigger share—
around 20%—of the profits from sell-
ing off the junk bonds. Hellman
planned 1o lcave the bonds in the
company and liquidate them slowly,
as opposed to Black’s plan to rake the
bonds out of Executive Life and put
them in Altus. In short, Hellman
proposed putting in less cash than
Black offered, but his offer wouid
certainly have been worth much more
to policyholders.

Garamendi’s apologists argue that
no one then knew for sure the junk
market would come back and that,
therefore, a 91-cent guarantee was
worth more than an 85-cent guaran-
tee. To a layman that sounds convine-
ing. To anyone who understands
markets it doesn’t.

Compare  Garamendi’s  dump-
them approach to the Resolution
Trust Corp.’s way of dealing with
junk bonds seized from busted thrifts.
Since 1990 the RTC has had to disposc
of $8.2 billion in junk bonds. By
selling the bonds piccemeal to over
100 buyers, the RTC was able to getan
average recovery of 68 cents on the
dollar, compared with the 50-cent
average Garamendi got from Black.
Nor can Garamendi argue that R1C’s
junk was better stuff than Executive
Life’s. ““We had some of the crappicst
bonds in America,” says Eric Alini,
director of capital markets for the RTC.
“Howcver, we always did better sell-
ing smallcr pieces and allowing morc
players into the bidding. Large bulk
sales penalized smaller players and
almost always made prices lower.”

The gamc isn’t quite over. Gara-
mendi garnercd headlines with his
seizure and prompt disposal. But the
deal is turning sour for him now.
Disgruntled policyholders claim that
by the tme Altus wrote its $3.25
billion check, the junk bond marker
had recovered and Executive Life’s
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ownership
shuffle

UNDER California law,
neither banks nor govern-
ments may control insur-
ance companies, Under U.S.
law, banks may not contral
industrial companies.

How is it that Crédit
Lyonnais, the $335 billion
(assets) bank that is 52%
owned by the French gov-
ernment, came to control
Aurora National Life As-
surance Co., formerly Ex-
ecutive Life, a California in-
surance company?

The answer: Leon
Black and Crédit Lyonnais
have clever lawyers. Au-
rora is owned by a recently
formed holding compa-
ny, New California Life
Holdings. Who owns
New California? Nominal-
ly, the owners are French,
Swiss and American inves-
tors, Eli Broad's Sun-
America among them.

But pierce the owner-
ship veil, and Crédit Lyon-

thirds of Aurora through
loans to the investors.
How did Black and
Crédit Lyonnais get around
U.S. laws forbidding
banks to control industrial
companies? They put
bonds that could be
deemed to control com-
panies—some $1.6 billion
worth—into a ncw outfit
called Artemis. Who owns
Artemis? A Crédit Lyon-
nais subsidiary; Altus Fi-
nance, owns 19.7%; a
French company, Finan-
ciere Pinault, owns 75%.
According to French press
reports, Pinault is highly
leveraged and Crédit Lyon-
nais is a major creditor.
And an equity owner:
Something called Clinvest
owns 11% of Pinauit. Clin-
wvest is another Crédit Ly-
onnais division. Does Créd-
it Lyonnais control the
junk bonds Artemis nomi-
nally owns? You be the

nais controls at least two-

portfolio had increased in market val-
ue by $800 million.

Who owns the $800 million in
profits that accrued cven before the
deal was paid for> Several groups of
policyholders are currently in the Cal-
ifornia Court of Appeal asking the
court to make Altus pay it to policy-
holders.

Garamendi has other problems. In
his haste to get the deal done and thus
look decisive, he tried to reduce the
scale of Executive Life’s liabilitics by
ruling that some of the holders of
guarantced investment contracts that
back municipal bonds were junior
creditors, not policyholders qualified
1o take part in the settlement worked
out with Black and the French. The
face value of these policies was $1.9
biltion. Under Garamendi’s plan, as
junior creditors these policyholders
would have been wiped out.

In 1991 the excluded group went
to court demanding recognition as
policyholders, not creditors. Last
March the California Court of Appeal
agrecd and ruled against Garamendi.

judge. -EW. =

The court’s decision meant that
Garamendi’s rchabilitation plan for
Executive Life was illegal. The other
shoe quickly dropped. From the be-
ginning Garamendi had insisted that
he was selling Executive Life as a single
package—bidders had to bid for the
insurance operation and the invest-
ment portfolio. But once the Court of
Appeal ruled that the rehabilitation of
the insurance operation was illegal,
several lawsuits were filed claiming
that this voided the entire transac-
tion—and demanding that Black and
the French give the profits back to
Exccutive Life’s policyholders.

Garamendi’s publicity coup con-
tinues to sour on him. In April 1993
he argued to the court that he was
permitted to sever the sale of Execu-
tive Life’s insurance operation from
the sale of the junk bond portfolio. In
other words he allowed the Black
group to buy the junk bonds even if
the insurance company part of the
purchase didn’t go through.

“This was stunning,” says Mau-
reen Marr, former director of the
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Action Network for the Vicrims of
Execcutive Life (Anvel), an informa-
tion clearinghouse for policyholders,
““because it showed there never was a
package deal.”

John Garamendi still hopes to win
the Democratic nomination to run
against Pete Wilson in California’s
gubernatorial race in 1996. He’s try-
ing desperately to keep the Executive
Lite deal from unraveling. He has
gonc to such considerable lengths to
stifle critics. The southern California
chapter of the American Civil Liber-
tics Union has recently attacked Gara-
mendi. It accused him of stifling criti-

holders with lower recoveries.

But whatever happens to Gara-
mendi, Leon Black and his French
friends are currently sitting pretty,
their possession and disposal of junk a
fait accompli, and with Garamendi’s
waiver in their pockets,

Black’s company is called Apolla
Advisors. Apollo has reaped an esti-
mated $500 million in fees from the
companies in the junk portfolio. Al-
tus, the subsidiary of Crédit Lyonnais,
owns the junk bonds, but Apollo
manages them. Black’s company gets
15% or so of the profit after Aleas
carns 8% on its investment. Mean-

bonds have paid off or have been
converted into new securities. Black
has taken control of many of the
companies and used the proceeds
from other bonds to make yet more
investments. For a look at the busi-
ness empire Leon Black bas assem-
bled, see the following story.

While some of the facts may be
murky, the moral in this messy situa-
tion is quite clear; a) When potiricians
try to fix things, they more often than
not make them worse, and b) Their
bumbling actions often create finan-
cial opportunities that are hidden
from most people but are there for

cism of the plan by threatening policy-

—
Who paid?

DON'T TRY TELLING Hel-
en McGrath, a resident of
Concord, Calif., that
John Garamendi got a
good deal for Exceutive
Life’s policyholders.
McGrath, 63, is one of
thousands of tort plaintiffs
who setted claims by tak-
ing Exccutive Life annuities
in lieu of cash. Since Ga-
ramendi seized Exccutive
Life and later handed it to
Leon Black and his French
backers, she and other an-
nuitants have had benefits
slashed—by up ro 50%.
Garamendi has boast-
ed that 92% of Executive
Life policyholders will be
made whole, McGrath is
among the unlucky 8%.
Money that might have
gone to her has ended up
instead in Black’s pockets
and those of his partners.
Terry Carter is another
Executive Life payec who
has fared poorly. Carter’s
son’s birth was allegedly
botched ara U.S. military
hospital in 1980. As part of
a settloment with her, the
government paid
$513,889 for an Execu-
tive Lifc annuity. Relative
to other products then on
the market, the annuity was

76

generous, with a monthly
benefit startng at about
$4,000 in 1984 and esca
ladng 3% annually.

But when Garamendi
seized Executive Life in
April 1991, Carter’s
checks were immediately
chopped by 30%. She re-
ceived hardship payments
to tide her over, but it
now turns out that Gara-
mendi structured those
“paymments” as loans
against Carter’s future
annuity payments—Iloans
that Carter must repay
with interest.

By last November Car-
ter’s monthly benefit,
which had grown with
the escalator clause to
$5,478, was cut in half to
$2,739. She chose to trade
in that reduced benefic
for a lump sum cash pay-
ment of $272 478,

Plaintiffs” fawyers liked
purtng their clicnts into
Executive Life’s annu-
jties. Why? It was easier to
negotiate scetlements—
and collect fees. Executive
Life’s junk-bond-backed
policies paid higher returns
than did competing an-
nuities. This meant the
same premiwn would
buy a bigger benefit from
Executive Life. So plain-
affs” lawyers could claim

while, many of the old Exce Life junk

they delivered clients
more bang for the buck.

Say a lawyer could con-
vince an insurance compa-
ny to settle a case for
$100,000. Plaintiff lawyers
typically take 33% of
whatever they win, or in
this case, $33,000. An-
other $17,000 might go to
the plaintift to cover, say,
immediate medical costs,
and the rest, $50,000,
would go to purchase an
annuity that would pay
maybe $250,000 over the
plaindff’s lifetime.

If a client asked about
riskin Executive Life annu-
ities, the lawyer could
have said—at least untl
January 1990—that Ex-

people who know the ropes.

The Watsons and

six of their children
Daughter Katie's
benefits have been
cut in half.

ecutive Life was rated AAA
by Standard & Poor’s.
Vincent and Susan
Watson accepted an Execu-
tive Life annuity as settle-
ment from a Phocnix hos-
pital where one of their
their children allegedly suf-
fered brain damage. They
are now recciving just 46%
of the original benefits,
although they may later get
help from a $20 million
pot Garamendi wants to sct
aside towards annuitants.
Had Executive Life

held on to its junk bond
portfolio—or liquidated
it slowly—all thesc annu-
itants might well be
better off today.

—CAROLYN GEER HM

Forbes m March 14, 1994
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STATE OF CALIFORNIA JOHN GARAMENDI, INSURANCE COMMISSIONER

DEPARTMENT OF INSURANCE
3450 WILSHIRE BOULEVARD
LOS ANGELES, CA 90010

EEHORANDUH‘

TO: PARTIES INTERESTED IN FINANCIAL PARTICIPATION IN
EXECUTIVE LIFE INSURANCE COMPANY REHABILITATION PLAN

RE: - GENERAL STATEMENT OF OBJECTIVES AND TERMS OF THE
DEVELOPMENT OF THE REHABILITATION PLAN FOR EXECUTIVE
LIFE IRSURANCE COMPANY

DATEZ: MAY 21, 1591

1. In General:

It is contemplated that Executive Life Insurance Cozpany
("ELIC*} will be rehabilitated through a plan by which its assets
and liabilities will be restructured (the "Rehabilitation Plzn").
The Rehabilitation Plan will ultimately proceed under the
liquidation statutes of the state of California and, generally
speaking, will consist of the transfer of assets and liabilities
to a new entity (“NEWCO”)}, coupled with the use of a liguidating
trust. HNew capital would be placed into NEWCO, which would be a
California Insurance Coppany, preferably a clean shell, and an
assurption reinsurance or exchange transaction would be effected
wvhereby policyholder and other contract holder cobligations of
ELIC would receive NEWCO contracts and substantially all of the
assets of ELIC would be transferred from ELIC to NEWCOC. KEwWCO
would be owned by those provicing the new capital (the
"Investors"), but some participaticn for the pelicyholders and
cther contract holders . (jointly "Contract Holders™ ) should be
provided either in the form of NEWCO stock held in the
Ligquidating Trust for the benefit of the Contract Holders or by
profit participation provisions in the NEWCO contracts to be
issued to the Contract Holders. In addition, the Ligquidating
Trust proceeds would be dedicated to the Contract Holders in
accordance with the provisions of the Rehabilitation Plan.

After the transfer of assets, NEWCO would issue new
contracts (the "NEWCO Contracts'") to the policyholders and
contract holders. The NEWCO Contracts would be structured so
that they would be similar to the current ELIC contracts, but
where there are now multiple forms of contracts, such as various
SPDA forms, NEWCO should issue a single forzm. Further, the
current account values of the ELIC contracts would be adjusted
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down to reflect the existing uncertainties as to the value Jlevel
of the ELIC assets. NEWCO opening account values would be set
based upon the valuation of ELIC assets transferred to NEWCO as
well as the amount of new capital invested by the Investors and
the other factors discussed below. 1

Ultimately, the Rehabilitation Plan would provide for the
Contract Holders to "trade" their ELIC contracts for NEWCO
Contracts.

To augment the NEWCO Contracts, policyholders and contract
holders would be provided with a contractual right to a “pour-
over”" from the Liquidating Trust of ‘the net proceeds from the
ligquidation of the assets held by it.

All Contract Holders would also be offered an "Opt OQut"
right by which they would not “trade" ELIC contracts for NEWCO
contracts, but would be able to cash out at a discounted
liguidation value. This Opt Out provision would likely be less
valuable than any of the options under the Rehabilitation Plan
due to, among other things, the fact that those opting out would
receive only the opt out payment and would not have the benefit
of the new capital invested in NEWCO, would have no profit
participation in NEWCO, and would have no participation in the
Ligquidating Trust. One would therefore expect few would choose
this option.

It is contemplated that Contract Holders seeking to opt cut
would do so by an affirpative notice to that effect; otherwvise
they will be deemed to have elected to accept the NEWCO Contract
applicable to them.

2. Geperal Structure of Rehabilitation:

The chart on the next page depicts the Rehabilitation
Structure the Conservator is currently contezplating. The
general concept is that all "fixed" assets and liabilities would
be transferred from ELIC to NEWCO. The word "fixed" as used in
this context means that, subject to the opt out rights, all
ascertainable policyholder liabilities will be transferred to
NEWCO along with those assets which the Investors and the
Conservator are able to satisfactorily value. The Conservator
will not transfer assets to NEWCO unless he is satisfied that a
reascnable value has been given for them by the Investors;
ctherwise such assets will be retained in the Liguidating Trust
and the Conservator will liquidate them for the benefit of
Contract Holders.

At the closing of the transaction, NEWCO will issue its
contracts to Contract Holders guaranteeing benefits at a level to
be determined. The level of this guarantee will be primarily 2

2
ELIC6299 17154
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result of (i) the amount of
nev money invested and (ii) REHABILITATION PLAN
the valuation of the assets (SCHEMATIC)
transferred from ELIC. The
level of the ultimate

quarantee from NEWCO would be [T T I sren o aasens
determined in the negotiation EUC e | NEWCD
and court approval process and i 4370 FIXEDTEMS

would go up or down depending TRANBFER ’//Guvwcmnm
upon the valuation of the u..‘?.'m m’ﬂ conmsts
assets transferred to NEWCO TEus POUR-

and the amount of new money VR

invested. ooy oSHSTRE, T

A further transactional lﬂ;—m FUNDS
provision would be a GUARANTY FUNDS
“windfall" protection whereby OTHER 350 PAATIES
profits to NEWCO Investors
would be structured so that
ELIC policyholders and contract holders are treated equitably in
the event the ELIC assets prove to be more valuable than
currently anticipated. The methodology for accomplishing this
will be a part of the negotiation process, tut the Conservator
believes that this should be accomplished by a sharing of profits
between Contract Holders and the Investors for an agreed-upon
period of time by either (i) providing the Liguidating Trust with
an equity position in NEWCO or {ii) putting a profit
participation provision in the NEWCO contracts.

There are legal issues as to potential differential
treatment between classes of Contract Holders and these will need
to be dealt with in the process of finalizirg the Rehabilitation
Plan. The Conservator‘s view is that this issue should be guided
by the provisions of the California Insurance Code dealing with
priorities and guaranty fund coverages. Generally, the
Conservator believes that all Contract Holders should be
preferred over general crediters of ELIC, but there should be a
distinction made between Guaranteed Investment Contracts ("GICs")
purchased by municipalities, other governmental and quasi~
governmental entities in connection with their issuance of bonds
or other securities or financing arrangements ("Municipal GICs")
and other products. This distinction would result in Municipal
GICs having a significantly lower NEWCO Current Account Value, 2s
described below, than other ELIC Contract Holders. This issue
also potentially icpacts other GIC holders and certain
unallocated deposits and will be dealt with in the negotiation
process and in the subsequent court approval process.

The essence of the "bidding" process contemplated by the
Conservator will focus upon the several key factors discussec in
this memorandum. The bidder who provides the highest guarantee
will do so based upon the net result of the coney invested, the
valuation of the assets and the investment returns sought.

3
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Assets upon which the Investors are unwilling or unable to
base the NEWCD Current Account Value and the undertakings of the
NEWCO Contracts, or with respect to which the Conservator
believes the Investors are providing too little value, would not
be transferred to NEWCO, but would instead be transferred to the
Liguidating Trust. Further, the Conservator has already
determined that certain ELIC assets should not be transferred to
NEWCO because these assets cannot be adequately valued and the
Conservator has therefore determined that Contract Holders would
receive a higher value if these assets were liguidated through
the Liguidating Trust.

It is hoped that the net result of the creation of NEWCO and
the Liquidating Trust is that substantially all the value of the
assets now held by ELIC would be preserved, new capital would be
invested, and a new company would go forward. As indicated
above, there will likely be disputes between the holders of
traditional life products and annuity holders on the one hand and
certain GIC holders on the other. S5Such disputes could be cozplex
and lengthy. The Conservator believes these should be
conpromised in order to permit the Rehabilitation Plan to proceed
with dispatch. Subject to the resclution of this latter issue,
policyholders and contract holders will have dual sources of
funds;:; (i) the rights guaranteed by the NEWCC contracts; and
(ii) the proceeds of the Liquidating Trust.

The IRS has asserted substantial tax claims against the ELIC
assets. The Conservator is seeking to resolve these in an
expeditious manner, but the Rehabilitation Plan cannot be
consurmnated unless and until these tax claims are resolvezd.

3. Otber Structural Details:

NEWCO will guarantee the level of benefits to be provided
under the NEWCO Contracts and it is, thus, necessary for. the
Investors to make their own evaluation of the value of the ELIC
assets to be transferred to NEWCO. The Conservator does not
intend to negotiate the transaction, asset by asset, as if it
were a sale of the ELIC assets; rather the Conservater intends to
negotiate the level of guarantees provided to pelicyholders and
contract holders via the NEWCO contracts. In order to provide
these guarantees, the Investors in NEWCO will need to evaluate
the ELIC bond portfolio, as well as the other ELIC assets, and
then provide new capital and letters of credit which are
sufficient to support the guarantees.

4. The "Bid" Pprocess:

The Conservator will continue to attempt to negotiate a2
definitive agreement with Altus Finance as a result of

4
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discussions which originally commenced between ELIC and Altus
prior to Conservation. It is by no means certain that these
negotiations will be successful. However, the Conservator
anticipates that utmost efforts will be made to negotiate an
acceptable transaction within approximately 30 days. If
completed, an agreement will be executed (the “Definitive
Agreement®}, The Definitive Agreement, however, will provide
that it is subject to a bidding process whereby other parties
shall have the opportunity tc take over the Investor position in
the Definitive Agreement.

To accomplish this, and assuming successful negotiations,
within approximately 5 days after the Definitive Agreement is
executed it will be filed with the Conservation Court and a
hearing will be set for approximately 60 days later. Competing
bids could be filed and considered in the intervening days. at
the court hearing the Conservator would advise the Conservation
Court as to .the bid he prefers, others would be given the
opportunity to present their vieus,and arguments, and the Court
would deterpine the result. The bidding process would focus upon
the following essential elements of the transaction:

a. The assets that the Conservator is satisfied should be
transferred to NEWCO and the assets that he deter=ines
should be retained in the Liguidating Trust.

b. The NEWCO Current Account Value upon which guarantees
will be made to policyholders and contract holders by
the NEWCO. Contracts.

c. The amount of new capital to be invested in KEWCO.!

d. The level of letter of credit cor other security tc be
provided to support the ¢uarantees provided in the
NEWCO Contracts.

e. The "windfall profit" protecticn to be established.
£. The "Opt Out" payment to be made available.

It is the Conservator’s expectation that the Definitive
Agreement will be closed with the investor group which provides
the most satisfactory responses to these elements.

In the event the Conservator deterzmines that the

negotiations with Altus are not progressing satisfactorily, ¢

rif
the transaction cannot be completed in a satisfactory peric2 cf

: The Conservator believes that the new capital invested should ke in

the range of 4-6% of reserves,

ELIC6298 17168
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time, the Conservator will announce that fact and will consider
other bidders for the position of the Investors in the Definitive
Agreement.

The Conservator is not compelled to accept any of the bids
and will reserve the right to reject all bids and effect the
Rehabilitation Plan through other means. While the Conservator
would prefer to have a new investor and management group to
implement the Rehabilitation Plan, the Conservator is also
preparing to do without such a group if bidders do not provide
sufficient enhancements to what the Conservator could accomplish
without them. - B

5. The Data Room/Prequalification Of Prospective Bidders:

The Conservator has opened a Data Roon at the ELIC prenises
in Los Angeles into which relevant data, documents and other
information have been and will continue to be placed in corder to
permit interested parties to have access to such items in order
to formulate their bids. This room will be open to gualified
bidders beginning May 21, 1931.

An entity or gfoup will be considered a gqualified bidder if
it demonstrates to the Conservator its ability to meet, at a
minimum, the following three tests:

a. Has $300 to $500 Million available to provide
enhancement funds for the NEWCO Contracts and the
ability to provide letter of credit or other security
to underwrite the ELIC bond portfolio and further
support the guarantees in the NEWCO Contracts. In this
regard, the Conservateor anticipates that the successful
bidder will need to be able to dezcnstrate the ability
to commit very substantial sums or assets to suppor:
the NEWCO Contract guarantees.

b. Has experience in operating a life insurance company
and character satisfactory to the Conservator.

c. Can denonstrate an ability to effectively manage bot
the insurance operations of NEWCO and the transferred
assets, particularly the bond portfolio.

In order to qualify for access to the data roon, all
qualified bidders nmust also:

a. Execute confidentiality agreements in a form acceptatle
to the Conservator and his counsel.

b. Provide written disclosures in a form acceptable tc the
Conservator and his financial advisors identifying in

[
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reasonable detail all investors, principals,
shareholders or advisors, including the disclosure of
the arrangements as to the allocation of economic
interests among the investor group, the disclosure of
the source and amount of investment capital, and a
disclosure of whether further capital or investors,
principals, shareholders or advisors will be added
after the transaction is consummated.

c. Provide a written statement disclosing the proposed
. management team, including investment advisors, for
- NEWCO.

Access to the Data Room will be scheduled at times to be
determined once the number of qualified bidders is determined. &
maximum of two bidder groups will be given sipultaneous access to
the Data Room. The Data Room will contain non-public information
relating to ELIC’s assets, liabilities and operations and will be
governed by the confidentiality agreement. Copying facilities
will be available and qualified bidders will also have an
oppertunity to utilize the services of ELIC's consulting
actuaries who have a longstanding relationship with ELIC and a
detailed actuarial model of ELIC’s assets and liabilities.

Access to the consulting actuaries will be subject to a separate
confidentiality agreement and a fee arrangepent between the
bidder group and the consulting actuaries.

The Conservator will provide for such other and further
procedures and qualifications as may appear necessary or
convenient as the process evolves.

6. Industry Participation:

Insurance Industry participation in this process by direct
contributions of money would not only be of huge benefit to the
policyholders and contract holders, but would also be of great
benefit to the industry itself for obvious reasons. The
Rehabilitation Plan structure is ideal for this and a
participation could occur through infusions either into the
Ligquidating Trust or into NEWCO. This could be done through
guaranty associations or through direct contributions.

The Conservator is currently discussing such possibilities
with responsible menmbers of the industry and is prepared to
negotiate separate definitive agreements with them to effect such
contributions. Such separate discussions or agreements would be
compatible and coordinate with the NEWCO Definitive Agreezent and
would not interfere with this process.

ELIC6299 17170
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7. Traatnent of GICS and Unallocated QRAS:

As stated above, the issue of how to treat GICs and

. unallocated QRAs and other unallocated deposits is problematic.
The Conservator’s approach has been to treat policyholders and
contract holders in accordance with the pricrities set out in
California Insurance Code Section 1033, which provides for the
priorities in ligquidation and with a view towards the provisions
of Code Section 1067, et seg., the california Life Insurance
Guaranty Association. There is an issue as to the priorities to
be given ELIC products such as unallocated Qualified Retirement
Annuities, other unallocated deposits, Municipal GICs, and GICs
purchased by pension plans as investment vehicles ("Pension
GICs").

Bearing in mind the fact that litigation over this issue
would be protracted and that both the traditional policvyholders
and the GIC .and unallocated QRA holders have a great deal to
lose, the Conservator’s view is that a comprozise is in order
with regard to these products and the Rehabilitation Plan must
effect such a compromise. In this regard, traditional insurance
products and certain other products might be preferred over
Municipal GICs, for example, and possibly other products. The
holders of these subordinated products would, however, receive
sone payment in preference over general creditors.

The Definitive Agreement, the bidding process and the court
approval process will all focus upon and deal with these issues.

8. Further Details As To NEWCO Products:

It is regrettably clear that ELIC assets will not be
sufficient to pay all the clairs of those who purchased its
products. Accordingly, the Conservator must seek to do eguity in
structuring a Rehabilitation Plan which makes the most out of
this difficult situation. With a combination of Investor
capital, proceeds from the Liguidating Trust, industry and other
third-party contributions, Contract Holders will receive
substantial payments. The Conservator believes that the NEWCO
products themselves can provide some security to Contract
Holders. While there are many ways to approach the detercination
of what products NEWCO will provide to replace the ELIC products,
time is of the essence in this process, and therefore, the
Conservator will require the bidding process to focus upon the
approaches outlined below. While the ultimate structure of the
NEWCO Contracts may not be exactly as set out below, it should be
substantially similar absent a cocpelling reason to alter the
approach.

ELIC6299 17171
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DEPINITIONS:

current Account Value - is the gross accunmulated value
as of April 11, 1991 with respect to in-force deferred
annuity contracts, annual premium and single preziun
interest sensitive and universal lile insurance
contracts, guaranteed jnvestment contracts and group
deferred annuity contracts. The current account value
is calculated before any market value adjustment
applicable to the contract or pelicy.

Inplied Current Account Value - is the present value at
April 11, 1991 using the pricing assumptions for
benefits currently payable to beneficiaries or
annuitants under settlement options for payment of
death or cash value proceeds, single premium immediate
annuity contracts, structured settlement contracts and
allocated Qualified Retirement Annuities (QRA’s) and
certain Custom Qualified Retirement Annuities (CORA’s).
Pricing assumptions mean those factors including the
implied interest rate used to deternine benefit payrment
amounts at the starting date of the contract and the
mortality. assumptions.

Adjusted Current Account Value - is the current account
value adjusted to reflect any of the following policy
or contract gquarantees that would have been in effect
after April 11, 1991.

(i) Extended interest guarantee at some rate
higher than the ultipate level guaranteed b
post preoducts;

(ii) Market value adjustments, if any, applicable
to the contract values at April 11, 1952 ard
to the extent such adjustment is not
reflected in (i), above;

(iii) Any floor interest guarantees (e.g.,
Savannuity) wvhere interest credits to date
have been below the floor;

{iv) Any other guaranteed factor in the contrac:t
which can be identified as having a value
more than the normal guarantees of the NIWCO
Contracts;

ELIC6299 17172
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(v} Current account values for any front-end load
interest sensitive life policy will be
adjusted to reflect the loads already
deducted.

Implied Adjusted Current Account Value - is the
Adjusted Current Account Value implied by the stream of
future benefits of products which do not have a Current
Account Value as such.

current Cash Value - is the current account value
reduced by all surrender charges applicable as of
April 11, 1991 and subject to any cash value floor
guaranteed as of that date and subject to the minimum
values reguired by law. Any cash value floor shall be
reduced by the outstanding policy loan balance.

Adjusted Current Cash Value - is the current cash value
adjusted to reflect the increase or decrease indicated
by the relationship of the Adjusted Current Account
Value to the Current Account Value.

Newco Current Account Value - is the Adjusted Current
Account Value, multiplied by the applicable
Restructuring Percentage set out below. This is the
beginning account value from which the benefits under
the NEWCO Contracts will be calculated.

Group A Contracts - are all contracts that provide for
the payment of death benefits or annuity benefits, and
possibly, products that have options for such benefits.

Group B Contracts - are all ELIC preducts, which are
not affiliated contracts, which are not-Group A
Contracts, Group B contracts should include the
Hunicipal GICs.

Group A Restructuring Percentage - is the percentage
used to convert Group A Contracts from the Adjusted
Current Account Value to the NEWCO Current Account
Value and will be determined by the valuation of ELIC
assets to be transferred to NEWCO, the new capital
invested and other prcvisions of the Rehabilitation
Plan.

Group B Restructuring Percentage - is the percentage
used to convert Group B Contracts from the Adjusted
Current Account Value to the NEWCO Current Account
value and will be determined by the valuation of ELIC
assets to be transferred to NEWCO, the new capital
invested and the other provisions of the Rehabilitation

10
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plan.?

Lien Adjustment Pector - is the factor to be applied to
the cash value of the NEWCD contracts to permit some
cash surrender amount payable during the Term Of The
Rehabilitation Plan. This factor will be determined
during the course of negotiation and court approval,
After the Commencement Date this factor will grade
uniformly over the Term Of The Rehabilitation Plan, or
to some earlier date determined by the bidder, until it
reaches 100%.
Commencemsnt Date - is the date that the Rehabilitation
Plan becomes effective as determined by the
Conservation Court.

Term Of The Rehabilitation Plan - will be the period of
time that restrictions upon cash values, liens, or
other restrictions upon policyholders and contract
holders will be in place. This period will be
determined by the negotiation process and will be
subject to the ultimate approval of the Conservation
Court. The Conservator expects the term will be fron

3 to 5 years, but it could be longer depending upon the
exact structure of the NEWCO products and the benefits
to Contract Heolders.

ANNUAL PREMIUM INTEREST SENSITIVE LIFPE INSURANCE
CONTRACTS:

This category includes all interest sensitive and universal
life insurance contracts currently in force other than single
preniun whole life insurance contracts. It includes policies
vhere premiums are still being paid as well as those where
premiuns have been paid up under the vanish preriu= option. The
following options would be offered to each policyholder in %his

class:

1)

Interest Sensitive Life Policy ~ This option would
provide the insured with 2 restructured policy having
the same face amount, same issue date and same issue
age as the current contract. The NEWCO Current Acccount

Value for the restructured contract will be the Group 2

2

Percentages, the Conmservator believes that there should be a differenti

In defining the relationship between the Group A and B Restructurirg

1

between the two percentages so that Group B iw approxicately 308 of Group A
This isave will be resolved during the court approval process.

1 L1C6299 47474
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Restructuring Percentage multiplied by the Adjusted
Current Account Value and adjusted by any outstanding .
policy loan. The outstanding policy loan will be
carried forward to the NEWCO contract. The NEWCO
contract will have the provisions and features
described in 2 -~ 9, below.

Interest Credit Rate - A current rate would be payakble
as declared by NEWCO annually. The contract could
provide for additional interest credits for larger
account values and for those contracts continuing te
pay premiums.

Minimum Interest Rate - 3% annually or such higher rate
guaranteed by the bidder.

Death Benefit Options - the policy would provide for
two options. Under the first option, the death benefit
would be the greater of the face amount or the account
value of the contract multiplied by the Corridor
percentage as defined in (a2) below. Under the second
option, the death benefit would also include a return
of account value provision. The death benefit option
in the NEWCO contract would be the same as the pressnt
ELIC contract.

Cash Valuea - Minimunm cash values of the NEWCO contract
will be in accordance with applicable law. The cash
value of the restructured contract will be the greater
of the Current Cash Values or the Adjusted Account
Value less a surrender charge. The surrender charge of
the NEWCO Contract will be calculated using the saze
method and percentages as the existing ELIC centract.

Cost Of Insurance - Guaranteed cost of insurance
factors for underwritten business will be the same zs
included in the existing ELIC contracts. For
guaranteed issue business, guaranteed cost of insurance
factors will be the corresponding extended term version
of the standard guaranteed tables. The interest rate
used for the guaranteed cost of insurance calculations
will be 4%. Current cost of insurance factors will be
as determined by the negotiation process and could
reflect, among other factors, premium paying status.

Policy Loans - Would be permitted at the raxinunm
interest rate provided by law and subject to any
restriction in amount as required by the Lien
Adjustment Factor and related provisions restricting
the use of the Cash Values. Any existing policy lcan
would be carried forward to the NEWCO Contract at the

12
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outstanding balance on the date the NEWCO Contract
becomes effective.

8) Prezium Payments - The NEWCO contract will include two
options for the payment of premiums. Under the first
option, a guaranteed premium would be calculated on the
Commencement Date to provide for sufficient sums,
considering the NEWCO contract guarantees, to mature
the contract at its current term. The second option
would allow the policyholder to pay a projected
premium, to be redetermined annually, based upon the

- then current cost of insurance and the then current
interest rate for the NEWCO contract. The prenjunm
option for the NEWCO contract will be the same as that
of the current ELIC contract.

9) Corridor Percentage - The death benefit corridor
factors required by federal tax law definitions of life
insurance would be included.

<. BIRGLE PREMIUM IMMEDIATE ANNDITIES

This class includes all contracts, certificates and
settlement option agreenents where periocdic benefit payments wvere
currently payable as of April 11, 1991. It includes death
benefits being paid under settlement options, single premiuzn
immediate annuities, structured settlezents and retirees
currently receiving benefits under qualified retirement annuities
(allocated QRA‘s and CQRA’s). This last group includes
participants in QRA contracts who are specifically identified via
schedules in the contract, as evidenced by a certificate, as
being entitled to receive specific periodic annuity benefits
beginning at a future scheduled date. For this group of
policyholders, the Implied Adjusted Current Account Value will be
adjusted by the Group A Restructuring Percentage and the benefits
currently guaranteed by the existing ELIC contracts as of
April 11, 1991 would be continued at the reduced level indiceted
by the Implied Adjusted Current Account Value.

d. BINGLE PREMIUM DEFERRED ANNUITY

In-force SPDA contracts include conventional products with 2
back-end surrender charge, other products with long initial
current interest guarantees as well as one form that has a benus
interest guarantee (Savannuity). Two forms, the Provider and¢ Tern
Strike contracts, include a market value adjustment. The
Provider is also a combination product including deferred an
and imnmediate annuity provisions. Under the Rehabjilitation Plan,
the Adjusted Current Account Value and the Adjusted Current Cash
Values will be calculated. These calculations will contain

13

ELIC6299 17176



158

adjustment factors to increase current values to reflect the loss
of future guarantees under the current ELIC contract. These
adjustments will also reflect any applicable market value
adjustments as of April 11, 1991 for the Provider and the Ten
strike products to the extent such adjustments are not reflected
by the extended interest guarantee adjustment and will alsec
include any adjustment for interest credit rate deficiencies on
the Savannuity contract. Under the Rehabilitation Plan all ELIC
contracts would be replaced by a single restructured SPDA
contract. Under this NEWCO contract, the NEWCO Account Value
would .equal the Adjusted Current Account Value times the Group A
Restructuring Percentage. Other provisions of the NEWCO Contract
are described in 1 through 7, below.

1) Interest Credit Rate - A current rate would be payable
2s declared by NEWCO annually.

2) Minimum Interest Rate - 3% annually.

) Bettlement/Annuitization Options - The new contract
would include guaranteed settlement rates including a
life option, a life with period certain option, one or
more joint life options and some long-term period
certain option.  “Long-term" means ten years or pore.

4) Death Bepefit - Newco Adjusted Current Account Value
plus interest credited to date of death.

5) Cash Values - Cash values would be no less than the
mininum required by law. The conservator expects that
the cash value would be defined as the Newco Adjusted
Current Account Value rinus a surrender charge
expressed as a percentage of the account value, with
that percentage grading to zerc by or before the
maturity dates as deterxzined by the negotiation
process.

6) Maturity Date - The later of the contract anniversary
next following the annuitant’s 70th birthday or ten
years after the effective date of the NEWCO contract.

e. BINGLE PREMITM WEOLE LIFE

The restructuring options for the Single Preciuam Whole Life
would include the following:

1} Continued current Pace Apount - Under this option the
policyholder would be permitted to continue the current
contract with the same death benefit, a reduced account
value, a reduced cash value and a deduction of current
cost of insurance charges. The contract would have a

14
ELIC6299 17177



159

NEWCO Adjusted Current Account Value calculated by the
Group A Restructuring Percentage adjusted for any
outstanding policy loan as of 4/11/91. This account
value will become the face amount under the NEWCO
contracts. Cost of insurance charges would be ne
greater than the guaranteed cost of insurance factors.
The NEWCO contract would provide a current interest
crediting rate.

2) Reduced Face Amount - Under this option, the Group A

. Restructuring Percentage would be applied to the ELIC

- Face Amount and the NEWCO Current Account Value would
be calculated by using the Group A Restructuring
Percentage. The contract would be adjusted for any
outstanding policy loan as of 4/11/%1. Assuping that
current cost of insurance costs are being deducted for
the option in 1, above, then it could have a higher
crediting rate than this option, which would not have a
direct cost of insurance charge. Otherwise, the KEWCO
contract would be the sace as the ELIC contract.

3) The NEWCO contracts would provide a current interest
crediting. rate with the Reduced Face Amount contracts
receiving a reduced crediting rate (e.g. 1/2 to 3/4 of
1% below other current rates} to reflect the Cost of
Insurance. These NEWCO contracts would have lien
provisions identical te those applicable to the Annual
Prenmiun Interest Sensitive contracts discussed above.

£f. PENSION GICs, UNALLOCATED QRAsS AND UNALLOCATED CQRAs:

These contracts would be restructured. The NEWCO Current
Account Value would be calculated by using the Group A
Restructuring Percentage. Any future values of the contract,
including any maturity value, would be taken into consideraticn
in determining this value. Calculation of surrender charges
would be as provided in the current ELIC contract, subject to
adjustment for the reduction: by the Group A Restructuring
Percentage. Any maturity option occurring during the Term Of The
Rehabilitation Plan would be modified to provide that maturity
amounts would be payable in five equal annual installments based
on a current interest rate to be specified by the bidder and
approved by the Conservation Court. Liens identical to thecse
referred to above would also be applied to these contracts.

g. CURRENT GRADED PREMIUM WHOLE LIFE AND TERM LIFE
PRODUCTS :

The bidder would have the option of offering these Group A
contracts the right to convert to an egquivalent NEWCO Interest

15
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Sensitive Product or provide for other options which are derived
from the principles set ocut above.

h. MUNICIPAL GICs AND OTEER GROUP B CONTRACTS:

Municipal GICs and such other ELIC consumer products as are
not specified above, but as may be identified by the Conservation
court, shall be Group B Contracts. These contracts would be
provided with a NEWCO contract which would have the same maturity
as the existing ELIC contracts, but which would have a NEWCO
Current Value calculated by use of the Group B Restructuring
Percentage. These contracts would be credited with a current
interest rate.

9. gunmary:

The cohcepts described above would result in the following
situation:

a. ELIC Policyholders and cther Contract Holders would
have new contracts froz NEWCO which provide them with
similar benefits to those they have under the ELIC
contracts, but at lowered accunulated valuves and with a
"lock in" period. By lock in peried, it is meant that
for the Term Of The Rehabilitation Plan they could not
surrender, or would have lipited surrender rights.

This period would be from 3 to 5 years. The exact
period of time would be determined in the negotiation
process with the NEWCO Investors and the court approval
process.

b. _Next, .Policyholders and other Contract Holders would
have contractual rights entitling them to a share of
the proceeds from the Liguidating Trust. The share
would be based upon ratios deterrined as part of the
Rehabilitation Plan. Assets in the Liquidating Trust
would include industry contributions, proceeds from
litigations, and proceeds from liguidation of other
assets not transferred to NEWCO.

c. Policyholders and other Contract Holders would have a
right to opt out of the plan and receive a cash payzent
in an amount to be determined, but which would be kased
in large part upon the present value of the net amount
they would likely receive in the event of liguidaticn
of ELIC.
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10. Conclusion:

The Conservator expects that this process will be a
challenge and that there will be many difficulties along the way
to a successful Rehabilitation Plan. Nevertheless, the
Conservator is confident and determined that this process can be
and will be successful. While the results cannot be expected to
be perfect, they will be superior to any "fire sale" liquidation
scenario. Particular interest groups must realize and accept the
fact that they cannot expect that the ELIC contracts will be
fully.paid. These special proceedings are founded upon the
principles of equity and eguitable adjustments must be made in
the course of the rehabilitation process.
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MORGAN, LEWIS & Bockius

Moxerria COUNBELORS AT Law WASHINGTON

LTF ANGELES

' 2000 ONK Looan Souart
PHILADELFHIA, PENNSYLVANIA 18102+ 8083

NEw Yomx

Miamt Hannissura
tonpon Teutmone: (818) $93-8000 San Oigac
FranKruRT [ —— Brussis

Toxvo
DaNIEL W. KRaNE

Oias oineet (218) Be3-sa0s

October 10, 1991 RE
D,
VIA PEDERAL EXPRESS 4Cryy,
CONPIDENTIAL COMMUNICATION

Lorraine Johnson, Esquire
Senior Counsel -

State of California
Department of Insurance
Legal Division

100 Van Ness Avenue

San Francisco, CA 94012

Re: ive Life I \4

Dear Ms. Johnson:

Enclosed for your review are a variety of materials
detailed below describing the members of the "NewCo" Investor
Group ("Investors"). As you regquested, we have provided an
additional copy of each item to facilitate the review process.
The information being provided should still be treated as highly

_confidential, for all the reasons set forth in David Harbaugh’s

letter to you dated September 17, 1991.

The Investors in NewCo presently consist of the follow
companies, in the percentages shown:

MAAF Vie 27%
Novalis, S.A. 20%
Financiere Du Pacifique S.N.C. 17%
("Finapaci™)
SDI Vendome 17%
Marceau Investissements, S.A. 9.5% O 1 70
Omnium Geneve —9.5%
100%

Confidential Pursuant to
Protective Order
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MORGAN, L.ewis & BOCKIUS

Lorraine Johnson, Esquire
october 10, 1991
Page 2

. Facsimiles of translated financial statements covering
a two year period have been provided for each entity (save for
SDI Vendome), along with original annuals reports (when available
in English). These financial statements have been translated
into English and converted to U.S. Dollars by the Paris office of
Ernst & Young ("E&Y"). Hardcopies of the facimiles, along with
the financial statements of SDI Vendowe, are slated to arrive
early next week and will be forwarded upon receipt.

As requested by Mr. Norris W. Clark, E&Y has also
prepared a general description of the major differences between
French accounting conventions and generally accepted accounting
principles used in the United States. Copies of this description
are also included.

With respect to the Investors holding 10% or more, I
have enclosed the organizational affidavits you reguested, except
the SDI Vendome affidavit, which hopefully will arrive from
France tomorrow. The organizational charts for these same
entities along with charts and lists of affiliates will be sent
by facsimile tomorrow as well.

Finally, I have enclosed the signed, original
individual biographical affidavits shown on the enclosed- list.
More will follow tomorrow, along with a “checklist" for each
Investor indicating all affidavits and other documents submitted.

I loock forward to speaking with you tomorrov to answer
any guestions you may have. Thank you again for your ongoing
cocperation and assistance.

aniel W. Krane

DWK/paj

0171
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MAAF VIE S.A

Directory

IRIGOIN, Jean
President of Directorate

CHALLET, Jean-Paul
GUERIT, René
SIMONET, Pierre

Oversight Commitiee
Mutuelle Assurance
des Artisans de France
(M.A.A.F.)
Member, represented by

SEYS, Jean-Claude

W&

Director General

SEYS, Jean-Claude
| Director General

i
ROUX, Michel
Deputy Director General

164
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NOVAUS S.A,

Board of Directors

DUCROUX, Jean
President -

LAFRANCHI, Bernadette
Administrateur

RIVAIN, Renaud
Adninistrateur

0173
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FINANCIERE DU PACIFIQUE

Manager [Gerant]

MORALI, Véronique

0174
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énte par: 33 1 477628 Stevon le B4/18/91 28:14  : WORN Pyi 2713

Main differences betwees US QAAP and French GAAP Rmst & Young

GENERAL DESCRIPTION OF THE MAIN DIFFERENCES BETWEEN
US GAAP AND FRENCH GAAP IN STATUTORY ACCOUNTS

Freach statutory are produced according to a model defined by law (Company
Act of July 24, 1566) that updatnd In 1982 10 ensure conformity with the EC's Fourth
Directive. A specific chant of was introduced in 1986 for consolidated

The peesentation is made before appropriation of peofit.

A Company sheuld produce noies to the accounts which are similar 10 the US companies’
notes. Companies also have to produce an annusl report end.of course, tax veturns
(which are very usaful 1o und d the 1ax computation)

An audit report is required for sl SA companies (Sociélé Anonyme). Auditors express an
opinion suatcd in the auditor's gencral report, on wheiher the financial statements give &

true and fair view of the pany’s position. The audiiors must also report on related
pany trensactions in the auditors’ spectal report. .
The ¢t ed who produces the cannot be the auditor (Commissaire
auz Comptes) of the company.

French GAAP for statotory accounts are found in Company and Tux Acts, and legal form

Arent, In gk

over

P

CONSOLIDATED ACCOUNTS

As for tidati hods, diffences b US and France pructices conceming
tidntion are not duc 10 the impl ion of the EC's Seventh Directive

in France, which 13 in accordance with US GAAP,

Consolidation ie compulsory since January 1985 for listed companies, else from Jununry

1989..

Consolidated Income i not avatlable for distributi

0175

Confidential Pursuant to
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nie par: 33 1 47762633 AT le 8418791 28:14 4 NOMt Py 3713
Maln Giffeseaces botween US GAAP and French GAAP Emst& Young
GOODWILL

Ooodwili mey be recorded only If it has been purchased. Unless its value is legally
protected, goodwill is usally 1sed in lidatod

Goodwill depreciation s not compulsory In the siatviory accounts and cannot be deducted
for txx purposes, - :

INVESTMENTS

There exlste four types of investments:

« Investments tn affiliated companies: investments must have beon scquired through &
public offering or represent at least 10% of the affiliate’s shars caphal, with & purpose of
creating at least & lasting economic link. They are accounied for at the lower of cost or net

asset value. Speclfic information n the notes is required on subsidies an fated
companies.

» caphalised porifolio secutities are securlties held for medium to Jong term profic. They
are d for st purchase price and depreciation is provided for, Discl in the
notes is ded of the estimated value of the portfolio at the beginning and the end
of the year, compared with Jis book value,

« Other in are those, excluding | in affilisted companles, that &

company intends to hold for a Jong period of time or that it cannot resell in the near
future, They arc acoounted for st the lower of cost o net sset value,

+ marketable securities acquired to make 8 short-lenn gain arc valued at year end at the
lower of cost or nct assc! value,

For statutory accounts, investments are carried 8t cost less depreciation when necessary.

PENSION COMMITMENTS

Pension commitments are not recorded fn the French statutory sccounts but are disclosed.

In Prance, pension benefits arc financed on a defined benefit scheme basis by
fbutions of both employers and emplayees 10 legat bodics and mutual insurance

groups. Additlonnally to this gencral scheme, a legal provision requires the employers o

pay thelr employees & reti premium at their red: lving date.

This defined benefit scheme, and {n some cases other speclfic one's, called “pensions

commitments™ need 1o be disclosed in the notes and opdonnally provided for in the

statutory accounts. . O 1 7 6

Confidential Pursuant to
Protective Order 2

ELIC6299 02232



169

nis pari 33 1 4776280 ASTYOUNG is B4/1B/91 2R:3¢ NORM Py: 413

Main difTereaces beiween US GAAP and French GAAP Erast & Young

Amounts nvolved arc in fact far Jess significant than in the US where most of the
pension benefits schomes operate on a defined denefit scheme basis and weo:dmg o
specific employers / employ ats.

Pension commitments can be ncwdcd sgainst the rescrves or amonised over X years.

LEASING

Leased asscts are not capitalised, and rent paid by the user coastiutes an expense.
Dlsclosure of the original cost of the assets, the depreclation expense and accumulated

ciatl , i3 required in the notes as 3f the leased assets had been purchased.
lhnee does not recognise the difference beiwech openting and finance keases as ofincd
in the US.
Leases may be capitalised in lidated when the purch g ent is not
cancellnble,

DEFERRRD TAX

In gencrel, deferred tax is not secorded in the stattory except on lidati
- only dug tax is recorded {n individual accounts.
Defesrod tax i3 Instead disclosed in the notes 10 flnanclal satioments.

PROFIT AND LOSS ACCOUNT

¢ Income and expenses arc presenied by nature rather than by function. As a
consequence, gross proflt docs not appear on French income statements,

* The income statement & spliinio three separate pans:
- openating
- Ginancia!
- exceptional .
The meiching concept apphes in each of these three elements,

« Unrealised forelgn exchang loucsmb ded in the profit and loss account, but
lised forelgn exchange gaing are deferred

0177
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inie par: 33 1 47762833 | sTerom

Main differences betweon US GAAP and French GAAP

Is 84418/91 28:34 S NOMM Py: 513

Emst & Young

APPENDIX: COMPARISON OF ACCOUNTING CONCEPTS

FRANCE

QGolng concern concept

Accruals or matching concept

Historical cost concept

Consisicncy prnciple

Prudence principle

Maicsatity concept

Economic substance over legal form concept %%
Qrossing off concept

* Except revaluation
«#* Except for consolidation

Tl

o
[

PR

0178
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MORGAN, LEwWiS & Bocxius
COUNSELORS AT LAw
ZO0O ONE LOGAN SQUARE

WARHINGTON

" NEw Yok
PHILADELPHIA, PENNSYLVANIA (903 -6003
o Hanmissunc
o Teieewont:(R1S) 283-8000 San Digao
o - . Faxt (218) 083-5208 BrussILs
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Davip L.HansauGH

Duas DimecT CEIB) o : %%3,& $‘® .
5 W

EAND DELIVERED

I

Lorraine Johnson, Esquire
Senior Counsel

‘State of California
Department of Insurance’
Legal Division

100 Van Ness Avenue

San Francisco, CA 94012

Re:

Dear Ms. Johnson: = -

Enclosed are (i) an ?kfﬁ;l and two coplies of the
Statement and Affiliates List for Omnium Geneve; (ii) two copies
of the Statement and Affillate List for SDI Vendome; (iii) a copy

. of my letter dated April 7 to Mr. Bean supplying responses to his

. follow-up inguiries on our original pro forma presentation; and
(iv) two copies of the MAAF Vie "Best’g-style" analysis.

Should you have any question with respect to the
enclosed, please let me know.

DLH/ars
Enclosures
cec: Richard Baum

0488
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Omalum Geneve B.A,

lnyessor ownershis Interasta in Altus/Cridis Lvonnais:

Omnium Gendve and its sffilistes neither hold, evn ner

control intarests in Altus/Crédit Lyonnais eor
their affiliates except as follove:

- Westleigh Roldings N.V., & holding company formed under
the lave of the Metherlands Antilles and of which
Ccznium Cendve holds 32,.5% of the voting stock, has a
soz.l:.: oquity Mtgiu:&on' in tt':‘nium:e Terlé 8.A.,
a holding company formed under avs of France.
Altus Finance is an §% shareholder in ftablissenen
Tarlé. In addition, Altus Finance’s affiliate £37-
BATI? holds 38.13% of ftablissament Tarlé.

- £tablissezent Tarlé owns 30% of Pinacer S.A., one of
Paris’ leading brokerage firms. In addition to its
indirect. ovnership interest in Pinacor, Altus also
directly holds 30% in rinacer.

Alsus/Crédit Lygnnais Ovnershio Interssts in Investor:
Altus/Crédit lLyonnais and their agfilistes neithar own, hald

nor oontrol ownership interests in affiliates of Cmnium
Gandve except.as mantioned in ¢ 1 above.

Soptracts_to Contrel Manageament and Policiast

A. There are no contrasts or similar arrangesents
presantly in affect pursuant o vhich Altus/Crédit
Lyonnais (or affiliates) exert or can exart, directly
or indirectly, control over tha management or pelicias

of Omnium Gandve or its affiliates.

3. There are no contracts or similar arrangements .
presently in effect pureuant to which omnium Gendve or
its affilistes axert or can axert, directly.or .
indirectly, control over the management or policies of
Altus/Crédit Lyonnais or their affiliataes. -

ordinary Course Transactiona: s

The folloving is ¢ description, by type, of business or
2inancial transsctions and mm::nnu'chw in the
ordinary course of business Sealings between Omnium GCendve
e:tﬁ: :ﬁ;.u-u- and Altus/Crédit Lyemnais (including

a a LI .

Confidential Pursuant to
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- cmnium Genéve has no present accounts with Crédie
Lyonnais.

- Banks affiliated with Cmnium Gendve may presently
conduct business vith Crédit Lyonnais. {Tbis needs to
be mere fully explained. Do ye have any sore
information regarding the agfiliates’ doing business
with Crédit Lyonmais?)

Extraordinary Transactionst

There are no extracrdinary transsctions presently in effect
between Omnium Gendve (including affiliates) and
Altus/Crédit Lyonnais (including affiliates) other than as -
described in ¥ 1 abova.

Source of Pundg for Investment in Holdco:

‘The socurce of funds for Omnium Genave’s investaent in Nev

california Life Holdings, Inc. will be as follevs:

- omnium Gendve will borrovw the funds by drawing on an
available general line of credit granted by its
principal banking’ institution, Crédit Suisee (Geneva,
Switsezrland). No specitic t for the b ing
of the pertinent funds has been sntersd to date.

Businass Dealings with Auroras

Apart from its ownership interest, neither Omnium Cendve nor
any of its sffilistes are expacted to have bBusiness dealings
of any kind with Aurora.

I declare under panalty of perjury in accordance with
the lavs of the Stata of California that the forageing is
true and correct.

Signed tnis Pl b day of Hqu-r 1992 at
Y

g VTUM GENEVE S.A.

BY? Jacques Thunnlesan

Confidential Pursuant to
Protective Order
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Domicile: Switzeriand
Busisess: Holding compesy.
Subsidiaries:

174

L Iovestban Corp Holdiag S.A. (SL5%)

Domicils  Switzariasd

Busisess Holding compasy.

Subsidiaries

A Ouism Gaiw SA Q110

Domicila
Business:

Omaium Geabrs is 2 publicly traded holding company having

fatereats in faxacial ead beking instirutions ia §

France, Germany, the Notherlands and Great Britain. It does 80t
operats witkin the United States, nor does & own azy interext in
a8y insurancs company.

|

Domiclls  Switrariasd

Busineast Baak boiding compaxy.
Sebsldiaries:

& Asker Baok (RR%)

Businnax
Bus Sos Schedule A sttached
Unifiaa Establissement Fiasacier O5%)

Confidential Pursuant to
" Protective Order
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4
Bast e Netlieriands Astilles
Holding compusy.
Subsidiarier:
s Etablisasment Tard (501%)
< France
Sevida ing company.
Scbeldiarias: Holding
& Bascor (S0%)
'.IH' France
Ose of Paris’
leading
idiaciens  rokerage firms.
s Srokengs £
chart
§.  Anker Unternchmspsverwaltnngs GabJ, (100%)
..lﬂ. Germany
Bask holding compasy.
Subsidiartes:

0
Conﬁdem'\a\ pursuant t
Protective Order

0492 B ELIC6299 04618
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§8.CrL
(Ses above)
(See abowe)
'8
Domiclie: France
Subeldiarias: § compasy
L Banoae du Dime (69%)
Domicile Francs
Basinass: Banking
Subsidiaries: Noas
o Lisfioa Q0%

primarily assets in real estate): Finispierre 1, 2, 3 and

0493
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'FINACOR S.A.

au 24 mai 1991
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3.

3.

Finalliance.

- ERPL NUVALL LANLE > 1 6 o v/ 51 I¥Ye-Pb-U/ 1191 Bi-va & L 1Y
1, Investor Ovpership Interssts in Altus/Coédit ILyonnaiye

8.0.1, Vendlse and the companies of the AMA Group neither
hold, own ner control wnouhtg interests in Altus/crédit
Lysnnals oF gny of thelr affiliates eycert as follows:

- Xovapar, ‘s holding company in the Novalliance Group,
owmns “"P:: Novafuturs, a holding company, which in turn
owns 3% ©f the voting stook of Banque Sags. As of March 31,
1992, Altus Yinance owvned 348 of the vot stock of Banque
S8ga., Al of these entities vere forsed under the lave of
T .

Altua/Cxedit Iyonnais Quasrship Intarsats An Invasters
Altus/Crédit Lyonnals and their affiliates presentiy own,
hold or control owneredip interests in the M Group
oconpaniss as follows:

- Altus Finance holds )4.05% of the voting equity in : i
Alain Nallart ot Associés ("AMAY), ’

Altus Finance holds 2¢.09% of the voting equity in
- Crédit Lyonnais Investissemsnt (*Clinvest®) holds 188
?fc;::(' \)reung squity in Conpagnie rinanclére Alain Mallaxt

- Clinvest holds 178 of the voting squity in Novalliance
Innobilier. s ¥

M1 of the forsgeing companies vers formed under the lavs of
rrance. red

Credit Lyonnais and its affilictes are from tine to time
o ame a8 wanewmd ¢ -l as

® athan SWE Auaie Anmne! Sua & &

VEHELE We LBWMIY Ait VMISL AR WeWMY MMPEISSS s owe 3 v, |

Santracta to Control Managemant and Policisst ELIC6299 04291

Thers are no contracts or sisilar srrangements pronnu¥ in
effact pursuant to which Altus/Crédit lLycnnais or anr °
their atfiliates exert or can exart, direatly or inairectiy,
oontrel over the managesent or policies of 8.D.I., Vanddme or
&Ry of the ANA Group ccapsniss, Howsver, &8 part of the

¢ i , ' j
e |
0495
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various commerciai iendets, dnciudiag Altus/Crédlt :;,'sr...hs,
ens ohaves 22 the qlven cosnany ave oovmaiARAlIY Dladsed 4y
:ho Tender te sacure ropaynent of lines of credlt or similar
routine Jsnding., Such pledges would permit the lender to
own (and thersfore vots) the sharss only in the event of &
defsult on ths relevant loan or financing.

.1

4. oxdinary courss Transiotionss

The folloving is 4 dm:ﬁyelcu, by type, of business or i
finansial ¢ arieaing in the
ardlmry oourss of buunou "dealings batveen 2701, Vondsne

roug conpanies and Altus/Crédit Lyonnais
(inol\adtw atgiliates): /

8,D.I. Venddne has & current acoount vith Bociétd de Banque H
ot do Txmnouon (-nrr-), s subsidiary of Altus rinancs. :
Through this 8. has dine

D.1 i
single currency hedgi epmuon designed to reduce the t
ok for mm- tn'the Ub US$ = P exchange rate at the time i
then contemplated of §.D.I. Vondeu'a investaent in Nev
calitornia Life Moldings, Inc. The currancy option expired
by ite terms on January 15, 31981. At present, tha sur
acoount has a sero balance.

With respsct toO the ANy cospaniss Of the AA N“gi
onal

numerous ongeing ordinary courss banking relati axist
wvith Altus/Crédit wom 8 a» vell ss omz ocommarolal
lenders. These yelati involve maint of routine

bank accounts, routine oparaticn loans, lines of credit,
letters of credit, routine purchases and sales of securities
and investzents, and other customary banking sexrvioes.

These relationships slso include overdraft facilitiss
(short~tera credit lines), sedius= And long-term orsdit
linss, darou noeounu, propcny tinancings secured by
orédit-dail (& form of tirance l. ). currency
transactions, and, froa time to t dvisory services in
respect of mergers and uquhulm\ .eum.m.

In addition to the feregoing, Crédit Lyonntis and its
afziliates provide ARA Orou m{mtu with customs
guarantess to secure the obligation of the companies to pay
the Prench state amounts to be collected from shippers in
respect of value-added taxes and sxoise taxas in shipsents
a0ross borders,

5. Extraordinazy Transactionas

No Ssxtracrdinary transactions® exist or are contesplated
betvesn §.D.1. Vendtme and-2btus/Crédit Lyonnais or any of

Confidential Pursuant 1o
Protective Order
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their atfiliates. Appreximstely 20 to 28 mnu-aumv t
trensactions have ocourred betveen ocertain A Group
cospanies and Altus/Crédit Lyonnais, anolvlng Altus/Crédit
Lyonnais 33 spoensor of the AMA Oroup, none 0f vhioh fmpact ¢
in any vay the manageasnt, mrlhl or um:ol of 8.0.1.
Verdéms ot Nev Celifornis Life Neld Thase - H
transactions are not requirad to be pubiuly daisolosed under
Fronch lsv or uny other relevant luv which the oompanies :
ars subject. Furthersors, nons of the trunssctiohs bas ever i
been pudlicl ex»xoua: mcnl involve the use of
{;o r¥ and a1l H
volv. in nmtlu that s pvuntnnx valuable %0 i
coupetitors, H

Altus Finance and coupanies of the AMA Group may each hold i
uinority interests in other niu-un{n:awanlu. vmz ¢
such oircumstances, Altus Pinance amd es of the
AMA Groop do not act togethsr regarding svoh investments.
(!Mau, ander Franch liv, sharsholder agreswents for the
ot ies is unlavtul and oubicct
to erhlul peralties.) None of these transactions wi
pernit Altus/Crédit uonmu £o, dtmuy er lndtueuy,
exert any influence oi r the
sansgenent or peuahu of 8.D.1. v-ndho or New California
Lite Holdings, Inc.

R VT 0 :

_The source of funds for 8.D.1. Vendtue’s investment in Név
calitornia Lifs Holdings, Inc. will be as followss

The funds will derive sxclusively from ths personsl assets
of Nr. Alain Mallart, ths ultisste contrell parent of
8.D.1. Vendtes, Thess funds vill be transferred to 8.D.I.
Vandéas, which ia turn vill use the funds to purchase the
conteaplated percentage of shares in New California Life
Boldings, Inc. BSxcept as noted belov as to the form of Xr.
Nallart’s investaent, neither Kr. Mallart ner l.n.x. Venddne
will borroM any funds to Bake the i the
o! 8.0.2. Ve and New Californis Life leldlnn vill not
be subject to any pledge or other form of ancunbrance.

The funds transfar by Mr. Xallart to 8.D.I. Venddme vill b

made in the form of & capital contribution (purchass af

shaze capital of 8.0.2. Vendime) and poseidly 2 loam by nr. .
Nallart to 0.D.I. Vendéms. Nr, Mallazt has, as yet, not

deternined whether tis investment in 8.D.I. Vendéme will

include a loan and, if it does, the amcunt and cther tarns

of the loan. A final duhton will be based in part on tax
considerations at the time of the investaent.
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i
7. Rusinaan Dealings with Aucqxas

Apart from its ovnarship interast, neither 8.0.I. Vendome
nor any of the AXA Group companies is expected to have
business deslings of any kind vith Aurora Natjonal Life
Assurance Company,

I declare under penslty of perjury in aocordance with
the lave of the Stats of California that the forsgoing is
true snd correst.

signed this 6th day of April, 1893 at Paris, Francs.

$.0.3. VENDONE 8.A.

¥yi  Alain Kallart

s

Confidential Pursuant 10
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Py A00AERY ASTIVOY -
S0 VENDOME . PI——— Sronah toldng Compary ne
. 008 Pars
MUODRIEAL DEASENENE 4 ovarus Heche Pronch Hoiding Campry 14,00
1o sare
AMA € oveonn Hoahe Frone Wity Campwry -
15008 PANS . 3.2
FINALLIANGE 4 orwacn eshe Frorah biaiang Campany .
Tio0s PANS 31.4
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FORGRN LEUIS § 30CKILS

N 205 P

N LIANCE GHOUP
. = y73 s el Y Y1775 Rt o
cram ¢ o Hooe Hokgoargey YT T (a2
75004 PARIS
L 131 4 pans Moo Consunait I roaf evwe ond in | 80,00
- 79008 PANS e _bulding in
onn 4 evorwe Hathe L1TL #0,00
Y5008 PARIS
L1 DB VITERGLLES 48 verm Ve Yo Propenty Neidng Compary 100,00
. 78010 PANIS
——
€1 TAARSZERT ROUSIVELE 482 even e Jurvs” | Progeny Wiy Company s0.00
8413 AR -
421 LIS AVRKAS 101 Ousi Biaree Goite Bugony taldng Oompeny 30,50
. 903 Low .
BCH SBCALE BLANGHE 100 Ouai Piorre Seize Fianeny tisidng Company N
% LYOH :
WO 1% ¢ o de Chateoy Poni Come Sanepament e
faocomusTEnna
s 1 rvs Ambeies Pt Rout Erame Maagoment L2
15000 PAOIS
PINANCIEAS POR e de Manotew Howing esomppny 40.00
y 4 PANS
AN 4 rve de Richaloy Pl Maragament $3.00
2400 PARS
HOCHE A 4 evews Hoshe Fund mewgement 49,80
75000 PaKiS
HOSHE ASSURAICEY 4 ovsrns Howng 1 Hwe e Brokas "0
(omABMORS 75000 P Ane
PONE AOOLSS 152 b 0 Pog Bars-Dunis | rinning of B etesions vaining | 9994
75816 PARS s
QUADAONA € orerwn Hothe Hobfing wirpeny "o
75008 PARIS
FINANCIERE C§ RIINY 28 v, Marswtn Sentheist | Nodiry mrenw 0.9
0000 GAENORE
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Z74VR-1992 17110 FORGAN LEUIS & ZOKILS 22N PM
L mAPT RUUNGLiaNY 74 —— -—
SEAM_GBOLP
st ADDRESS Acuwity %
NOVALLUNGE 4 o Howw Heing Compory .47
TIX04 PAME
TAANSPENT INDUSTRIE 30-44 1o dus jarding indusicial atvigen 4081
37000 BAN SANT RARTN
NOVATEG 4 svores Hesre adustrisl sorvisss .00
73008 SANG
0" §1 10 ov Mecher firancisl sarviens - 00
71008 PANE
SEMOE 5 nn Soheolher Firarwlsl voniess $1.00
73 porrY HE PAANCY.
SALUN 14 ne Bemilanre nginasivg In pharmasosl o0
€130 LA LHAIEE ST-NETOR induswy .
(L 14 e Sont-nive Ergnoering 3 phasmaton) .00
41140 LA CHAUSSRE ST-VCTOR Induawry
Labersiaired Mesmre M G0y Collartes Enginenring I phavnmiionl 10.00
29000 AUXERAE Indusr,
NOYAROPT 132 rve du Fop R-Donie Holding sampany 0o
75018 PANIS
|11 118 2warus Joan Jaurde Yoiding Comotry 34,00
75018 PARIS
Portot  evenus de Navevpe MRoahor .00
2018 PAR)
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22 IRPIIS P19

LRV S HUVMLL SN 22 i LA A SR LAS S
NAME ADDRESS ACTIVITY »
ANSUMA Wasslandissn 3 Cistripuion of smel acosues 14,950
2140 LOKERNEN - DELOUS
Heg 19 foe 38 Lasserans Hanuiomnrs of Cork "0
472% LAVARDAG
NEA 16 e Emie Maroasdhe Ingusrisl gloaning 4.0
58100 LOMGNT
(11} 4 wverue Hooe Heiding sorpeny 1.0
73000 PARS
10 courn Louis Lumides Induarial wemning 100,00
4300 YINCENNES
» SEND 18 averve are Reprovant ingusirial cleaning 70,00
L KT SAENORS
» (SE9 o0 18 ovenve Murie Reprspsrd opevial simaning [[X ]
L 30130 OAENOMS
[ ) o 14 ivenvy ety Roywserd inguertsl slsening e
28100 .
use 133 rve wu Fy SaieDunie Sasurily, guarding 94,32
KECY™IS 41 e L Longy Mdesux Was manegement .00
4457 LIMEL-BAEVANNES
COOR iniecgbchets 41 0o Lo Lings Ao Wasie maregement - 100,00
94487 LINCL-BREVANNI
LMDt 1 olde de Crarves Logisiins sorvises 94,80
SOROE AUX
i BITAIR 41 e Lem Longs riveo nduariel seroes 3.3
i $4457 LMELBARVANNES
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PORGAN _EU1S ¢ 0KILS

- oo e i wm

v e

Nz’ 2

IRAL
RAME ADDRESS ACTIVITY <
BOTANL Aoute ¢e Rombes lnstaliation, sssembly and tranaler E1 8-
$7140 WOPPY of_industral plars and_ mechinery
FOTRX, SOCHAUX 12 ve oy Sinde Instanstion, sssembly and angter $0.00
35208 GRAND-CRAANONT o Wndusirisl pisnt and machinery
OEM V40 rve dos Jarking insidiation, sssembly ond wensler | $0.00
STUS0 BAN ST MARTIN of_ingustriat plant and machinery
AMS ¥ e Macel Oussovt Indusitial cloaning "o
$1430 TINGUEUX Coson
SEN 9 tve Devs Pogin Instaligtion, sssombly and transier 3400
38800 PON 08 CLAX of Induawiiat piant ond machinery
TEAM MICA TRANSFERY 4 tve Cmest Macen (anialiotion, sesembly and wanster 500
¥I07 VALENGIENNCS o Inguetriel plart and machiney
$CI Tranefen Rougevitle 34 We Crmon Macher ¢ . $0.00
90T VALENCIENNG S
=¥ §LECTRO TEAM e Ambroise Creltat b $1.00
39125 TRITH SAWNT LBGCR
1 VAL GLEC §4 e Erven Muesre - 70.00
$5002 YALENCIENNGS
INMOTEAM o0 TEAM, $4 rve . Macarse | Wanle recyciing 809 1acovery 43,00
AN ~ .
REPAR XETAL NORD B4 e B Masorsz Instalalion, sssembly and Vansies .60
§5302 VAL of ivﬂ\nﬂd_ﬁ_ul .c_‘ﬂl_mﬂilory
TRANGTERT SEAVICES 3 e ¢ (uding Tronspert by inland waterway, 9020
$7050 BAN BAINT MARTIN industrial sarvices
BYSTEMA o TRANSFERT $6AVICES lastallation, assembly and raneler .00
3% e dm jarding ol indonisl plaml 3nd mashinery
S708) BAN SAINT MARTIN
DRRGON [ & % ¥ lnstalistion, sssembly and Kanster 34,00
3014 CLOAVOND FERRAND | of industrisl plant_snd mashinery
oK ups o8 TRANSFEAT SERVICES | Alroco lonsing ' .00
38 18 Sos jardine
$7030 BAN SAINT MARTN
$G1 0T ATATHE o0 TRANSTERT SERVICES Property holding company 42,80
3 e g Jariind
$7000 BAN SAINT MARTM
ELIC6299 04300
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FORO _EIS T SOXILS 2 9R™ms p2
(Y 1 4] i':UVNLLA‘"‘-‘ -3 S ww s+ v srr e am &

TICHIPACCIS Reuts $o Rombas innateiion, sssambly and wanster | 92,30
57140 WORPY of indvarial plart and machinery

COLOMAY Alsior do o Aotonds Troding and Sorvicing ia inguariel "
S40 PONPEY mutestag

LAFON Avorne Vieter Huge Fivid contrel 90.60

L 33530 BASSENS
BARRGART Averva Lovis Lumibte Fiié sonet 45,00

148 PEAIGNY N

VATALOR LAFON 1113 e Jaan Jewrde Fivid sonred .00

OCTUMER & Chenin Climent Lalegue Inuslistion, assombly and transter 49,00
33088 MARTILLAG o ingustial plaat snd machinery

otpom 12 e W Borhoint Inustiinl menudacturer 0,00
71 és & Oranse Counrs
#5600 GONESSE

E—-1.3 o SERVICES assembly and Marsier 70.00
36 e des Jwrdha of induetdal plant and mechinery
$703 BAN SAINT MARTIN

W PESAGE T 26 . Marcatn Borineint Wolghing 71,20
34190 GAENCBLE .

EFALBRION 148 8v. & Géndral de Guile Industiial advenising 34,00
$7050 LONGEVRLELEI MCTZ

T AVSTRIA n smerdly and uendier | 80,86
9620 KLAGENFURT: AUSTRIA | of indvaial plem and machinery

ELIC6299 04301
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rORGAN IS & 30CKILS 2 3|\ P22
XM, NQUMLLLROLE v e vw rr ®s e .
S0 IRANSFr o LSERVICES GEQUR
NE ADORESS ASTIVITY h ]
TRANSEST Pat $iive ¢ Thionvide:lange | Transpert by leignd watarway 6.0
7198 ROMNOE
SAM MOSEL TRANSPORT | Rholn Svasse § Trantper: 2,00
. 4100 Dufsiurg 17 « OERIKANY
{owmepes ol Pyase § . Wi magement si0e
4100 Dusinry 17 - Gening
nroy Aroin Srasee § . Teanoport "0
0100 Dvistury 17 « Qenvery
LAGENDK West wagen Svamt %0 Transsoft by iniend naisrway 34,92
.18 » AW
CROMATE REAVIGE SR 13, svenus 94 Ny Geuipmont hew (1K}
$4900 JAANY.
> 083M 84 60 Fongranier Handing on 5206, s Toviogs .3
13190 PORT O BOUC
o OEMAY Roae 8¢ Fermeh Pont handling, lnvenry dewrel 1800
$7152 FLORANGE
s 26 rouw de Famees Carpmem Nes 3,33
$7192 LORANGE
o LECLERG 34 ¢ tonpeuiu Cwipment Nrg .33
13110 PORT D€ SOUS
CLOMATE TRANSPORT B9 13 verun do Navoy Trensport 100,00
84900 JARNY
- OO\ GNC 38 rve S0 e tngusinal enginewiing .00
$7008 BAN BAINT MARTON
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FORO™ S 8 2CKILS R T Rms L~
PYC T S v, -
: DOVAILIANCE GROUP
Nang ADURESE ACTVITY -
STOCKALLIANGE 4 gverve Moche Creatics and tuaning of warshovses| $9,88
75708 SNy dochs oM river pans
TRANSALLIANGSE 18 route de Fameck Transpont, storage and bogisies | 90,15
§7190 LORANGE
E' -4 4 svenus Meehe Holging Company specisiissd it 28,13
76008 PANIS tranepon
ACTINVEST 26 av. Uwroslia Basveln | Hoiding Compary 100,00
38034 GRENOBLE Codax
AgTO 28 av. Morcetin Derthelot ¥olding Compeny nn
30038 CRENCLE Codes
TRANSFENT INDUSTRIZS 3040 e dos Janfine Indusrial serviess 80.18
57080 BAN SAINT MARTIY -
- SCOP VOA Nus Frangols Argo Gless tectory sh.7¢
: 4100 M8
m .
Loumn VOA Rue Framols Arage Glass tactory 20,00
41000 ALSI
ocor wn sverue Joaa Lotve | Holding Comoany specisiesd in "t
L 23807 PANTIN Paokaging
ADI 4 Everwn Moche Holding company .70
78008 PAR!S
NOVAPAR 4 avorus Hoshe Packaging, marketing .00
75000 PARIS
NOVALUANCE IMMOURIER 4 avorwe Heshe Holding Company 59,00
7808 PARIS
NOVALLIANCE COMMUNIOATION 4 avenus Hoche In House advenising agency "
15008 PANIY
HOOHE IENA FINANCE ¢ verus Howhs Financial serviors 33,00
76000 PARIS
BOFT PROGREIS 57 ve Dneet Roran Compurer voltware "8
$1100 RETMS
JUSTE A TR 320 rve Salnn-Honord Consultant and betviess 40,00
75001 PARSS
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DrR LT16 FORGAN _ESIS L B0SKILS 25 MM
Hod ADORERS ASHVEY -

AMSA Lo Mand Helding maseny 0.0
54808 LILTTEN :

PAEATRIQ 132 70 0w Fop Bairt-Donig LIV X 1]
15010 PARS

NOVARUTUME 4 averne Heere Heiding eorwany "
14008 San

AM PARTNERS 4 avorue Noch talsing msenpeny 4808
70008 Pary

MED 43 averg Frotond Managemini dervions as.o0
14000 SAY

LEASE Al 11 e Lolzet AieraR rantal 34,00
W30 TORLY -
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RGP _EalS ¢ 200KILS 2 oEns P

=2 NQ LIANCRIMMOBIIER
S P
T AR ATV -
NOVAFFING 13 e Finjow Meiting Corpury 0,00
70000 Pases
E 114 3 W o Papve Coanrvetion 81,20
1R PANS
1 DES MONTY 4 wvinwe Hache Propeny hoiding company 100,00
08 PANS
SONOMAS 17 e Dumont SUVIRe Wareshousing 449
14500 SADY
PANCAVOINT 19 e Sothot Wareheusing 0.0
40000 LLE
uacA 82 wvanie Sribine Warsheusing [ ¥ 1}
: $1035 ARPWS Codwn
S.LLPE 4 dvorem tme Folling vorpeny %08
5008 PARIS
3 SAAONOR 84 B O - Avtoiewte AS fotl ovtate heiing sumpery 97.40
13650 AULNAY S90S -
(Gworxr services) MO Moo At 05.00
’ 3000 ARNAY 5408 .
1Carenee xpiotaten): | 8t O - Atorevte AL Mansgement 8nd Developmens 100.00
S0 AULNAY S80I o worehounleg shee
1 (Garonor Rissay) 4t G « Ao AY 108,00
$7600 ALLNAY S0i8
¥ (Garensr ingdiarie) Bt O« Avsreune A1 108,00
. B0 AULNAY 380t
ELIC6299 04305
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R3S

FCR LBUIS & ZOCKILS pry P.2%
[ 1L 4% ‘!UV'ILBL""&B - e we
) £GP GROUP
TNE __aooen AcTviTY 3
QAULT BT FREMONT £ nt do Bordanux Cuthest teuas "
37012 TOURS CEORX
PARES EVBALLAGE 2 ds Marooupot Cargeand hoxes ".20
£1210 MONTMIRARL
(57 Y - y Pepet 90,00
85300 CALURE
MO Carton Systeme 2O Bon 8, Bpoke Cutoord bonse 8,00
LIVERPOCL (24 WA +GB
PAPETENE U NORD 166 e VB Doirckies Pipoe Induairy 7,00
80170 0RO
ARl 4 sromn Hoche Hokng sompany .02
78008 PANIS
NOVAPAR 4 avenue tioche Holding sompery 35,00
15000 PARIS
EMBALOO Heitweg 91, §720 KUUANE Corsheard bozes ".00
m
PENICAUD PRACFESSIONNGL | 2% rue <o in Muverdiee Avte-parts  olutridution 42,33
$7011'LIMOGES Coden
BC1 PERCELIN % 03P . 2228 av. Joun Loiive | Propedy hoiding sompany 1,00
93907 PANTIN Coden
8C1 PARENT LAYARGNNE o9 COP - 2228 av. Joun Loive | Prapenty hoiding sompany 485,00
3 PANTIN ©
ELiCs2389 04306
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epR=1932 17111 R~ zaxns PSS
ML ADDRERS 1ETiviTY [
PANS ENBALIASES T 90 Weoupet Cordbanrd b0t 80,70
. $1210 MONTVMAR .
NGRI. SARNERCH $0:12 e Charlen-Berasy Cartvenrs wzes 106,00
. 000 VALREAS
coar Rue ¢0 o Bereusins e . ) 100,00
: 4% VALDUNDEM
SOTRAMA MARL Rve ¢ 1b Soravlibes Ne peiiviy 100.00
41700 YHLEMANDCUR
TINOLAT 8. 32 reve o7 Lignikess CHmous oot "4
1200 BAVAL
WIRLY 0 Bax SONY Popt sonvaner, snfiowd bonse 100,00
Q0 TN N
PAPETERIT D LA FOURGHE T 0 Coviy Pagst indusuy 100,00
Ve §Orvinens
60490 ALSSONS SUR MAT2
. o
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TTRR-1932 112 2 s Py
IS N
) MORY_GROUP
NANE ADORESS ACTivITY L]
MORY LTD 20 Slackyiars Lane Hoting of ferwarding agem and {100.00
LONDON §C VM INemational transpon
- PALASINE L 20 Siscxiriars Lame Transpert 10,09
LONDON 82 4V
. MORYYK Unit 11, Neathrow imtee, Tesanpoct 180,00
Trading Enate, Oreen Lane
TuF 4 evehus Hoehe Holdlng of forwarding agent and | 100,00
75008 PARIS intamnstional tranagen
] 151 Bd Daniebe Caconove Forwmding apent .0
13312 MARSEILLE Codex 14 -
- BEAU Bordeaun 11t Ferwarding spem "
NN BAUOES Codm
= CAUNEALE Tranah 03 av, Charles ds Gaulte Forwarding agent 90,00
$413¢ LE PONTET Coden
I 3T et 83 av. Chomes &y vl fornardeg 100,08
4134 LE PONTYT Cudem
I (SST besiomgnnce) 13090 LES MRLLES Forvarding ”.8
I (Covsievi 03 av. Chwies & Qouile Formardng %80
04134 LE PONTEY Coden
+{dovmg 83 ov. Choes @ Gouiyp Forwarsing nM
84134 LIE PONTET Coden
. NITT) 23 8% Crores W Gaute Forwarting 20,00
k 4134 L8 PONTET Ovtne
|- (38T Bervwous) ] Forwarging 0000
32821 PRUGES Conm
L (Neisra) 89000 scAsLow Forwording »0.00
- OIERPE RORO GIE 10 cours Louls Lumibee Ro-No Forty Borviess $0.00
$6308 VINCENNES Cotlex
}- TRANSPORTIR £1 v, Marques 60 Argontars Transpent by intand welerwny, | 87,00
08003 BARCELONA « ESPAGNE | induslrisl setvioss
L PEY EBPAONE ABTNOA DELAS OERASSANGS | Forwarding o
G000 BARCELONA-ESPASNE
MORY TNTE 10 cours Lovie Lumibes Rosd transpon .00
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Forward Share Transfer Agreement

BY AND BETWEEN:

Mutuelle  Assurance Artisanale de France, a mutual insurance company with variable
contributions registered under business (SIRET) number 781 423 280 000 10, having its
principal office in Chaban de Chauray, 79036 Niort,

Represented by Mr. Jean Claude Seys, its Chief Executive Officer,

And any subsidiary in which MAAF has a stake of over 67% and which it may unilaterally
designate to replace it, including MAAF-Vie, 2 99%-owned subsidiary of MAAF,

Mutuelle Assurance Artisanale de France Vie, a French corporation (société anonyme) with
stated capital of 400,000,000 French francs, registered with the Niort Trade and Company
Registry under number B 337 804 819, having its principal office at Chaban de Chauray, 79036
Niort,

Represented by Mr. Jean Claude Seys

Hereafter referred to as
“the Transferor”
Party of the first part

AND
Alwus Finance, a French corporation fsociété anonyme) with stated capital of 4.408,108,800
French francs, having its principal office at 34-36 Avenue de Friedland, 75008 Paris, registered

with the Paris Trade and Company Registry under number B 722 049 871,

Represented by Mr. Jean-Frangois Hénin, its Chief Executive Officer,

Hereafier referred to as
“the Transferee”
Party of the second part
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New California Lite Holdings Inc. (hereafter "NCLH") 1s a holding company that was
incorporated in order to whollv own Aurora Nationa! Life Assurance Company (hereafter
“Aurora”). which company is 1o be a party to the takeover of Executive Life. a California
insurance company in liquidation.

Prior to thus forward share transfer, the Transferor intends 1o acquire __ [by hund: 250 (two
hundred and ﬁﬁy)' NCLH shares with a par value of __ [by hand: 100,000 (one hundred
thousand) US dollars each (hereafter the "Shares™). representing 25% of the capital of said
company, for a price of 25,000,000 (25 million) US dollars as recorded in the accounting records
of the Transferor or any subsidiary replacing it for said purchase (hereafter the "Price").

This forward sale of the shares is made subject to the condition precedent that the Transferor has
purchased the Shares or subscribed to NCLH's capital increase after obtaining authorization from

the Catifornia Courts.

As the Transferee wishes to acquire said Shares, the parties have agreed as follows:

ARTICLE | - PURPOSE

The Transferor hereby sells to the Transferee, which accepts, all of the Shares it holds in NCLH.
te. _ [by hand: 250 (rwo hundred and fifiv) Shares with a par value of __ [by hand: 100.000
(one lundred thousand) US dollars each, all fully paid up, for a total price calculated in the
manner defined in Article 3 below, payable on the date of transfer of title which shall take place
on September 30, 1994 at the earliest and December 31, 1994 at the latest.

ARTICLE 2 - TERMS AND CONDITIONS

Transfer of the Shares shall be completed by payment of the price set in Article 3 below, in cash,
in exchanye for the corresponding share transfer forms.

T 004929
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Rights attached to transferred shares

Fuli title to the Shures shall be transferred on the date of actual payment of the price. with
dividend rights from such date. The Shares shall not be encumbered by any commitment,
pledge or secunity interest of any kind whatsoever.

Only the Transferee shall be entitled to receive any benefits or revenues generated by the
Shares that are paid out after the transfer, pro rata its ownership of the Shares over the
tiscal year in which the transfer took place.

Capital increases, distribution of bonus shares

[n the event any allocations of bonus shares, exchanges or reverse stock splits (mzrgers,
split ups, partial contributions of assets, contributions in kind of Shares or changes in
their par value) occur between the date of the forward sale and the date of completion of
the share transfer, the Shares concerned by this agreement remaining after said
operations, plus any shares allotted or exchanged therefor, shall be purchased for the
same total price fixed in Article 3.

In the event of a capital increase in cash or the issuance of convertible bonds by
NCLH, and if the Transferor does not wish to exercise its preemptive rights. the
Transferee shall have a right of first refusal over the Transferor’s subscription
rights.

Should it decide to purchase said subscription rights, the net equivalent value of
their price shall be charged against the price of the Shares concerned by this.
agreement, as fixed in Article 3, provided however that the price shall not fall
below the USD Price indicated in the Transferor’s accounting records. less the cost
price of the purchased subscription rights as recorded on the Transferee’s books.

The cost price of the subscription rights shall be calculated in accordance with the
directive (instruction) of September 19. 1978 published in France’s Official Tax
Joumal (BODGI) under reference 5-G-7-78.

Authorization

If necessary, the Transferee shall arrange for the Board of Durectors of NCLH to
authorize the planned transfer of the Shares without any delay or obstruction.

T 004930
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ARTICLE 3 - PRICE

The Shares shatl be transferred in exchange for the payment in cash of the price recorded in the
Transferor's accounting records for the purchase of the Shares or the subscription to the NCLH
capital increase, determined as the product of the value of the NCLH Shares in US dJollars
multiplied by the US dollar exchange rate at the Paris rate-fixing session on the date of purchase,
with the US dollars purchased by MAAF at that price through the intermediary of the Transferee,
increased as of the date of purchase or subscription by the Transferor by a percentage equal to
the P 1 C raie + 3% per annum (on the basis of a 360-day year), capitalized once a vear, from
which amount the aggregate dividend net of withholding tax collected by the Transferor for the
Shares until the date of transfer shall be deducted each year.

In the event of any change in applicable laws on the taxation of dividends, the parties shall
consult each other with a view to defining a new formula which complies with the spirit of this
agreement.

All tax, duties and standard costs the Transferor may be required to pay in connection with
performance of this agreement, except for corporate income tax or any withholding tax levied in
its place, shall be added to the sale price as fixed above.

ARTICLE 4 - TERMS OF COMPLETION

The Transferor shall inform the Transferee, by registered mail, return receipt requested, sent at
least 15 (fifteen) days in advance and during the period fixed in Article | above, that it wishes
the Transferee to arrange for the transfer of title to the Shares, in exchange for payment of the
price fixed in Article 3 above.

Should the Transferor fail to ask the Transferee to arrange for the transfer of title to the Shares by
December 15, 1994, the Transferee shall inform the Transferor, by registered mail, return receipt

requested, that it should arrange for the transfer of titie to the Shares in exchange for payment of
the price fixed in Article 3 above by no later than December 31, 1994,

T 004931
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If. as a result of any new regulation or decision issued by the US, European or French authorities.
the Transteror s unable to keep the NCLH Shares or if. as a result of said regulation, the cost of
keeping the Shares would be excessive for the Transferor, it shall be entitled to propose a
replacement. subject to prior approval by the Transferee which may only be withheld for a
sertous and lawftul reason.

It a replacement cannot be appointed, the Transferor shall be entitled to sell the Shares it owns
prior to the date fixed in Article | above at the sale price fixed in Anticle 3 above.

ARTICLE S - LOSS OF VALUE OF NCLH SECURITIES

Should the value of the NCLH securities depreciate, irrespective of the reason therefor and
including in the event of its reorganization®, court-ordered liquidation, merger. split-up, or the
partial contribution of assets, the Transferee shall not be entitled to raise any objection or claim
any indemnities in connection with the transfer of the Shares by the Transferor.

ARTICLE 6 - PENALTY CLAUSE

in addition, the Transferee irrevocably undertakes to pay the Transferor, or any subsidiary
substituted for it to purchase or keep the Shares, the penalty fixed below as damages if transfer of
title to the Shares cannot be completed, namely because of NCLH's insolvency, dissolution,
reorganization or court-ordered liquidation or as a result of any new regulation or decision issued
by the US. European or French authorities.

The amount of the penalty shall correspond 1o the Price of the Shares as stated in the accounting
records of the Transferor or the subsidiary substituted by it for the purpose of the purchase, plus
interest calculated at the P 1 C rate + 3 points (on the basis of a 360-day year), from the date on
which the sale price for the Shares falls due.

In the event the Transferee is required to pay said penalty to the Transferor or one of its
substituted subsidiaries, payment shall be made in francs after converting the Price in US dotlars

stated in the accounting records of the Transferor or its substituted subsidiary at the Paris fixing
rate on the date the Transferor acquires the Shares.
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ARTICLE 7 - REGISTRATION

The Transferee shall pay ail registration fees and taxes that may be due as a result of this
instrument, if any.

ARTICLE 8 - CONFIDENTIALITY
The undersigned expressly undertake to refrain from disclosing this agreement to any third party
except for the authorities responsible for registration and their advisors, or other than in order to

compel the other pacty to perform its undertakings if it has refused to do so.

Save for the exceptions listed above, any party which discloses this agreement or makes
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever.

ARTICLE 9 - ARBITRATION

The parties agree to try and find an amicable solution to any problem that may arise in
connection with this agreement or its performance.

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably
settled and which may arise conceming the validity, construction or performance of this
agreement.

The sending of the notice by the first party or of the response by the second party referred to in

Article 2 abave shall be deemed to constitute an arbitration agreement, in accordance with this
article.
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The Tribunal shall be formed in the following manner:

(W]

[

. The party wishing to refer a matter to arbitration (the first party) shall give the other party (the

second party) notice. by registered mail. return receipt requested. stating the object of the
dispute and its wish to refer the matter to a sole arbitrator or to a panet of three arbitrators, in
which case the first party shall disclose the identity of the arbitrator it has appointed.

. The second party shall reply in a letter sent by registered mail, return receipt requested, either

agreeing 1o the first party’s proposal to refer the matter to a sole arbitrator or disclosing the
identity of the second arbitrator it has appointed.

. Should the second party fail to reply within fifteen days of the date on which the {irst panty's

letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole
arbitrator within fifteen days of the date on which the second party's letter is tendered for
delivery, or should the two appointed arbitrators fail to agree on the identity of the third
arbitrator within fifteen days of their appointment, the first party to act may request the
appointment of a sole arbitrator, the second or third arbitrator, as the case may be, by means
of an order by the Chief Judge of the Paris Commercial Court (Tribunal de Commerce), ruling
in emergent proceedings.

The arbitration agreement shall be drafted and signed no later than thirty days after the
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil
Procedure (Nouveau Code de Procédure Civile) on arbitration shall apply.

The place of arbitration shall be Paris. The arbitrators shall make an award at first instance,
against which no appeal shall lie. The tribunal shall rule as amiable compositeurs. and shall not
be required to comply with the rules of French law.

The arbitrators shall allocate the arbitration costs (arbitrators’ fees, disbursements and fees of the
parties’ counsel. and costs of expert assessments) between the parties as they see fit.
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ARTICLE 10 - ELECTION OF DOMICILE

For performance hereof and of all matters or issues related hereto, the parties elect domicile at
their principal offices as indicated above.

ARTICLE 11 - NOVATION
This agreement cancels and supersedes ail earlier agreements on the same subject that were

signed by the parties on August 6, 1991.

Executed in [by hund: Paris]
on November 15, 1991
in two original counterparts

[signature] [signature]

T 004935
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SCHEDULE
to the Forward Share Transfer Agreement
entered into by MAAF, MAAF Vie and Altus Finance
) on November 15, 1991

Below is the updated schedule of disbursements paid out by MAAF Vie for creating and
operating NCLH:

Amount in S Exchange rate fixing Value date
D-2 D
-6.000,000 5.4785 February 5, 1992

These payments were made through the intermediary of SBT Batif on behalf of MAAF Vie.
They will be factored into the calculation of the price for the sale of the shares between the
MAAF and Altus groups using the actvarial method.

Executed in Paris on [by hand: March 10, 1992}

In two original counterparts

Signature Signature
For Alws Finance For MAAF and MAAF Vie

T 004936
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\MEAnNTQ

Translator's Notes

" Addwnons and slieranons by hand are initialed in the lefi-hand margin,

“We have been unable to find 3 definition of this rate, or its translation into English.

" Reddvessemuent: proceeding commenced against any insolvent company designed (o save the company, conunue the
usiniess and maintain jobs. while seuling liabilities. The closest functional US equivalent is “reorganization”

T 004937
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OGP INOLICE
Contrat de cession 3 terme d'actions
ENTRE LES SOUSSICNEES
La société mutuelle Assurance Arntisanale de France, iéiés ' tie 3

cotisations variables, immatricuiée par le suméro SIRET 781 423 280 000 10, dont le si¢ge
social est 3 Chaban de Chauray (79036} Nion,

* représentée par Monsieur Jean Claude Seys, son Directeur Général,

ct toute autre société, filiale de 13 MAAF & plus de 67%, qu'elles pourront hbmn:n(
3¢ substituer et potamment la MAAF-VIE, filiale & 99 % de la MAAF

12 société Muruelle Assurance Artisanale de France Vie, société anonyme au capital de 400
000 000 Francs, immaticulée au Registre du Commerce ¢t des Sociétés de Nion sous le
numéro B 337 804 819, dont le sitge sccial est 3 Chaban de Chauray (79036) Niort,

représentée par Monsieur-Jean Claude Seys

ci-apris dénommées
“le Cédant®
DUNE PART

ET

La société Altus Finance, soci¢té anonyme au capital de 4 408 108 800 Francs, dont
le sidge social est ) Paris (75008), 34/38 avenue de Friedland, immarriculée au
Regiswe du Commerce et des Sociétés de Paris sous le ouméro B 722 (49 871,

représentée par Monsicur Jean Frangois Hénin, son Directeut Génénal,

ci-apris dénommée
* le Cessionnaire”
D'AUTRE PART

T 004938
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EXPOSE

La société New California Life Holdings [ac. {ci-apres “N.CLH.") est une société holding
constituée pour dtre actionnaire 3 100 % de la sodiété Aurora National Life Assurance
Company (ci~3ptes “Aurora”) devant paniciper 2u plan de reprise de Executive Life, société
d'assyrance de I'Etat de Californie, en liquidarion.

Le Cédant entend procéder, préalablement 3 1a présente cession & terme, 3 [scquisition de __
{ Pewer c? ¢ 7e ) actions de N.C.L.H. chacune d'un montant

" hominal 9€ —og mrn ( Qe /niile. } doltars US. (ciwapris *les

Actions”™) représentant 25 % du capital de certe société, pour us prix de 35 000 000 (vings
cing millions) de dollars US. ainwi qu'il figure dans les livres comprables du Cédant ou de
sa filiale substituée pour cene wquisixioa (ci=apris “le Prix”).

La présenie vente 3 terme des Actions est fue sous 1a conditi e que fe Cédant
ait acheré les Actions ou souserit & l'sugmentarion de capital de NC,LH.  la suite de
'obtention d¢ Faurorisation des Autorités Judiciaires californicunes.

Le Cessionnaire souhaitant acquérir cos Actions, les parties sont convenues de ce qui suit :

ARTICLE 1 -« OMJET

Le cédant vend. par les pré au Cessionnaire, qui Faccepre, 1a towlité des Actions quiil
dérient dans 13 sociést NCLH. %0t 278 ( Doser cosnd tenpatind b
Actions & fig ama (Mm—ﬂ 3 dotlars US. de nominal chacuoe,

enticrement libérées pour ua prix toal. calculé aingi qu'il est défini & 'ardcle 3 des présentes,
payable 3 jour du trnsfert de propriété qui interviendra au plus 10 le 30 sepembre 1994 ot
au plus ard le 31 décembre 1994.

ARTICLE 2 - CONDITIONS

ureahaxmdchwmhwwnsfcnwmwmmwmmul
I'anicle } contre remise des ordres de mouvements de tires correypondants.

T 004939
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Drroits attachés aux Acrions cédées

Les Actions sont cédées 3 1a date du versement effectif du prix jouissance courante,
cn pleine propriété, libres de tout engagement, nantissement ou droit réel quelcongque.

Le Cessionnaire  seul vocation 3 'encaissement de tous {ruits ou produits relatifs sux
Actions mis en paiement posiéticurement & Ia ¢es3ion ¢t au prorata temporis de la
propriété des Actions par celui~ci pour lexercice sy cours duquel a lieu la cossion.

Augmentation de capital et distribution d'actions gratuites

Au c3s ou des opérations danribution d'sctions 3 titre grawit, d'échange ou de
e groupement d'actions (fusion. scission, apport partiel, apport en nature des Actions
ou changement de leur valeur nominaie) auraient 16 réalisées entre la date de la vente
3 terme ¢t 12 dase de réatisation de {2 cession des Actiont, les Actions objet du présent
conirat, éventucilement subsistantes zinsi que celles amribuédes ou remises en échange,
seraient acquises pour e méme prix global sinsi quil et déterminé 3 lanicle 3.

En cas daugmentation de capital en numéraire ou démission dobligations
convenibles de la société N.C.LLH. ot si le Cédant oe soubaite pas exercer son
droit préférentic] de souscription, le Cessionnaire dispose d'un droit de priorité
3 Pachat du drvie prélérenticl de souscription du Cédant.

En cas de cession de ces droits de souscyiption, 1a contrevaleur pete de leur
. prix s'imputersit s Ie prix de cession des Actions, objet des présentes, vel que
défini 3 Marticle 3, sans que & prix puisse devenir inférieur de cz fait ay Prix
figurant en doilary U.S. dans ies livres compaabies du Cédant, diminué du peix

de revient compuable cheg le Cessionnaire des droits de souscription cédés.
‘upnxdzummdadmmd:soummmm& caleulé conformément &
I du 19 seprembre 1978 publiée au B.O.D.G.1. sous Ia référence S~
G=1=78.

Agrément

quwmn!msou;l&mder id le cas échéant, par le i

de s socié N.C.Ltlihmdummlwm
Jéh:.mdzfﬂwm

T 004940
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ARTICLE 3 « PRIX

La cession durz lieu contre paiement comptant du prix figurant dans les livres comptabies du
Cidant pour l'scquisition des Actions ou la souscription 3 Usugmenttion de capital de
N.C.L.H.. fixé comme ie produit de ia valeur des Actions N.C.L.H. en doilars US,, par e
eours du dollars U.S. du fixing & Paris tc jour des achau les dollars US. ayant €1é achetés

3 ce prix par fa MAAF, par 1 idinire du C i joré, & compter du jour de
I'acquisition ou de ia souscnptxon par fe Cédant, d'un poun::ma;t gl wauxPlC+3%
Im (sur base 360 jours), c i llement et d . chaque année, des dividendes

. nets de retenue 3 13 source m:a:ssés par le Cédant sur les Actions en question jusqu'd leur
cession. :

En cas de modification de la législation en vigueur concermnant le régime de taxation des
gividendes. les deux parties sc mpprocheront pour rouver une formule comespondant 3 lesprit
dy présent accord.

Au prix de cession ainsi déterminé £'sjouteront égalernent tou: les impdes, waxes et frais usucls
que le Cédanr pourtait avoir & payer lors de 'exécution du p el il
de Uimpdt sur les sociétés oy des retenues ea tepant ficu.

¥

ARTICLE 4 - CONDITICNS DE DENOQUEMENT

Le Cédant averira le Cessionnaire, par lerre recommandée avec accusé de réception adressée
aumcamqvm(lﬂmérnma clant 1a période stipulée A Paricle | des présentes,
qu'il demande 3u Cessi de procéder au fere de propriété des Actions moyennant
legucmmuymmwullmsdam

Aufaui'duhmadcduwauiondu wraasfert de propri€té des Actions, adressée par le
Cédant o Cessionnaire avam le 13 d bre 1994, le Cesad ire informera 16 Cédant, par
lettre recommandés svee accusé de réception, que celui=ci doit procéder s cansfant de
propiéé det AcTions conrre pai du prix de cession stipulé & Ianvicle 3 des présentes au
plus tard e 31 décembre 1994

X 7 | | f®4941
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Au cas ou une réglementation nouvelle ou une décision d'une sutorité publique américaine,
eyropéenne Ou francaise metait ie Cédant dans I'impessibilité de conserver les Actions de la
sociéte N.C.LH,, ou si du fait de ceure réglementation, le cout de leur conservation devenait
anormalement ondreux pour le Cédant. celuinci serait autorisé 3 se substituer ug tiers, qui
devrait recevoir Pagré préalable du Cassi ire qui nc POURTa 5'¥ OPPOsLT Gue paur une
raison grave et légitime.

Si la désignation de ce tiers substitué était impossible, le Cédant pourra céder les Actions qu'il
. détient, avant le terme préve & l'anicle | des présentes, au prix de cession stipulé 3 Fanicle
3 des présentes.

ARTICLE 3 - PERTE DE VALEUR DES TTTRES DE N.C.L.H.

D;ns lhvpoth:sc ol, quelle qu'en scit i3 cause et nolamment en cas de redressement ou

isire, lnsaon. ission ou apport partiel dactil, la valour des titres de la sociéeé
NCLH xdép-‘ it, la réalisationde la jon des Actions par le Cédant w'ouvrirs aucun
droit & contestation ou indemnisation su profit du Cessicanaire.

ARTICLE ¢ ~ CLAUSE PENALE

Le Cessionnaire s'engage en outre irrévocabiement ) payer, i titre de dommages et intéréts,
au Cédant ou & 1oute filiale que celui~ci s¢ ser substitué pour l'acquisidon ou la conservatios
des Actions. le montant de la clause pénale déterminé ci-spris, pour le cas ou Je transfert de
propriété des Acticns ne poumx: pas dure réalisé et notnment déconfirure, dissolution ou
mise ea fedre ou ¢ liquid judiciaire de la société N.C.H.L. ou par l'sifet dune
té glementarion nouvelle ou Sune décision dune sutorité publique américaine, européenne ou
frangaise.

Le monmant de la clause pénale sera égal au Prix des Actiors figurant dans les livres
comptabies du Cldant ou de 53 filiale substituée aux Bos de cente acquisition, majoré dun
intéret Jont le tux est P 1 C + 3 points (sur base 360 jours) € commengant b courir 3
compeerdu jour 0% le prix de I cession des Actions et sxigible.

Dans hyposhise ok cene clause pénle devait étre payée par le Cessionnaire au Cidant ou

3 Pune dc ses filiales substinaées, b paicrocnt sers effectud e francs apris coaversion da Prix’

‘en doilars US. Sgucant dans les livres compubles du Cédant ou de sa Aliale substinaée,
d'aprés son cours au fixing de Paris le jours de l'acquisition des Actions par le Cédant.

260 T 00442
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ARTICLE 7 - ENRECISTREMENT

Le Cessionnsire lera son affaire des différents droits et frais qui, le cas échéant, pourrafent
cue dus comme conséquences du présent acte.

ARTICLE 8 - CONFIDENTIALITE

. Les ignées sinterdi pressé de divulguer les prisestes b tous tiers, aux seules
exceprions de I'sdministration de l'enregistrement, leurs conseils ou sauf en vue de contraindre
Tautre partic 3 exécuter ses tngagements <n raison d¢ son refus de le faire.

Hormis l'cxgepﬁcn visée ci-dessus, 12 partie qui aurait divuigué ou rendu vécessaire cotte
divuigation en supporters seule Fensemble des conséquences de toute narure qQui pourrsit en
résulter.

ARTICLE 9 - ARBITRAGE

Les parties conviennent de s'etforcer de régler & lamiable tous les problimes qui pournient

survenir concernant le présent p {e ou son applicas -
Elfes conviennent égal de soumertre 3 us mbusal arbitral tous les litiges sans exception

qui ne seraient pas réglés sipsi o1 qui pourraient naitre de Is validité, de Iinterprétation ou de
'exésution du présens accord. :

L'envoi par In premidre partic de la nodfication, ou Peavol par la deuridme partie de la
réponse préve en I vaudrs compromis dans les termes de la présente clause.

M) ' T 004943
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Le mibunal sera constitué de 13 fagon suivante ©
1. La paric désirant recourir 3 l'abitrage (la premiére partie) adresse i lautre

partie (1a deuxiéme parntie) une notificition par lenre recommandée avec sccusé
de réception. indiquant 'objet du différend ¢t son désir de recourir. soit & un
arbitre unique, soit 3 trois arbitres et, dans <& cas, la premigre panic indique
fe nom de celiui des arbirres qu'elie & choisi. .

!J

La deuxidme pantie ripond par lentre mecommandée avee scousé de réecption,
soit en accepuant ke recours 3 un arbitre ynique proposé par la premidre parie,
soit en indiquant le nom de cxlui des wois arbitres quiclle choisit.

3 Faute par la deusitme panie d'avoir répondu quinze jours apriy Ia date de la
présentation de la lemre de la premitre partie ou faute par les deux parties de
s'étre entendues sur le nom d'wn arbitte unique dans les quinze jours de la
présentation de 13 leree de la deuxidme partie ou faute par les deux arbives
choisis de s'catendre dans les quinze jours de leur désignation sur le nom du
troisidme arbimre, Ia pantie diligente pourns soiliciter la désignation de l'arbite
umque‘ dy deuxikme ou woisikme arbitre, seion le o3, par ordonnance de

Président du Tribunal de Comr de Paris en référé.

Lzcompmudevnémdd{;é:supﬂmplmmddmkamdcmmemdeu
rhitre; 3 défaut, U sera fait apphamn des dispositions du Nouveau
Codc de Ptodduu ‘Civile sur PArbimage.

Le eribunal sidgera & Paris o en ' ddcmmmﬂ.mammﬂempuﬂe&

| 4

mcmmdﬁbmehﬁﬂudednum

mwmmamumwmmpmmmmimmuwmim
des conscils des parties et frais d'expertise) comre lex parties.

‘?)‘ N

T 004944
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ARTICLE 10~ ELECTION DE DOMICILE

Pour I'exécution des présentes e de [eurs suites, les panties fore élection de domicile en leur
sigges sociaus sus—indiqués.

ARTICLE 11« NOVATION

La présente convention remplace et annule les précédents accords ayant le méme objet,
intervenus le 5 300t 1991 enire les parties.

Faitd ‘?MA
Le 13 novembre 1991

En deux exempixires

T 004945
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ANNEXE

an contrat de cession 3 terme d'actions ”

conclu entre fa MAAF, la MAAF VIE et ALTUS FINANC

le 13 novembre 1991

Ci-aprés figure le calendricr 3 jour des débours de 1o société MAAF VIE pour {a constitution
<1 le fonctionnement de NCLH @

Montant en 3 Taux Je change lixing Date valeur
} -2 1
& 000 N0 34788 5 février 1992

Ces paiemens ont tous é1é ralisés par Uintermédisire de SBT BATIF pour le compte de
MAAF VIE. [5 seront pris en compre de manitre scruarielle dars fe calcul du prix de
cession des actions entre le Groupe MAAF <1 ic Groupe ALTUS.

Fair s Paris, le 40 st 4971

en deux e:_:mphim originsux
FINAN Pour ta
Pour AL E . ct ia MAAF ViIE
T 004946
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MEMORANDUM OF AGREEMENT ]

BY AND BETWEEN THE UNDERSIGNED:

AND:

CD.

Mutuelle Assurance Artisanale de France (MAAFD, a mutual insurance cﬁmpany with
variable contributions, registered under business (SIRET) number 781.423.280.000.10,
having its principle office in Chaban de Chauray, 79036 Niort.

Represented by Mr. Jean-Claude Seys, its Chief Executive Officer.

And any subsidiary in which MAAF has a stake of over 67% and which it may

unilaterally designate to replace it, including MAAF Vie, a 99% owned subsidiary of
MAAF

Mutuelle Assurance Artisanale de France Vie, a French corporation with stated capital of
400,000,000 francs, registered in the Niort Trade and Company Registry under number
B-337.804.819, having its principle office at Chaban de Chauray, 79036 Niort,
Represented by Mr. Jean-Claude Seys,

Hereafter referred to as “the Transferer.”

PARTY OF THE FIRST PART,

Altus Finance, a French corporation with stated capital of 4,408,108,800 francs, having
its principle office at 34/36 avenue de Friedland, Paris (75008), registered in the Paris
Trade and Company Registry under number B-772,049,871,
Represented by Mr. Jean-Francois Henin, its Chief Executive Officer.

Hereafter referred to as “the Transferee.”

PARTY OF THE SECOND PART.

 ART039-000655

SEN6EGTT8 v1




224

PREAMBLE

New California Life Holdings, Inc. (hereafrer “NCLH™) is a bolding company that was
incorporated in order to wholly own Aurora National Life Assurance Company (hereafter
“*Aurora”), which company is to be a party to the takeover of Executive Life, a California
insurance company in liquidation.

The Transferer intends to proceed with the purchase of 250 (two hundred fifty) shares of NCLH
(hereafter referred to as “the Shares’), each having a par value of 100,000 (one hundred
thousand) dollars, representing 25% of the capital of the said company, for a price of
$25,000,000 U.S. (twenty five million U.S. dollars), as-recorded in the accounting records of the
Transferer or any subsidiary replacing it for said purchase (hereafter “the Price”).

The present agreement is being made subject to the condition precedent that the Transferer has
purchased the Shares or subscribed to NCLH’s capital increase, after obtaining authorization
from the California courts.

As the Transferee wishes to acquire said Shares, the parties have agreed as follows:

ARTICLE'1 ~ PURPOSE

The Transferer hereby sells to the Transferee, which accepts, all of the shares it holds in NCLH,
which is 250 (two hundred fifty) Shares, with a par value of 100,000 (one hundred thousand)
U.S. dollars, all fully paid up, for a total price calculated in the manner defined in Article 3
below, payable on the day of transfer of title which shall take place on September 31, 1994 at
the earliest and December 31, 1994 at the latest.

Altus hereby agrees to abstain, while awaiting the final implementation of the transaction, from
negotiating with any and all third parties, or with the U.S. public authorities, any resolution
whose purpose or effect would be to compel MAAF or its substitutes to hold the NCLH stock for
a period extending beyond the termination date indicated in Article 6 of the present agreement.

IfU.S. regulations prohibit Altus Finance from holding an interest in NCLH, then Alws shall
reserve the right 10 propose to the Transferer a substituted Transferee subject to approval by the
Transferer, who shall not upreasopably withhold this approval.

Exercise of the said substitution option shall be communicated to the Transferer in a registered
{etter with return receipt requested, or in a letter delivered by band, po later than 6 (six) months
prior to the specified date for completion of the present transfer.

The Transferee hereby undertakes, upon giving the notification of the exercise of the said
substitution option, to communicate to the Transferer all of the information needed in order for

the solvency of the substituted transferee to be verified.

ART039-000656
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ARTICLE 2 - TERMS AND CONDITIONS

‘The transfer of the Shares shall be completed by payment of the price set in Article 3 below, in
cash, in exchange for the comresponding share transfer forms.

2.1

22

23

CD.

Rights attached to Transferred Shares

Full title to the Shares shall be transferred on the date of actual payment of the price; with
dividend rights from such date. The Shares shall not be encumbered by any cornmitment,
pledge or security interest of any kind whatsoever.

Only the Transferee shall be entitled to receive any benefits or revenues generated by the
Shares that are paid out after the transfer, pro rata its ownership of the Shares over the
fiscal year in which the transfer took place.

Capital increases, distribution of bonus shares

In the event of any allocation of bonus shares, exchanges or reverse stock splits (mergers,
split-ups, partial contributions of assets, contributions in kind of Shares, or changes in
their par value) occur between the date of the forward sale and the date of completion of
the Share transfer, the Shares concerned by this agreement (including any remaining
shares, as well as those that have been allocated or delivered in exchange) shall be
acquired for the same total price fixed in Article 3.

In the event of an capital increase in cash or the issuance of convertible bonds by NCLH,
and if the Transferer does not v ish to exercise its preemptive rights, the Transferee shall
have a right of first refusal ove; the Transferer’s subscription right.

Should it decide to purchase said subscription rights, the net equivalent value of their
price shall be charged against the price of the Shares concerned by this agreement, as
fixed in Article 3, provided ho vever that the price shall not fall below the USD Price
indicated in the ‘fransferer’s ar counting records, less the cost price of the purchased
subscription righits as recordec in the Transferee’s books.

The cost price of the subscription rights shall be caleulated in accordance with the
directive of September 19, 1978, as published in the France’s Official Tax Journal
(BODGDunder reference 5-G-7-78.

Authorization

If necessary, the Transferee shall arrange for the Board of Directors of NCLH to
authorize the planned transfer of the Shares without any delay or obstruction

| ART039-000657
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ARTICLE 3~ PRICE

The Shares shall be transferred in exchange for the payment in cash of the price recorded in the
Transferer’s accounting records for the purchase of the Shares or the subscription to the NCLH
capital increase, determined as the product of the value of the NCLH shares in U.S. dollars,
multiplied by the US dollar exchange rate at the Paris-fixing session on the day of the purchase,
with the US dollars purchased by MAAF at that price, through the intermediary of the
Transferee, increased as of the date of the purchase or subscription by the Transferer by a
percentage equal to the PIC rate plus 3% per annum (on the basis of a 360-day year), capitalized
once a year, from which amount the aggregate dividend net of witbholding tax collected by the
Transferer for the Shares until the date of transfer shall be deducted each year.

In the event of any change in applicable laws on the taxation of dividends, the péniés shall

consult each other with a view to defining a new formmla which complies with the spirit of this
agreement.

All tax, duties and standard costs the Transferer may be required to pay in connection with

performance of this agreement, except for corporate income tax or any withholding tax levied in
its place, shall be added to the sale price as fixed above.

ARTICLE 4 - TERMS OF COMPLETION

The Transferer shall inform the Transferce, by registered mail with return receipt requested, sent
at Jeast fifteen (15) days in advance and during the period fixed in Article 1 above, that it wishes
the Transferee to arrange for the transfer of title to the Shares, in exchange for payment of the
price fixed in Article 3 above.

Should the Transferer fail to ask the Transferee to arrange for the transfer of title to the Shares by
December 15, 1994, the Transferee shall inform the Transferer, by registered mail with return
receipt requested, that it should arrange for the transfer of title to the Shares in exchange for
payment of the price fixed in Article 3 above, doing so no later than December 31, 1994.

If, as a result of any new regulation or a decision issued by the U.S., European, or French
authorities, the Transferer is unable to keep the NCLH Shares, or if, as & result of said

regulations, the cost of keeping the Shares would be excessive for the Transferer, it shall be

entitled to propose a replacement, subject to prior approval by the Transferee which may only be
withbeld for a serious and lawful reason.

If a replacement cannot be appointed, the Transferer shall be entitled to sell the Shares it owns,
prior to the date fixed in Article 1 above at the sale price fixed in Article 3 above.

ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES

ART039-000658
CD. : 4
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Should the value of the NCLH securities depreciate, irespective of the reason therefor and
including in the event of its reorganization, court-ordered liquidation, merger, split-up, or the
partial contribution of assets, the Transferee shall not be entitled to raise any objection or claim
any indemnities in conpection with the transfer of the Shares by the Transferer.

ARTICLE 6 - PENALTY CLAUSE

In addition, the Transferee irrevocably undertakes to pay the Transferer or any subsidiary
substituted for it to purchase or keep the Shares, the penalty fixed below as damnages if transfer of
title to the Shares cannot be completed, namely becanse of NCLH’s insolvency, dissolution,
reorganization or court-ordered liquidation or as a result of any new regulation or decision issued
by the US, European or French anthorities.

The amount of the penalty shall correspond to the Price of the Shares, as stated in the accounting
records of the Transferer or the subsidiary substituted by it for the purposes of the purchase, plus
interest calculated at the PIC rate plus 3 points (on the basis of a 360-day year), from the date on
which the sale price for the Shares falls due.

In the event that the Transferee is required to pay said penalty to the Transferer or one of its
substituted subsidiaries, payment shall be made in francs after converting the Price in US dollars
stated in the accounting records of the Transferer or its substituted subsidiary at the Paris fixing
rate on the date the Transferer acquires the Shares.

ARTICLE 7 - REGISTRATION

The Transferee shall pay all registration fees and taxes that may be due as a result of this
instrament, if any.

ARTICLE 8 - CONFIDENTIALITY

The undersigned expressly undertake to refrain from disclosing this agreement to any and all
third parties except for the authorities responsible for registration and their advisors, or other
than in order 10 compel the other party to perform its undertakings if it has refused to do so.

Save for the exceptions listed above, any party which discloses this agreement or makes
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever.

ART039-000659
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ARTICLE % - ARBITRATION

The parties agree to try and find an amicable solution to any problem that may arise in
connection with this agreement or its performance.

They also agree 1o refer to an arbitral tribunal any dispute whatsoever that canmot be amicably
settled and which may arise concerning the validity, construction, or performance of this
agreement.

The sending of notice by the first party, or of the response referred to m Article 2 above shall be
deemed to constitute an arbitration agreement, in accordance with this article

The Board shall be formed in the following manner:

1 The party wishing to refer a matter to arbitration (i.e. the first party) shall give potice to
the other party (i.e. the second party) by registered mail with return receipt requested,
stating the object of the dispute and its wish to refer the matter to a sole Arbitratororio a
pauel of three Arbitrators, in which case the first party shall disclose the identity of the
arbitrator it has appointed

2. The second party shall reply, in a letter sent by registered mail, return receipt requested,
either agreeing to the first party’s proposal to refer the matter to a sole arbitrator or
disclosing the identity of the second arbitrator it has appointed.

3. Should the second party fail to reply within fifteen days of the date on which the first
party’s letter is tendered for delivery, or should the parties be unable to agree on the
identity of a sole arbitrator within fifteen days of the date on which the second party’s
letter is tendered for delivery, or should the two appointed arbitrators fail to agree on the
identity of the third arbitrator within fifteen days of their appointment, the first party to
act may request the appointment of a sole arbitrator, the second or third arbitvator, as the
case may be, by means of an order by the Chief Judge of the Paris Commercial Court
(Tribunal de commerce), ruling in emergent proceedings.

The arbitration agreement shall be drafted and signed no later than thirty (30) days after the
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil
Procedure for Arbitration shall be applied.

The place of arbitration shall be Paris. The arbitrators shall make an award at first instance,
against which no appeal shall lie. The tribunal shall rule as amiable compositeurs, and shall not
be required to comply with the rules of French law.

The Arbitrators shall allocate the arbitration costs (Arbitrators’ fees, legal costs and fees, and the
costs of expert testimony) between the parties as they see fit.

ARTICLE 10 - ELECTION OF DOMICILE .
ART039-000660
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For performance hereof and of all matters or issues related hereto, the parties elect domicile at
their principal offices as indicated above.

ARTICLE 11 - NOVATION

This agreement cancels andisupercedes all earlier agreements on the same subject that were
signed by the parties on August 6, 1991.

Dope in  (Paris)

The (15 of November 1991)

In three original copies.
Signatures:

(Jean-Claude Seys)
(Jean-Francois Henin)

ARTO039-000661
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ENTRE LES SOUSSIGNEES :

La société Mutuelle Assurance Artisanale de France (M.AAF), société d'assurance
mutaclle. 3 cotisations varfables, immatriculée pac le  auméro
SIRET 781 423 280 00C 10, dont le sitge social est 3 Chaban de Chauray,
79036 Niont :

Représentée par Monsicur Jesn-Claude SEYS, son Directeur général

Et toute autez sociédd, filiale de I3 M.AAF. & plus de 67 % qu'elles pourront

. librement se substinuer ¢t coramment [a MAAF-VIE, filiale 399 % delaMAAF.

La société MAAF Vie, sociéré anonyme au capital de 400 000 000 francs,
immatricelée av Regisue du € ot des Sociétés de Niost sous le puméro
B 337 804 819, dont le sidge social est & Chaban de Chouray, 79036 Niort

Représentée par Mornsicur Jean-Claude SEYS

Ci-aprds dénommées "le Cédant” :
D'UNE PART,

CONFIDENTIAL SUBJECT T0

PROTZCTIVZ ORDIR

La sociéé ALTUS FINANCE, société anonyme au capital de 4 408 108 800 francs,
dowt le sidge social est 34/36 avenue de Fricdland, 75008 Paris, immatriculée 2u
Registre du Commeses ot des Socidids de Parls sous le numére B 722 049 871

Représentée par Monsicur Jean-Frangois WENIN, son Dirccteur général

Ci-aprds dénommée *le Cessionnaire”
D'AUTRE PART.

‘g ' % A ART 035- 000655
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EXPOSE

La soci&ié New California Life Holdings Inc. {ci-aprds "N.C.L.H.") et unc société holding
constituée pour &tre actionnairs 3 100 % de la sociéé Aurora Navonal Life Assurance

Company {ci-aprds “Aurtora”) devant participer au plan de reprisc de Executive Life, société
dassurance de I'Frat de Californie, en Hiquidation.

Le Cédant cotend procéder & tacquisition de 2 #_ ( duuagt Casch fnigpoands actions de
N.C.L.H. chucune dun montant nomina! de 0.0y (_Card fraa8e Y Doltars US
(ci-aprés "les Activns”) représentant 25 % du capital de cefte société, pour un prix de

25 000 000 (vingt cing millions) de Dollars US simi qu'il figure dans kes livies comptables
du Cédant ou de € fliale substituée pour cette acquisition (ci-aprds "le Prix™).

Le Préseut accord est conclu scus la candition suspensive que e Cédant ait acheté les Actions
ou souscrit 3 Faugmentarion de capital de N.C.L.H. & 13 suite de l'obtention de Pautorisation
des Autorités judiciaires californiennas. ’

Le Cessionmaire souhaitant acquérir ces Actions, les partics sont convenues de ce qui suit ¢

~ ' CONFIDENTIAL SUBIECT
ARTICLE L - OBJET PROTECTIVE ORD:R

Le Cédant s'tngage & céder, par los présentes, as Cessionnaire, qui 'engage 3 acquérir, la
totalité des Actions qu'il détient dang {a socjété N.C.L.H., soit ’:E‘L._ oo Gnrd” Lol

) Actions de frngws ((Ged” 8ol 3 Dollars US do nominal chacune,
entidrement Libérées, pous un prix total caleulé ainsi qull est défini 3 larticle 3 des présentes,
payable au jour du transfert de propriété qui interviendra au plus 18t e 30 septembre 1994 et

au plus 12d te 31 décembre 1994, e — —

Altes s'interdit, en Patrente de by réalisation définitive de Fopération, de négocler avee tout
tiers ainsi quiavee les autoriés publiques amdricaines toute solution qul aurait pour objet ou
pour effer d'obliger 12 M.AAF. ou scs substituds 3 détenir les titres de N.C.L.H. pour une
dure excédant Ia date de dénoucment prévue 3 Particle 6 des présentes.

Au cas ol la régl ion américaine interdirait § Altus Finance de déteniz une panticipation

Fins NCLA, Al s¢ isaive 1 possitilité dc proposer au CEdant un cessiounaire de
Subsiliution qui devTa Eire 3gTER par Te Cedant, celui-ci Suntcrdisant de Sopposer i Pagrément
508 morl sonrbie,_

L'excreice de cotie faculté de substitution sera notifi¢ sy Cédant par lettre rect e avec

10

&

FViS JE 1EETA00 00 par 1CTire Femise o malns PrOpIcs U plUs 1ard 6 (51X 7Ot aVari 18 GME <™ —

prévuc pour le dé ent de 12 pré: cession,

Le Cossi _’ _-‘__* xc, 1018 de la notification de Vexercice de ladite faculié de substituer,
T Communiquer a_Cedant [enscmble 1S CHments pesm ¢ VETfier 1 solvabilitd du.
CEsTonaie RISt === —

- - .
,\?} h : ART 033- 000656
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ARTICLE 2 - CONDITIONS

La réalisation de 13 cession des Actions se fera par paiement comptant du prix stipulé A
T'article 3 cantre remise des ordres de mouvements de tittes correspo

21 Droits attachés asux Actions cédées

Les Actions scront ¢édécs & 12 date du versement elfectif du prix jouissance courante,
en pleine propridté, libres de tout engagement, nantissement ou droit réel queiconque.

Le Cessionnaire a seul vocation 3 dc tous fruits ou produits relatifs aux
Actions mis en paiement posiérieurcment 3 la cession ot au prorata temporis de Is
propriété des Actions par cslui-<i pour Pevercice au cours duquel a licu la cession.

21" . Augmentation de capital of distribution d'actions gratultes

Au ¢as ob des opérations darwibution Jactions ¥ tiwe gratuir, d'échange ou de
regrouperent d'actions (fusion, scission, spport pamcl apport en nature des Actions
ou changement de Jeur valeur nominalc) suraient 418 réalisées entre a date de la vente
3 reeme ot la date de réalisation de la cession dexs Actions, les Actions ob)et du préscm
contsat, éventucilement subsistantes ainsi que celles attribuées ou ené 3
scraient acquises pour le mime prix globst ainsi quiil est déterming & Particle 3.

En cas daugmentation de capital en numérire ou d'émission d'obligations
convertibles de 1a socidd N.C.LH. ¢t si lc Cédant ne sochaite pas exsrcer son

- droit préfSrenticl de souscription, Je Cossionnaire dispose d'un droit de priotité
3 Vachat du drnit préférenticl de souscription du Cédant.

En cus de cession de'ces droits de souscription, ls contrevaleur nette de leur
prix simputerait sut le prix de cossion des Actions, objet des présentes, tel que
défini A l'article 3, sans que ce prix puisse devenir inférieur de ce fait sy Prix
figurant en Dollurs US dans lss livres comptables du Cédant, diminué du prix
de revient comptable chez le Cewsionnuire des dmits de souscription cédés.

Le prix de revient des dsoits de souscription scrait caleulé conformément 3
Vinstruction du 19 scptembre 1978 publiée au B.0.D.G.1. sous 1o référcnce 5-
G-7-78,

13 Agrément

Le Cessionnuire fera son affaire de Fagrément X donner, le cas &chéant, par e Consei
d'Adiinistzation de la youidid N.C.L.H. 3 I3 cession des Actions 3 § m!cr\':mr, suns
délai ol difficults.

% BN ART 039- 000657
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ARTICLE} - PRIX

La cession aura licy contre puiement coziptant du pm fi igurant dans les tvies comptables du
Cédant pour Pacyuisition des Actions ou [a souscription 3 l'sugmentation de capital de
N.CLH, fixé comme lc produit de la valeur des Actions N.C.LH. en Dollwrs US, pac le
cours du Dollar US du fixing 3 Patis le jour des achats, les Dollars US ayant &4 achetds &
ce prix par ls M.AAAE, par !mtcrmeémre du Cessionnalre, majoré, A compter du jour de
l' quisition ou de la iption par le Cédon:, d'un pourcentage égal s taux P 1 C+ 3 %

an (sur base 360 jours), capnabse annueltement et diminué, chaque année, des dividendes
ncts de retenue 3 Ia source encaissés par le Cédant sur les Actions en quc:ucu usqu'd leur
cession.

En cas de modification de s igislation en viguour le régime de taxstion des
dividendes, les deux parties se rapprocheront pour trouver une formule correspondant X Pesprit
du présent accord.

Au prix de cession ainsi détemuing sajouteront &galement tous les impdts, taxes ot frais usucls
qus le Cédans poursait avoir 3 payer lars de Pexéeution ¢u présent engagement, & Uexception
de Timpot sur Jes secidtés ou des.rotenues en tenant liey.

ARTICLE 4 ~ CONDITIONS DE DENOUEMENT

Le Cédant aventira e Cessionnaire, par lettre ro dée svee accusé de réceprion adressée
au moins 15 {quinze) jours i Favance ot pendant 12 période stipulée 3 l'article 1 des préscutes,
qu'il demande au Cessionnairs de procéder au wansfert de propritté des Actions moycunant
le paiement du prix stipuié ) larticle 3 des présentes.

A défaut de demande de réalisation du transfen de propriété des Actions, adressée par le
Cidant ay Cessiomnaire avant Ie 15 décembre 1994, le Cessionnaire informsera le Cédant, par
fertre recommandée avee accusé de réception, que celui~ci doit procéder su wransfert de
propridté des Actions contre paicment du prix de cossion stipulé 3 Particle 3 des préscutes au
plus tard le 31 décembre 1994,

Au s 0h unc régh celle ou une décision dune autorité publique américaine,
européenne ou frangaise metrait le Cidont dans Fimpossibitit€ de conserver les Actions de la
société NC.L.H., ou si du fait-dr conte réglemientation le codt de leur conservation devensit
anormalement onéreux pour Je Cédant, celui-ci serait autorisé A se substitucr un tiers qui
devtait 1 ir Magrément préalable du Cessionnaire qui ne pourra 'y opposcer que pour unc
raison grave et Mgitime,

. Sila disignation de ce tiers substitué &tait impossible, ie Cédant pourma céder les Actions qu'il
détient, avant le teome préve 3 Panicle 1 des présenies, su prix de cession stipulé & Fanticle 3

s etsamcs CONFIDENTIAL SUBJEGT 10
PROTCTIV. GndaR
ARTICLF. § - PERTE DE VALEUR DES TITRES DE N.CL.H.

]
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Dans Phypothise ob, quelle qu'm soit 13 cause of nomaent en cas de redressement oy
liquidotion judiciaire, fusion, scission ou appart pariel d'actif, I3 valour des titres de 1a
sociéé N.C.L.H. se déprécicrair, fa réalisation de 1a cossion des Actions par le- Cédant
rouvrica ducun dmit § contestation nu indemnisation au profit du Cessionnaire.

ARTICLF 6 - CLAUSE PENALE

Le Cessicnnaire s'enage, en outre, irndvocablemens, 3 payer, & titre de dommages ¢t intéedts,
au Cédant ou 3 towe filiale que celui~ci se sera substitué pour Pacquisition ou la conservation
des Actions, le montant de la clause pénale déterming ci-aprds, pour I¢ cas ol le transfert de
propricié des Actions ne pourau pas e réalisé ot notamment déconfiture, dissolution ou
mise en red ou en jiquid judiciaire de la société N.C.L.H. ou par 'effet dune
réglementation nouvelle ou dune décismn June Autorité publique américaine, européenne ou

frangaise.

Le montant de la clause pénale sera égal au Prix des Actions figurant dans les livres

_ compiables du Cédant ou de sa filiale substitode aux fins de cene acquisition, majoré dun
intérét dont le taux est-P L C +°3 points (Sur base 360 jours) et commengant 3 courir 3
compter du jour ob le prix de [a cession des Actiuns est exigible.

Dans Vhypothdse ol cette clouse pénale devair &tre payde par le Cessionnaire au Cédant on
3 Pune de ses filiales suhstituées, le poiemeur sera effouivd en froncs, aprés conversion du Prix
en Dollars US figucant dans les livies comptables du Cédant ou de sa filiale substituée,
daprés son cours au fixing de Parls lc jour de 'acquishion des Actions par le Cédant,

ARTICLE 7 - ENREGISTREMENT

Le Cessionnaire fesa son affaire des différems droits ot frais qui, lc cas &chéant, pourrajent
ére dits comme conséquences du présont acte,

ARTICLE 8 - CONFIDENTIALITE

Les ignées s'interdisenmt expressé de divalguer lus présentes § tous tiers, sux scules

L2
exceptions de I'Administration de 'Enregistroment, leurs conscils ou ssuf cn vue de
contraindre Pautre partie 3 exéouler ses cnyagements ¢n taison de sun refus de le faire.

H\mxm l‘ctc:pnon visée ci~dessus, la panic cui aurait divulgué ou rendu néccssaire cetie
©n supp scule ¥ ble dos &y de tours nature qui poumalt on
résulter,

PROT.CTi/Z GRD:R
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ARTICLF. 9 - ARBITRAGE

Les panies conviennent de s'efforcer de ségler 3 Pamiablc tous les problimes qui pourraient
survenir concemant le présent protocole vu son spplication,

Elles conviznnent également de surnettre 3 un Tribunal urbitral tous les litiges sans exception
yui ne seeaivat pas réglés ainsi et yui pourraienr naitre de la volidité, de Vintcrpeéeation ou de
Yexécution du présent accord. .
Llenvoi, par 13 premitre partie, de Ia notificstion ou l'envei, par 1a deuxitme partie, de la
réponsc prévue cn 2 vaudrs compromis dans les termes de la préscnte clause,

Le Tribunal scra constitué de o fagon suivanie &

1. fa partie désirant recourir A Parbitrage (la premitre portie) adrosse 3 Vavtre partie (la
deuxitme partie) une potification par letire recommandée avec accusé de réception
P indiquant Yobjet du différend cr son désic de recourir, soit & un Asbitre unique, soit 3

trois Arbitres o, duns ce cas, fa premidre parntie indique le nom de celui des Arbitres
quelle a choisi ; ’

2, la deuniéme partic répond par lettre mcommiandée avee accusé de réception, S0it en
accoptant de recours & un Artitre unique proposé par la promidre partie, Soit en
indiquant Je nom de celui des wois Arbitres gu'elie choisit ;

2

3 faute par I3 deuxitme pactie-d'avoir répondu quinze (15) jours apris la date de fa

présentation de 1a Jettre de la promidee partic ou faute par les deux purties de s'dtre
emenducs sur 1t nom d'un Arbitrs unique dang les quinze (15) jours de la présentation
de 1a lettre de la deuxidme partie ou faute par Jes deux Arbitres choisis de s'entendre
dans les quinze {15} jours de lewr désignation ser Je nom du troisitme Asbitre, la
partic difigente pourra solficiter la désignation de I'Atbitre unique, du deuxitme ou
troisi¢me Arbitre, sclon Ie cas, pur ordonnance de Monsieur Ie Président du Tribunal
de C de Paris, en référd.

Le compromis devra Stre rédigh ot signé au plus turd dans Je déiai de treme (30) jours de la
disignation du wvisilme Asditre ; b défaut, il sera fait application des dispositions du
Nouvean Code de Procddure Civile sur FAritrage,

Le Tribunal si¢gera 3 Paris ot mutucra, en promicr ot Jesnier ressont, en aminble compositeur
sans &tre tenu d'observer Ies rigles de dioit frangais.

Les Arbitres devront répantit les frais d'arbiirage (honoraires des Asbitres, frais et honoraires
des conseils des partivs et fruls J'experiise) enue IS partics.

ARTICLE 10 - ELECTION bé VOMICILE CONFIDENTIAL SUBECT 10
PROTECT NE_ ORDER

&5 4 : ' ART 039- 600660 _
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Pour exécution dus présentes ot de lours suiles, fes partics font élection S domicile en leurs
sitges sociaux sus~-indiqués.

ARTICLE 11 « NOVATION

La présente comestion remplace et sauele los précddents accords ayant le méme objey,
intervenus fe 6 3ot 1991 entre les parties.

e SN
Ria VAL
e A% wo ek 149

Ean trois exemplaires originaux,

. ‘ / T aumes
/4;§2‘V ,

CONFIDENTIAL SUBJECT TO
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ART 038- 000851




237

{Iegible]
CALL OPTION

BETWEEN THE UNDERSIGNED

- OMNIUM GENEVE 5.A.
A Swiss corporation with a capital of 20,750,000 Swiss francs, whose beadquarters are located at 1
Place des Bergues, 1201 Geneva, Switzerland, represented by Mr. Herve Bubois, Chairman of the
Board of Directors :
hereafter referred 1o 25 “OMNIUM” (promissor)

PARTY OF THE FIRST PART

AND

- ALTUS FINANCE
A French corporation with a capital of 4,408,109,300 French francs, whose headquarters are located at
34/36 avenue de Friedland, 75008 Paris, France, listed in the Businesses and Corporations Register of
Puris under pumber B 772 049 871,

Represented by Mr, Yves Chassagne, Executive Vice President, declaring himself to be empowered to
execute this document,

Hereafter designated “ALTUS”

PARTY OF THE SECOND PART

{Handwritten notes: right of Altus to acquire the shares at any time following the acquisition by Omnium,
at a premium of $450K over and above the value of the shares; + payment of $750K. analyzed as the
option premium, to which Omnium would remain entitled in the event that Altus proves unqualified to
purchase]

S&C 03858
CL-00046
CONFIDENTIAL
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WHEREAS:

The corporation NEW CALIFORNIA LIFE HOLDINGS INC (bereafier “NCLH”), is an American
holding company organized to be the shareholder of 100% of the American corporation AURORA
NATIONAL LIFE ASSURANCE COMPANY (hereafter *AURORA?), participating in the rehabilitation
plan of EXECUTIVE LIFE. a California insurance company in liquidation.

OMNIUM must, in the coming weeks and no Jater than December 31, 1992, carry out the acquisition by
subscsiption from NCLH of 150 (one bundred fifty) shares of NCLH, each baving a par value of 100,000
(one hundred thousand) U.S. dollars (hereafier “the Shares™), representing 15% of the capital of NCLH on
the date of said acquisition. {15M$] '

Parallel to the acquisition of the Shares, OMNIUM is a signatory to an NCLH Shareholders’ Agreement,
restricting the free negotiability of the Shares for a period of five years.

However, ALTUS wishes to have an option to purchase the totality of the Shares, exercisable in the year
following their acquisition by OMNIUM.

IN CONSEQUENCE OF WHICH. THE PARTIES AGREE TO THE FOLLOWING:

ARTICLE 1

OMNIUM irrevocably promises to sell, at the prices and conditions and by the methods hereafier
stipulated, 1o ALTUS or its designee, the Shares of NCLH which OMNIUM is te acquire, and ALTUS
accepts said promise as a simple promise.

In the event that ALTUS shall designate for the purpose of acquiring the Shares, any other moral or
physical person of its choice. ALTUS would remain jointly responsible for the entire execution of this
agreement.

If for any reason OMNIUM has not acquired the Shares by December 31, 1992 at the latest, the present
agreement shall automatically be null and void, without indenmity of wither party. {Null and void}

ARTICLE 2
2.1. Pursuant to a Shareholders” Agreement entitled “Agreement restricting transfer of shares” — the
text of which appears in Annex 1 - binding Ommnium to NCLH, it is stipulated that:

(a) The Shares are not transferrable except with the prior written consent of the INSURANCE
COMMISSIONER OF THE STATE OF CALIFORNIA (hereafter the “Commissioner”)

[} The acquirer of the Shares must, in advance of the transfer of the Shares, ratify without
reservation the aforementioned Sharebolders’ Agreement.

ALTUS expressly declares that it bas full knowledge of the terms of the Sharcholders® Agreement and
that it accepts said terms without reservation.
ALTUS declares in addition that it will personally undertake, in the event of the exercise of the
option granted to it by OMNIUM, to obtain the prior cousent of the Commissioner as described in (a),
above.
S&C 03859,
CL 00046
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In consequence. in the event that ALTUS does not obtain said consent, this agreement shall be
automatically null and void without indemnity, and OMNIUM shall remain entitled to the entire option
premium referred to in Article 4 below, .

22.  ALTUS undertakes to obtain all statutory and other aunthorizations that may be required to
complete the transfer of the Shares in its favor, it being expressly agreed that ALTUS shall inno
case nor for any reason be entitled to invoke against OMNIUM the failure to obtain any such
autherization in order to defer the payment of the acquisition price of the Shares.

2.3.  ALTUS shalf assume all costs, charges and taxes oqf;“amy kind to which this agreement and the
forward transfer of Shares are subject, for any reason.

The rights and obligations of the parties bereto shall apply 1o their successors, transferees and
entitled parties.

ARTICLE3
The option may be exercised at any time, beginning upon the acquisition by OMNIUM of the Shares,
until November 30, 1993 at 6:00 p.m. (Paris time).

During this period, ALTUS may at any time exercise the option herewith granted it, by informing
OMNIUM of its intention by any means ALTUS chooses.

After the expiration of this period, and in the absence of a new agreement between the parties, ALTUS
shall no Jonger be entitled to exercise the purchase option granted 1o it.

During the term of this agreement, OMNIUM undertakes not 1o sell the Shares in whole or in pant,
without prior written consent from ALTUS.

ARTICLE 4
In consideration for the call option granted to it by this agreement, ALTUS is paying toe OMNIUM today
an option premium in the amount of 750,000 U.S. dollars (seven hundred fifty thousand U.S. dollars).

ALTUS expressly accepts that this option premium is and shall remain indefinitely vested, in its entirety,
in OMNIUM under all circumstances.

ARTICLE 5
The transfer, if it occurs, shall be executed based on an aggregate value of 15,450,000 U.S, dollars
{$15M-+3450K] (fifteen million four bundred fifty thousand U.S. dollars), to which shail be added interest
at an annual rate of 12 month LIBOR plus 0.60%, capitalized annually and accruing from the date hereof
until the date on which the Shares are transferred to ALTUS.

From this amount shall be deducted the option premium fixed in Article 4 above.

The total, calculated in this manner, shall be the transfer price of the Shares.
S&C 03860
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In addition, this transfer price having been determined, ALTUS shall reimburse OMNIUM for aBl taxes or
charges which OMNIUM may be required to pay during the term of this agreement as a result of its status
as a shareholder in NCLH, and, in particular, aB} taxes which OMNIUM may be required to pay in the
United States as well as the stamp duty payable in Switzerland.

This aggregate transfer price shall be paid in cash within cight days afier the consent of the Commissioner
is obtained, as described in Article 2.1 above, against delivery of a transfer deed for the Shares in favor of
the acquirer. The Shares will be transferred with immediate possession rights.

ARTICLE6 -

In the event of a merger of NCLH by way of absorption by another company, or in the event of other
structural modifications during the term of this agreement, this agreement shall apply to the shares of the
surviving company or of the pew company or companies, which were delivered to OMNIUM in exchange
for the Shares, without any change to the transfer price agreed to above, which shall apply regardiess of
the pumber and value of the securities then held by OMNIUM. The same shall apply in the event of a
transformation of NCLH into any other entity. The same principle shall apply in the event of a reduction
in NCLH's capital, regardless of the number of securities which OMNIUM may still hold.

In the event of an increase in NCLH’s capital, by way of an incorporation of reserves, profits, or issue
premiums or by the issuance of new shares, during the term of this agreement, the bonus shares
distributed to OMNIUM as holder of the Shares which are therefore the extension of and ancillary to said
Shares, shall be added to these shares as an integral part of the subject property of this agreement, and
there shall accordingly be no addition made to the price agreed upon above.

OMNIUM is not required to act on a capital increase in the form of cash, but it undertakes in all cases
during the term of this agreement not to transfer the subscription rights to any physical or moral person
other than ALTUS. In the event that on the date of the transfer of the Shares to ALTUS. OMNIUM holds
any rights detached from the Shares, and they are still valid, they must be delivered without charge to
ALTUS.

ARTICLE 7
For the purposes of performance of this agreement, the parties elect domicile at the address indicated
above,

They additionally undertake to inform one another immediately of any change of address.
ARTICLES

The undersigned expressly agree not to disclose this agreement to any third party, except for the
government agencies and authorities which would have the right to demand such disclosure, their
counsels, or with the purpose of compelling the other party to perform its obligations on account of its

refusal to do so.

In all other cases, the party which would have made the disclosure or made such disclosure necessary
shall bear the entire consequences, whatever their nature, resulting therewith,
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ARTICLE®

The parties agree to attempt to settle amnicably any problems that may arisc with respect to this promise or
its performance.

They also agree to refer to arbitration any and all disputes, without exception, that would not thus be
settled, and which may arise with respect to the validity, interpretation, or performance of this promise.

The sending by the first party of a notice or the sending by the second party of the response mentioned in
2) herewith shall constitute an agreement to arbitrate pursuant to this section.

The arbitration court shall be constituted in the following manner:

n the party wishing to resort to arbitration (the first party) shall send the other party (the second
party) a notification by registered letter, seturn receipt requested, indicating the object of the
dispute and its desire to submit the dispute to arbitration by either a single arbitrator or three
arbitrators. In such case, the first party shall indicate the name of the arbitrator it shall have
designated.

2 The second party shall reply by registered letter, return receipt requested, either by accepting
arbitration by a single arbitrator as proposed by the first party, or by indicating the name of the
arbitrator (among the three arbitrators) that it shall have designated.

3 In the event that the second party fails to respond within fifteen days after the date the letter of the
first party was presented to it, or failing agreement between the two parties on the name of 2
single arbitrator within fifieen days of presentation of the letter of the second party, or failing .
agreement between the two arbitrators designated by the parties within fifteen days of their
designation on the name of the third arbitrator, the most diligent party may request the President
of the Commercial Court of Paris to appoint the single arbitrator, or the second or third arbitrator,
as the case may be, by order issued in “refere” proceedings.

The agreement to arbitrate shall be drafted and executed at the Jatest within thirty days of the designation
of the third arbitrator; failing this, the provisions of the New French Code of Civi} Proceedings relating to
arbitration shall apply.

The arbitration court shall be constituted ip Paris and shall render its decision, which shall be final, as an
“armicable arbitrator,” without any necessity for it to observe the French rules of law.

The decision shall be rendered within three months of the agreement to arbitrate. The arbitrators may ask
the parties for any extensions they deem necessary or useful. However, there may not be more than two

rwo-month extensions in total.

The arbitrators shall allocate the costs of arbitration (arbitrators’ fees, expenses and fees of the parties”
counsels and experts’ costs) between the parties.
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The party which, by refusing to perform the arbitration award, compels the other party to apply to a court
for enforcement of the award, shall bear all costs, taxes and fees which may result therewith.

Made in Paris
On November 19, 1992
in two originals

Signed by : OMNIUM GENEVA
ALTUS FINANCE
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s PROMESSE DE VENTE D'ACTIONS

ENTRE LES SOUSSIGNEES

~ OMNIUM CENEVE S.A.
Socitté de droit suisse au capital de FS 20 750 000,
dont le siége social est 1 Place des Bergues, 1201 GENEVE - SUISSE -
représentée par Monsieur Hervé DUBOIS, Président du Conseil
d'Adoinistration,

Ci-aprés désigné "OMNIUM® Mw/é’g_/r

. y(/ .
o b% W/(u :u.:b-,Aa/th—;
.L,_,_,J’MM P_/Aril\w(%« L

1% bl , oL UM Ed o b
- ALTUS FInance! .
Scciété Anonyme de droit’ francais, su capital de F. % 408 109 300,
dont le siége social est 34736 avenue de Friedland, 75008 PARIS - FRANCE ~

inscrite su Registre du Comperce et des Sociétés de PARIS, sous le nupéro
B 722 049 871,

représentée par Monsieur Yves C(MASSAGNE, Directeur OCénéral Adjoint,
déclarant #tre divent hebilité & 1’entier effet des présentes,

 moes - - CL 00045
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IL A ETE PREALARLEMENT EXPOSE CE QUI SUIT :

La Société NEW -CALIFORNIA LIFE HOLDINGS INC {ci-aprés
société holding de droit américain constituée pour &tre sctionnaire & 100
de 1ls Société de droit aréricain AURDRA NATIONAL LIFE ASSURANCE COMPANY {ci-
sprés "AURORA®} devant perticiper su plan de reprise de EXECUTIVE LIFE,
société d’assurance de 1'Etat de CALIFORNIE en liguidation.

"N.C.L.H.} est une
4

OMNIUM doit procéder dans les prochaines sesaines et su plus tard le 31
Décembre 1992 & l'acquisition par souscription auprés de N.C.L.H. de 150
{cent cinquante) actions de N.C.L.H., chacune d’un sontant nominal de IDUTDOT™
{cent ©ille} dollars U.S. lci-apres CLions Tepresentant 15 % dw
capital de N.C.L H. av jour Ge cerre acquisition, T M _

Parallélesent & l’acquisition des Actions, OMNIUM est signataire d'un pacte
g 5
restreignant la libre négociabilité des Actions

d’Actionnaires de N.C.L.H.
sur une période de cing ans.

ALTUS » scuhaité bdénéficier d’une option d'achst pertant sur la

Toutefois,
exergable dans 1'anmnée suivant leur acquisition par

totalité des Actions,
OMNIUM.

EN_CONSEQUENCE DE QUOI, 1L A ETE CONVENU CE OUI SUIT :

ARTICLE 1

OMNIUM promet jrrévocablewent de vendre, aux prix, conditions et podalités
stipules ci-sprés, a ALTUS ov & son substitué, laguelle 1'sccepte en tant gque
sicple promesse, les Actions de N.C.L.H. gu'elle va scquérir.

Dans 1'hypothése oi ALTUS désignerait pour ecquérir les Actions. toute autre
personne physique ou worale de son choix, elle resterait solidairesent

responsable de 1'entiére exécution des présentes.
7o
Dens le cas ou OMNIUM n'avrzit pas acguis les Actions av plus tard le 3

Décesbre 1992, pour quelque cause gque ce soit, la présente provesse serait
alors cadugue et nulle d'effet de. plein droit, sans indeznité de part ni

d'sutre.

ARTICIE 2

2.1. Aux terpes d'un Pscte .d'Actionnaires dénomné “Agreement Testricting
transfer of shares™ - dont le texte figure & l'annexe )} - liant OMNIUM &
N.C.L.H., il est notampent stipulé gue :

3} les Actions ne sont cessibles gqu'avec 1'accord. préaladle écrit de
"1'INSURANCE COMMISSIONNER OF THE STATE OF CALIFORNIA® {ci-sprés le

“Cosmissionner™),

b} L'acquéreur des Actions cevra prézlablesent au transfert des Actions
ratifier sahs réserve le Pacte d'Actionnaires susvisé.

ALTUS déclare expressésent avoir parfaite connaissance dudit Pacte
-@’Actionnzires et en accepter les termes sans réserve.

ALTUS déclare en outre faire son affaire personnelle, en cas &'exercice
de 1'option Juj é&tant conférée par. OMNIUM, de 'obtention de 1'sccord

préaladble du Copsissionner visé av a) ci-dessus.
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En conséguence, dans le cas od ALTUS n'obtiendrait pas cet accord, la
présente provesse serait alors taduque et nulle d'effet de plein droit
et sans indemnité, la pripe d'option visée 3 1'arricle 4 ci-dessous

restant intégralesent BCqUise & UMHitMe

2.2. ALTUS fers son #ffaire de 1'obrention de toutes autorisstions
statutrires et sutres qui ppurraient &tre nécessaires & 1a réalisstion
du transfert des Actions en sa faveur, £&tant expressépent convenuy
qu'ALTUS ne pourrs en aucun cas et pour guelque cause que Cce spit
opposer & OMNIUM le défaut d'obtention d'une gquelcongue de ces
autorisations pour différer 1le paiesent du prix d'acquisition des

Actions.

2.3. ALTUS prendra & sa charge tous les frais, droits et taxes de toute
nature auxquels la présente prosesse et la cession éventuelle des
Actions pourraient donner lieu pour guelgue tause que ce soit.

les droits et obligations des partiss & la présente provesse
s'imposeront et bénéficieront & tous leurs successeurs, cessionnaires et

aysnt-droits.

ARTICLE 3 e

YTacquisition par OMNIUM des Actions et jusqu'au 30 Novesbre

la présents progeses  oourpra  étre  Jevée | 3  tout ooment ;a compter d://
M(/

(REUTE GE PAKIS].
s —

Durant ce délzi, ALTUS pourra exercer & tout zoment }'option lui étant
présenterent consentie en inforsant OMNIUM de son intention par tout wmoyen su

choix de ALTUS.

Passé ce délai, et ssuf nouvelle convention entre les parties, ALTUS ne
pourrs plus user de la faculté d'acheter qui lui est offerte.

Pendant la curge de la présente proszesse, DMNIUM s'interdit de vendre tout ou

~t

partie des Actions, sans 1'accord préalable écrit de ALTUS.

ARTICLE &

En contrepartie de 1'oprion d'achat lui étant consentie par la présente
S verse & OMNIUM ce jour une price d'option d'un

prosesse de venre,
wontant de US(750.000 {sept cent cinguante »ilTe dollars U.STTT ——

Cette prive d’oprion est et restera définitivement et intégralepent acquise &
OMNIUM en toutes circonstances, ce qui est expresséent sccepté par ALTUS.

ARTICLE § /[YN¢f4)7 6?
La cession, si elle inlerxjefﬂ‘ sera effectuée sur la base d'une valeur
globale de U.5. 0, 15.450.000 (quinze millions quatre cent cinguante sille

dollars U.S.), zajor¥® G un intérét au teux de LIBOR -douze mois- + 0,60 =
1'sn. capitalisé annuellesent et decompté du jour des présentes Jusqu'av jour

de 12 cession des Actions & ALTUS.,
De ce montant, sera déduite 1a prime d’option Fixée & 1'article 4 ci-dessus.

Le montant winsi calculé constituera le prix de cession des Actions.
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Qutre, ce prix de cession ainsi déterminé, ALTUS recboursers & OMNIUM tous
ippdts, taxes ou charges gue ONNIUN aurait & acquitter pendant la durée du
présent engageseht du fait £e sa gqualité d'actionnaire de N.C.L.H., et
notaxsent tous izpdls et taxes que OMNIUM pourrait svoir & acquitter asux
Etats-Unis 2insi gue le droit de timbre payable en SUISSE.

Ce prix total de cession devre &tre payé cosptant & OMNIUM dans les huit
jours suivents 1l'obtention de 1'accord du Cozzissionner visé & )'article 2.1.
ci-dessus, contre remise d'un acte de transfert des Actions su profit de
1'acquéreur. Les Actions seront transférées avec jouissance courante.

ARTICLE 6

En cas de fusion par absorption de N.C.L.H. per une sutre société, ou en cas
d’autres wodifications de structures pendant la durée de validité de la
présente prooesse, cette promesse sera reportée sur les actions ou les parts
de 1a société adsorbante ou de 1z ou des sociétés nouvelles, qui suraient été
resises 3 OMNIUH en échange des Actions et ce, sans sucune modification du
prix de cession conveny ci-dessus qui sers appligué gquelque soit le noobre et
1a valeur des titres alors détenus par OMNIUM. Il en serait de oépe en cas de
transforsation de N.C.L.H. en entité de toute autre forme. 11 sera fait
également application de ce néme principe en cas de réduction de capital de
N,.C.L.H. quelque scit le noobre de titres dont OMNIUM resterait propriétaire.

En cas d'sugmentation de capital de N.C.L.H., par incorporation de réserves,
bénéfices ou primes d'émission et per émission d'actions nouvellss, pendant
la durée de validité de lz présente processe, les actions gui suraient été
attribuées gratuitement 3 OMNIUM au titre des Actions et qui en seraient, en
conséguence, le prolongement et l’accesscire, s’sjouteraient 3 ces actions
coupe faisant partie intégrante de l'objet de la promesse et par conséguent,
sans aucun supplésent au prix convenv ci-dessus.

OMNIUM n'est pas tenu de suivre & une augmentztion de cepital en nupéraire,
mais il s’interdit dans tous les cas, pendant toute la durée de validité de
la “présente prosesse, de céder les droits de souscription 4 une personne
physigue ou sorale autre gque ALTUS. Auv cas oU, & la date de transfert des
Actions & ALTUS, OMNIUM disposerait de droits détachés des’ Actions en cours
de validité, i) devrait les resettre gratuitement & ALTUS.

ARTICLE 7
Pour 1'exdcution des présentes, les parties font élection de dosicile 3
1'adresse indiquée en en-téte des présentes.

Elles s’engagent en outre & s'inforwer réciproguement et sans délai de touts
nodification de ladite adresse.

ARTICLE 8

Les soussignées $'interdisant expressément de divulguer les présentes & tous
tiers, aux Seules exceptions oes Administrations et Autorilés en oroit d'en
obtenir cossunication, leurs conseils, ou sauf en vue de contraindre 1’ sutre
partie & exécuter ses engagements en raison de son refus de le faire. N

Horois 1'exception visée ci-dessus, la partie qui aurait divulgué ou. rendu
nécessaire cette divulgation en supportera seule 1'ensesble des ctonséquences
de toute nature Gui pourrait en résulter,

1 00048 -y )
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ARTICLE

régler 3 1'amiable tous les

Les parties conviennent de s'efforcer de .
problémes gqui pourrsient survenir concernant 1a preésente promesse ou son

application.

Elles conviennent également de sousettre & un tribu_nal_ arbi tous les
litiges sans exception gui ne seraient ipas régles sinsi et qui pourrsient
naftre de la validité, de 1'interpritation ou de l'exécution de 1a présente
prosesse. )
L'envol par la premidre partie de la notification, ou 1'envoi par la deuxiime
partie de la réponse prévue en 2} ci-sprés veaudrs cospromis dans les termes
de la présente clause.

Le tribunal sers constitué de la fagon suivante :

1) Lz pertie désirant recourir & 1'arbitrsge {la preziére partie) adresse &
I'sutre partie {la deuxiéme partie) une notificstion par lettre
recompandée avec accusé de réception, indiquant l'objet du différend et
son désir de recéurir, soit & un erbitre unique. soit A trois arbitres
et, dans ce cas, la presiére partie indigue le nom de celui des arbitres

.qu*elle & choisi.

2} La deuxiime partie répond par lettre recompandée avec accusé de
réception, soit en acceptant le recours & un arbitre unique proposé par
1a presisre partie, soit en indiguant le nozm de celui des trois srbitres

qu'e}le choisit.

3 Faute par la deuxiéne partie d'avoir répondu quinze jours sprés la date
de 1s présentation de la lettre de la premiére partie. ou faute par les
deux parties de s’g¢tre entenduss sur le nos d'un arbitre unigue dans les
quinze jours de Ja présentation de la lettre de ls deuxidne partie ou
faute par les:dewt arbitres choisis de s'entendre dans les-guinze jours
de leur deésighstion sur le nom du troisiéce arbitre, las partie diligente
pourra solliciter la désignation de 1'arbitre unique, du deuxidme ou
troisiése arbitre, selon le cas, par ordonnance de Monsieur le Président
du Tribunal de Commerce de PARIS statuant en référé.

o

Le compromis devra &tre rédigé et signé au plus tard dans le délai de trents

jours de la désignation du troisiése arbitre | & défaut, il sera fait
spplication des dispositions du Nouveau Code de Procédure Civile Frangais sur

1'Arbitrage.

Le tribunal siégera & PARIS et stastuers, en premier et dernier ressort, en
asisble coopositeur sans &tre tenu d'observer les régles de droit frangais, ~

11 devra rendre sa décision dans wuns  ddlai de trois wmois  suivant
1'établissesent du conpromis. Les sarbitres pourront dJepander asux parties
telles prorogations qu'ils jugeront nécessaires ou uiiles sans que le total
puisse dépasser deux prorogations de deux pois chacune.

Les arbitres devront répartir les frais & arbitrage (honoraires des arbitres,
frais et honoraires des conseils des parties et frais d'expertise) entre les
parties.

H
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La partie qui par son refus J'exécution contraindrs 1'sutre partie &
poursuivre I'exécution judiciaire de la sentence restera chargée de tous les
frais, droits et honoraires auxguels la poursuite de cette exbcution asurs

donné lieu. K

Fait 4 Paris
Le 16 Novesbre 1992
En deux originaux

OMNIUM GENEVE ALTUS FINANCE

B
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FORWARD SHARE TRANSFER AGREEMENT

BY AND BETWEEN:
Omnium Geneéve, S.A.,
a Swiss company with stated capital of 20,750,000 Swiss francs,

having its principal office at 1 Place des Bergues, 1201 Geneva, Switzerland,
represented by Mr. Hervé Dubois, Chainman of the Board of Directors,

hereafter referred 1o as “Omnium”

PARTY OF THE FIRST PART,

AND

Alus Finance, a French corporation (sociélé anonyme) with stated capital of 4,408,109,300
French francs, having its principal office at 34-36 Avenue de Friedland, 75008 Paris, registered
with the Paris Trade and Company Registry under number B 722 049 871,

represented by Mr. Yves Chassagne, Executive Vice President, who represents that he is duly
authorized for the purpose hereof,

hereafier referred to as “Altus”

PARTY OF THE SECOND PART.

EXHIBIT

F Ao
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RECITALS:

The firm New California Life Holdings Inc. (hereafter referred to as “NCLH™) is a2 US holding
company that was incorporated in order to wholly own the US company Aurora National Life
Assurance Company (hereafter referred to as “Aurora™), which company is to participate in the
takeover of Executive Life, 2 California insurance company in liquidation.

Over the coming weeks, and by December 31, 1992 at the latest, Omnium must subscribe for
150 {one hundred and fifty) NCLH shares with a par value of 100,000 (one hundred thousand)

US dollars each (hereafter referred to as the “Shares™), representing 15% of NCLH capital on the
date of acquisition.

Moreover, Omnium has signed an NCLH Shareholders' Agreement, authorizing the transfer of
the Shares over a period of five years from the date of their acquisition.

As Altus wishes to acquire some Shares, the parties have agreed to this forward sale.

NOW, THEREFORE, IT IS AGREED AS FOLLOWS:

ARTICLE1-SALE

1.1 Omnium hereby sells to Altus, which accepts, for the price and on the terms and conditions
set forth below, all the Shares of NCLH it is obliged to acquire, namely 150 shares with a par
value of 100,000 US doilars each, all fully paid up.

The parties expressly agree that this forward sale is made subject to Omnium acquiring the
Shares by December 31, 1992 at the latest.

Should it fail 1o acquire the Shares by this date, irrespective of the reason for said failure, this
agreement shall become null and void by operation of law, without either party being entitled to

compensation.

1.2 For the purpose of this sale, all of the Shares shall be transferred to Altus at the times and in
the proportions set out below:

a) At the end of a one-year period from the date of acquisition of the shares by Omnium, one
indivisible lot corresponding to 5% of the Shares.

b) At the end of a two-year period from the date of acquisition of the shares by Omnium, a
second indivisible lot corresponding to 5% of the Shares.

c) At the end of a three-year period from the date of acquisition of the shares by Omnium, one
indivisible lot corresponding to 10% of the Shares.

Revised by Aspen Traduction OG 000405
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[... one or more pages are missing}

Where applicable, ail taxes, duties and expenses that Omnium may be required. to pay during the
term of this agreement as a result of its status as a shareholder of NCLH, including all taxes and
duties Omnium may be required to pay in the United States and the stamp duty payable in
Switzerland, shall be added to the sale price and shall form an integral part thereof.

3.2 In addition 1o this sale price, Altus shall pay Omnium interest equal to the 12-month Libor
rate + 3.60% per annum on November 30, 1993, 1994, 1995, 1996 and 1997, which interest
payments shall respectively correspond to the following periods:

- from this day until November 30, 1993

- from December 1, 1993 to November 30, 1994
- from December 1, 1994 to November 30, 1995
- from December 1, 1995 to November 30, 1996
- from December 1, 1996 to November 30, 1997.

Interest shall be calculated on the sale price fixed under 3.1 above, or' any outstanding portion of
said price for Shares still held by Omnium during each of the aforementioned periods.

All dividends net of withholding tax collected by Omnium on the Shares during the period under
consideration, if any, shall be deducted from said amount to be paid to Omnium.

In addition, if all the Shares have not been transferred to Altus by November 30, 1997, Altus
shall pay Omnium the same interest, prorated for the period from December 1, 1997 to the day
the remainder of the Shares are transferred as provided in 1.2. €) above. It is agreed that said
interest shall be calculated on the portion of the sale price of the Shares still outstanding.

Finally, Altus shall pay Omnium on this day the sum of USD 750,000 (seven hundred and fifty
thousand US dollars) as an advance on the interest owed for the period from this day to
November 30, 1993. As a result, this advance shall be deducted from the amount of interest due
for said period that Altus will pay Omnium on December 15, 19937,

ARTICLE 4 - SUBSTITUTION AND PREMATURE TRANSFER

If, as a result of any new regulation or decision issued by the US, European, French or Swiss
authorities, Omnium is unable to keep the NCLH Shares or if, as a result of said regulation, the
cost of keeping the Shares would be excessive for Omnium, it shall be entitled either to designate
a third party to replace it, who must unreservedly ratify this agreement, or to ask Altus to
immediately acquire or arrange for the acquisition of all the Shares held by Omnium at that time,
in which case Altus undertakes to take all necessary steps to promptly complete said transfer.

The Shares held by Omnium at that time shall be transferred to Altus for the sale price fixed in
Article 3.1, plus the interest fixed in Article 3.2 prorated over the current period.

In any event, Altus shall immediately indemnify Omnium for any extra cost of keeping the
Shares as described above. -

Revised by Aspen Traduction 0OG 000406

: fr283



252

ARTICLE 5 - LOSS OF VALUE OF NCLH SECURITIES

Should the value of NCLH securities depreciate, irrespective of the reason thérefor and including
in the event of its bankrupicy or any other procedure resulting from the total or partial insolvency
of NCLH or its subsidiaries, or in the event of a merger, split-up or partial contnibution of assets,
Altus shall not be entitled to raise any objection or claim any compensation in connection with
the transfer of the Shares by Omnium.

Alws shall, in any event, still be required to perfonm this agreement in full.

ARTICLE 6 - PENALTY CLAUSE

Altus irrevocably undertakes to pay Omniumn, or any entity that replaces it for the purpose of
acquiring or holding the Shares, the penalty fixed below as damages, in the event the transfer of
title to the Shares and/or the payment of interest specified in 3.2 above is impossible, namely
because of NCLH's insolvency, dissolution, bankruptcy or inability to pay its debts or due to 2
new regulation or decision issued by the US, European, French or Swiss authorities.

The amount of the penality shall be equal to the price of the Shares held by Omnium at that time,
as indicated in 3.1 above, plus interest at the 12-month Libor rate + 3.60% per annum, from the
date of Altus’ last interest payment pursuant o 3.2 above until the date of payment of the penalty
to Omnium.

Said penalty shall be paid no later than fifieen calendar days after Altus is unable to perform its
aforementioned obligations.

In the event Altus pays this penalty to Omnium, the payment shall be made in US dollars.
ARTICLE 7

It is expressly agreed that Omnium shall be automatically considered to have fully performed its
obligations under this agreement in all cases where the Shares have been transferred to Altus or

its substitute on-a date or dates prior to those specified herein.

[Stamp in English: confidential pursuant to protective order]
ARTICLE 8

Altus shall pay all the costs, duties and taxes of any kind that may be due for any reason
whatsoever as a result of this agreement and the transfers of Shares.

The rights and obligations of the parties under this agreement shall be binding on and shall inure
to the benefit of all of their successors, transferees and beneficianies.

ARTICLES

For the performance hereof, the parties elect domicile at the addresses first above written.
Furthermore, they agree to inform one another immediately of any change.in said address.

Revised by Aspen Traduction OG 000407
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ARTICLE 10

The undersigned expressly underiake not to disclose this agreement to any third party, except for
those Authorities entitled 1o be informed of it or their counsel, or other than in order to compel
the other party to perform its undertakings if it has refused to do so.

Save for the exceptions listed above, any party which discloses this agreement or makes
disclosure necessary shall bear all the consequences of said disclosure, of any kind whatsoever.

ARTICLE 11

The parties ag .2 to endeavor to find an amicable solution o any problem that may arise in
connection with this Agreement or its performance.

They also agree to refer to an arbitral tribunal any dispute whatsoever that cannot be amicably
settled, and that may arise in connection with the validity, construction or performance of this
agreement.

The sending of the notice by the first party or of the response by the second party referred to
under point two below shall be deemed to constitute an arbitration agreement, in accordance with
this article.

The Tribunal shall be formed in the following manner:

1. The party wishing to refer 2 matter to arbitration (the first party) shall give the other party (the
second party) notice, by registered mail, return receipt requested, stating the subject matter of
the dispute and its wish to refer the matter to a sole arbitrator or to a panel of three arbitrators,
in which case the fis © party shall disclose the identity of the arbitrator it has appointed;

2. the secont party sha- resly in a letter sent by registered mail, return receipt requested, either
agreeing to the first pariy’s proposal to refer the matter to a sole arbitrator or disclosing the ~
identity of the second arbitrator it has appointed;

3. should the second party fail to reply within fifteen days of the date on which the first party’s
letter is tendered for delivery, or should the parties be unable to agree on the identity of a sole
arbitrator within fifteen days of the date on which the second party’s letter is tendered for
delivery, or should the two appointed arbitrators fail to agree on the identity of the third
arbitrator within fifteen days of their appointment, the first party to act may request the
appointment of a sole arbitrator, or the second or third arbitrator, as the case may be, by
means of an order mz {e by the Chief Judge of the Paris Commercial Count (Tribunal de
Commerce), ruling in c.nergent proceedings.

The arbitration agreement shall be drafled and signed no later than thirty days after the
appointment of the third arbitrator. Failing this, the provisions of the New Code of Civil
Procedure {(Nouveau Code de Procédure Civile) on arbitration shall apply.

Revised by Aspen Traduction 0G 000408
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The arbitrators shall make an award within three months of the date of the arbitration agreement.
The arbitrators may ask the parties to extend this deadline should they consider this necessary or
appropriate, provided however that the proceedings shall not be extended for more than two
additional two-month periods.

The arbitrators shall allocate the arbitration costs (arbitrators’ fees, expenses and fees of the
parties’ counsel and costs of expert opinions) between the parties as they see fit.

Any party who obliges the other party to seek enforcement of the arbitral award because of its
refusal to abide by the award shall pay all taxes, duties and fees that may be incurred in
connection with said enforcement. :

Executed in Paris
on November 16, 1992
in two original counterparts

Omnium Altus
(signature) (signature)
Revised by Aspen Traduction OG 000409
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Traaslator’s Notes

: French is unclear — one or more words appear to be missing.
°N ber 30, 1993 is indicated as the payment date two paragraphs carlier

i

Revised by Aspen Traduction
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CONTRAT (R CRSSION X TEWE D'ACTIONS

NEPRBVSRASE

DIIXE LES JOOSTIONERS

- OWIUR GCXVE 8.4

Socidts de droft suliese su capital de F3 20 750 GO0,

dont ls stdge sociil st I Place das Barpuse, 1201 GEXEVE » SUINSK -
représactdes par Jloogieyr Barvd XBOIS, PFrdeldent da Comaall

&' Aduinistietion,

Cl-mprde dheipnd *ORCTR®

R PART

> 1

4cat la siage social et A sveous ds Prisdisnd, 75008 PARIS - FRANCY -
inacrits st Registre & Commerce et des Socidtés de PARIS, sous
372 0M N,

reprdoacths par Arsisur Tves CRASSAOKE, Directsur Obodrsl Adjoint,
diclarmat btre Sleent wuru A I'matiar offet dae prisacies,
. Cl-sprim dbsignd ALTIB®
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A EXrOSE CX H

La Société NE¥ CALTPORIA LIPS EOLDDNS D (ci-apris "N.C.L.A.) sst une
sociitd dolding de drait emdricains coxstitube pour étre sctioscaire & 10O %
40 1o Socidtd de droit ssiricain AUNORA XATIONAL LIPR ASSURANCE COMPANY {ef.
sprde TAUNIRA®) devant perticiper mu plws de reprise de EXRCUTIVE Liry,
sociétd 4 sssurance de 1'Rtat de CALIKIOQR en liquidatiom.

OPIIN dait prockdar dans les prochaires smsines et su plus tard le 11
Décembre 1932 4 1l'scquisition par souscription wmpres de NK.C.L.X, da 150
{eant cioquants) actions de N.C.L.E. chanos ¢'m sentant nosinal d4e 100.000
{cant xilles) dollars U.8, (ci-wprés les "Actions”) représentant s jour de
1sur scquisition 15 § &u capital de N.C.L.K.

Parallilement, COMIIN est zignatairs 4w pacts d'Acticonmaires de N.CL.X.
sutoriamt la cessioo des Actions dtalde sur une phriods de cing e A

comptar de leur scquisitiom,

ALTIN souhsitant scquirir les Actions, 1. prdwents vents 4 tearmm & #td
CCXTveTK, .

1.1, ONION vand par les précaciss '3 ALTTS, ot 1'scoepts, mzx prix,
conditions et scdalitds stipulds ci-sprds, la totalitd des Acticos de
N.C.L.E gutslls dott acquérir, soit 150 sctions 48 100.000 dollars U.S.
de somizal chacuns, mtidresent libirbes.

De conventios expreese motrs 1ss partiss, 1s prissnte veots sst conclua

sous réssrve 8 1'scguisition des Actions par OMCITX s plus tard la 331

Dhcwabre 1903,

A Sifwst da réelisstion de cotte scquisiiion pour qualque cause qUe ce

sait A oetia dats, ls présant contrst deviecdra caduc de plein drodt,

f ln;_h'miﬁ dn part nt &'wutmw.

1.2. t:d'mﬁn"h 1a présecta vents, le trscafert de 105 £ doa Actions ma

profit ds ALIUS s ‘sffectusra sux époques ot po-xx loa quotités

wivectes 1

8] A }'epirstion d'wn ddlal d'un w0 A comptar de 1° u:quuxum den
Actions par OWNNIIN, wn lot indivisidle corrwspoodsat 5 3 des
Actions,

b} A Veopiration $'w dilst de deux w8 b comptar de 1llacquisition Jes
Actions par OMKIUN, un deuxibme 1ot Indivisidls correspndant A5
des Actions,

e) A 'expiration d'un énu. de trois ans & l'scguisition des Actioes
par OMNIDM, un 1ot {ndivisible correspondant & 10 ¥ das Actioos.

0G 000403 [ 2
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Seront ajoutds su prix e cessicn et eo faront partie intigrasts s'il y

. impdts, taxme ou chargme Qua OOTUR auraft 4 soquitter
pandant dudes o prédsent enpugesect du falt 48 sa qualiwm
4’ actiornaire de N.C.L.N., et dotamsant tous Lapdts ot taxss que OCTUR
mxmcm:w-:xuu-w;w;«nw;am

5.z.wmmpmuwm.nuuz«:wummmm-.
1,60 5 1'sm  sars versd par ALTOS 4 ORCIN Yo X0 Novembre des soodbes
1993, 1994, 1998, 1996 et 1997 au Litre rwspectivesact des phricdes
wulventas 3

:&lwuc-b:ilm.a&b-dnlﬁ.
« & 16r Décambre 199€ mu 30 Novembre 1997.

ot intéret sarm calculd sur Js prix de csssion fixk s 3.1. cti-deasus
u'mhnnhmmtlmnum&mbmn-
ermm;masmm.hum
airmd caleulde & varsar & OOCIN, servet ékduits -~ 8'4il 7 & liaw ~ law
ﬁwa-nhnmlhmw”mnm
Actions Sursat Is péricde considdris. T

uﬂu.uhwﬁiuum-'-mmaumrw;
ALTUS le ¥ Novesbrs 1997, ALTON versers & ORKITH ls shes {nthrit
mummnmm:hzumxmjw'u
thmrmhmukuuMumwi.l.-) =
m,iwtntxnaqumuuﬂtmulmumunruommn
A versar &u prix ds cessicn des Actions.

Eafin, ALIUS verse ¢o jour & QU we scme de U.8. D. T50.000 {sept
cont cinquants xilis Dollars U.5.) & titre d'svence sur las intérits s
‘-umhnm.untauwuaomxm.. .
consbquence, cetts mvance sars dAduits du sontant des ilotérdts X e
umbutuﬂﬁ&u“m“h\swnxm”ml

ARTICLE A - ERITOVUION KT SESIION ANTICITER

hmummuummmmuuﬂd:md'wumupﬂhu
sbricaing, ~ sstopbans, freocsiss ow  sulsse, settait NI dane
1'impossitilité s conserver lae Actione de 1a soclith %.C.L.E., ou sl du .
fais de cetts réglmmctation, ls co0t de lsar conservation devenait
m:wmm.m:ummmsmm 201t pa
sebstituer w tiars i devTe retifier sans résarve ls préeect contrst, seit
m;ma'mwarmmmu.wzuwmu
ummummm‘nmvmamw-m
dispositions utiles pour persetire 1a réalisatisa 48 cetts csssion sans

Le caesion & ALTUS des Actions, qu'ONCIM ddtisndrs slors, s'effectusrt ma
prix 4 ceesion stipuld & l'erticle 3.1, sajord de 1'intérdt Fick = .20

Mconptd prorata taseporis sur la période ea cours,
Dans tous les cas, ALTUS indesnisers Tasddistasent ONNITM du surcolt e

m‘mgud“d-dnm.
OG 000406 . J_‘_p‘ o
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- I Vi L

pans 1'hypotbiss ol, wualis quien sxit la cmwe ot Actamment en cas de
Cratllics om touts avtre prockios resultant de 1'flosslvebilivd totals o
partialls ds N.C.L.E. ou &0 sea fil{sles, coume eo cas de fusion, ecisaion eu
spport partisl 4'actif, 1z valear dms titres S0 12 soctétd R.C.L.E, e
dépréciersit, la réalisetion de 1a cession dee ACtioos per OOITM 2'tcrerire
sacup droit & contastation ou indesnisation s profit de ALTUS.

Dane tous las cas, ALTIE restars taous & 1'entidre sxécutics des présentes.

ATICLE § - CLAST PRALE

ALTUS #'sogage irrévocablssent } payer, § Hitre da domsages e istirdts, 3
OTTN ou A touts sctitd que calle—cl s ssrs rubstitube poar 1'scquisition
o 1a consarvetion des Actions, is sontmt 48 la clause pénals Sbtaraind ci-
aprém, pour le cas ol ls tranafart de propridtd des Actices st/on 1s paissment
don intdrets visds w3 3.2, ci-dessus, oe pourraiast pas dtre rédalisdée et
potassant du fait de la déconfiture, dissclution ou wxise = faillite og
insalvearilichk ds 1s socidtd E.C.L.E. ou par 1'effet 4'une riglesamtation
sovvalis on d'une dicision 4'use wetorith publique ssdricaine, eurcoberne,
frencalise oy guisse. .

la mutant de ls clewe pénals sery i m priz des Actions qu'OMKIIN.
ddtiendrs alors, tal eve Fimd wa 3.1, ci~desrus, sajord d'um Imtdrit dont le
tazs st LIDOR = doazse mols = + 3,60 5 1'am ot commencant & courir 4 comptar
de jour & darniar versesant €'istérets de ALTUB en embcution du 3.2, cf-
dessus Josqu'mm jour du verseesnt & ORCUN ée catte clauss piénals,

Lo verseswnt de cette clmmae pdoals devra intarvenir daos lss guizes Jours
calendalres suiveats 1'iapcasibilitd pour ALTUS ¢'scboutmr ses obligstions
1n18g0kes o -desroe.

beus §'hypothdes o) cetts clsuse pénalie devait Stre parde par ALTUB & OWOQUN,
hni-_-ntsmchMnbumv.l.

MUk T

Pe corrvention exprasss, {1 st convenu ¢u'OCCUN sers de plain drodt régatés
swir plainoesnt exdcyté les cbligstions 1wd iocombent mix tkrwes des

présqotes dan tous les cas o0 les Actioos suraiant $té trendfivdes A ALIVS
o son subetitud & ume ou des déted waldriisTaa 3 omlloe conveooms e

. Contidwrcial Parnasst »
[ et R . Prowctive Crour

les st taxes 48 touta batupre

prdsantan ot jed trenefsrts des Actions pourront donoer liss,

Pour 1'embcution des ;Mt'-, les partias ront dlectios de domicils
1'adresse indiqubs eu sn-tils des ymam.

Hlss 8'engagent e outre & .'x.nromr réciproquennt ot nﬂ a3al 4 toats

nﬂﬂaumuwum
0G 000407
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Llar (=2 B

Les soussigndes s'intsrdisent sxpreesiesct de divilguer les prisecies ) twous
tiars, W sulas sxcaptiong ded Adainistrations et Autoritds en drait d'em
obtanir commmicatios, leurs consails ou smf = vue d0 comtraindte l'sutre
partie A exbcutar ses sugigweents sn raisce ds son fefus de ls fuire.

foreis 1'ezception visde ci-dessus, 1s partis qui sereit dwvilgud ou rendu
nécsssaire cotta divuigpation en supportsrs seuls l'ecaandls des consbquarces
de touts pature ui porteil et rdeultsr.

o re (=5 31

Lo partiss coovimmant de s'efforosr de régisr & l'adiable tous leg
problisss @ui powrrsiset survenir concernant ls présant Contrat o som
wpplication. R

fise cooviement dgrlssmt de soumstire 3 wn tridupal arhitral tous lag
ltiges sens wxcaption qui s sersisct pas riglés sirei ot qd porrefang
saltre ds 18 valilitd, d0 1'isterpritation ou de 1'avicution du podeent
accord. ’ -

L'esrved par 18 premides partis do la sotification, oo 1'envol per la devciles
partia d8 1x rigcnse privos en 2) ci-spris veudrg cospromis dans lss tarmes
ds 1s présents clmmwe.

Le tridunal sers constitnl de 14 Fagon sulvests 3

1)  La pertis ddelrwot recourir 4 1'srbitrege (12 prealire partis) siresss &
I"metre partis {la deuxibes partis) we potification par latire
r xdde srec & 34 réception, indicuant llobjet du diffirend ot
‘som Sbeir de recourir, soit A we artitre unigue, »oit & rols arbitres
ot, dmw oo o, la premiire partis (ndique le nom de celul des arbitres
wialls o choist. .

2] ia deuxilme partis ripond par lattre recosssndée svec sccusk de

1a prexiice partis, soit s {pdiguant e 2om de calud
u'alls cholsit.

heawmﬂhﬂlmddmotnp‘n.plwuﬁm‘uMbwu
Jours de la ddsigration du troisidee arbitre 11
aplication des dispositiona & Nouvean Cods

1'Arbitrags.
000408 {-"
oe A p. S

HRE T



261

0 devra readre s dicision dew wn sl ds trois meds  sulvang
1'établissemant & coaprosis. Las erbitres pourront desander sux partiss
talles prorogations eu’ils jogercot pécssssires ou utiles sans que la total
pises dbpasser dan proroqutions de deust wmis chaoume.

mwwmgmmmrmm(mmumm
frods et moruires des conseils dee partiss ot Freis d'wgpertise) entre lag

-

Qqui par sm refm 4'axicution contraindrs 1l'autre partie
1'exboution juticiaire 4e 1a sentecce restars charghe de toue
n-smmmumuuaeymm

i
.&'ag%
7

Palt & Paris
Le 16 Novembre 1992 -
™| dexx originmrx )

O v
=
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CREDIT LYONNAIS

Patts, April 19, 1991

The Honorable John Garamend}

insurance Commissioner

State of California

Dept. of insurence

TT0 L Street, Sulte 1120

SACRAMENTO, Californiz 93814
usa

LE PRESIOENT

IFHIFG/283

Dear Mp, Commissioner,

Thls tetter u i ref to cortaln 4 batween
Ex Lite § of Califernia (ELIC) md an investor group
romposed of Altus Finsnce md other s (the ¥

Group®, Invoiving the purchass of certain assets and the restructuring of certain
Habilities of t-:uc md ecmln subsidiaries. We understand that the detalis of these

t § o thelr will be ze¢ forth in &
d agr to be P within the near future,

We understand that thase i it . d, will require &
eash equity of three k miliion dollars. Pledse be sdvised that we sre

halding for the aceount of the investor Group. or will make available for its secount,
funds in the amounts referred to above, upen our receipt of notice from the investor
Oroup that such ameunts are required under the terms of the definitive documents

currently boing negotiated.

We furcher d that signift dditional funds may be required
for the purchase of substantial portions of the assots of ELIC and itx subaidiaries.
Plengs be advised that we are holding for the of the I Group, or wilt
make le for its such itk funds ax may be required to . . -

the additional tr 4 being dil &1 goon 49 agreement is
resched.

The foregoing assurances sre premhed and subjecs to the assumption that
defint d will be by may 19, 1991 and that contempisted .
t. fors will be d within 80 dnys thereafter,

Sincerely yours,
J.Y. HABERER
Chairman of the Board

== TOTRL PAGE.B3 »»

57
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CREDIT LYONNAIS

Paris. May 6, 1991

LE PRESIDINT ‘The Honorabie John Garamend!
. Insurance Commisstoner
State of California
Dept. of Insurance
770 L Street. Sulte 1120
SACRAMENTO. California 95814
USA

JFH/FG/383

RE : Finangtog/ietter of Credit

Dear Mr. Commiscioner,

TRit letter {2 in reforence te the proposat te rehabilitate Executive Life
tnsurance Company of California ("1.1C7) on behalf of an investor group compozed of
Altus Finance and other subsiantial institutionsl investors (the “Investor Qroup”). We
understand that such rehabllitation would invoive the purchase of certaln assets and
the restructuring of certain labdilitles of ELIC. as weil as the infusion of substantial™
equity ¢apital into the rehabilitated entity. We also understand that the pariies will
enter into discussions regarding the proposed transaction but that the parties will have
no cbligafion to each other unless and until a defintive agreement is executed by the
parties. including your office and the investor Group. .

This letter will confirm that subject to the conditions set forth herein, we
have commitied to provide financing or a letter of credit In the amount of 3 billion (3
US) to the Investor Group 1o fund. smounts that may be psysble by the investor Group
under the defintive agreement. Any such financing or letter of credit may be provided

by or through Credit Lyonnais US. and may invoive the: particlpation of erédit
Lyonnais.

The nbove-described commitment is subject to the exeeution of a defintive
Afrecment. and the negottation and execution of an agreement concerning the terms of
such financing or letter of credit, which terms must be muiually agreed to by the
parties, including the investor Group and Crédit Lyonnais. in their sole diserstion.

This lerter will expire on June 21. 1091, unless otherwise axtended.
Sincerely yours, )
~
ey

J.Y. HABERER
Chalsman of the Board

13
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Decwmnbar 23, 1992

§ir. Joan Feancoly Herln

Ay Fingnos
4 Avanus de Priadiand
Paiy 75008 Frunce

Dans Jasn Franchie:

Aayoumvmmmn-mywwmcammm Appanls which

by 31, 1092 by Naw Calllornin's subsiciay,
mmmwmmmmummofmmm all of the assets and dablitles of
Exsutive Life Insurance Compary. tamﬁluhowu\hatwnﬁhow-mmvaxm
tount and consummte the transaction sy In (08,

§wotdd ke to axprass my thanks to you personally for all your oftorts In

with the lnvestor group. 1-do understand haw & has baan to hald tho lovassr
Qrotp togethar and explain what Is happandng in Californie. §iawow that the Unhied Bates
Judicial sysism may seam mystiying to you, twould alen lika to expresc my appredation
htaﬁhosh-nndouonnxpewadbyyoucndyourndmsouhnﬂompﬁnomaeuﬂn
transaciion this yeer.

Myd\hidepul Richard Baum has baan in canuset with your advisors regasming & grant
by Hew Oaxfum:a‘s {nvestors of an extonsion of the Purchase agresment Lzl March 31,

1993. Slog we hmmasofanndlmmlnpunmindodmm{mmabnm
odarty 1508, { would ask #of your Indul I g the ag nt through

Murch 31, 1983,
- gs\
JOHN GARAMEND!

SO

TORTYFIVE FREMONT STRAET TWIRTIHIAD FOOR
SAN CALIFCUMIA, .
PHOME (G0 0e3dr  FarsshalB: (419) 5085308 LAJAA QL0788
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CREDIT LYONNAIS

Novembre 1L, 1991
LE PRESIBENY

KER CARLIFORNIA LIFE HOLDING, INC,
©/S MORCAN, LEWIS & BOCKIUS

2000 One Idgan Square
PHIIADELYHIA, PA 191036553

.

Attention 3 Mr. Jean IRLGOIN

Gentlanen,

Rafarence (s herehy fnda to that Anendsd and Restated
Agracment. Gf Puarchass and  Sals  in  Conpwction with the
Rebabilitation of Execntfiva Life Insurshce Company made as of
August 7, 1991 among yow, Joln Garapepdd, ae Inaurahce
Copmissiansar of the State of californis and statuctory
conrervator of EBxecutive Life lokurance Company  (the
“oonscrvatart), and ALTUS FERANGE (“Altus®} (the fAgraaemenc®),
pursuant te uwhich you agreé, Kubjcot té oorcain terms and
wonditions, to cause the Newco ¢apltel Infusfon Amount to he
contribuved and paid ints Maweo on ot befers tha Closing Date,
Unless otherwiss definad in thie latter, all capitalized terns
appenring {n thic lettar shall have the nane meaning as the
nesning given to them in the Agreemant,

subjsct to the conditione set Zorth in the hext pavegraph,
wa hereby gusrAntee the fimaneial performénco hy you of your
obllgation -to cause the Newso Capitzl Infusisn Amount of up
§300,008,000 to be contritmbéed and puid Into Newep,

The foregoing gumranted uhder thin lettar ls conditionsd
upon your written certiffomtion to us that ¢

1. Rfter Teasoneblq efLppy you do not have avallable
runda sufficient to satisfy your obligation described
in cha firat paragcsph: and

2. &1l conditionz wndér the Agrosment to  yeur
partornance of such obligetion hava bean catisflied.

If our. guarsntee iv called dpon, ve shall be fully
discharged of ouy ebligativha hereinder, and wa shall hot bs
abligated thérsafter ¢ wdka further paymant under this
lotder. . .

. This guarantes shall ewpire on the edviiast or (a) the day

sfter le Clasing Date. (k) thea Secnination of the kgreapent,
or {c} Msreh 31, 1997, '

1 Wduiaonrd can labene T00R Paot-Vhizin €2 f5 090

PR N st v " ey s - A P
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£Y¢3r THONSOR “
* °

The covepants end the sgreepepts contsined in this letter
are for your bensfit, #nd thdy chxll nex ba Gengtrusd ae
conferring any rights on shy other pexdons.

f¢ tha foregoing accurately reflects our undersvanding,
pleage wign the encloscd copy of this letter and return it te

the undareigned,

CREDIT LYONNAYS

oo ST

its t J.¥. HABERER.

La/na oogsgy
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LION ADVISORS, L.P.
1999 Avenue of the Stars, Suite 1050
Los Angeles, California 90067
{213) 286-3455

April 20, 1992

Eri¢ Horodas, Esq.
Rubinstein & Perry

222 Kearny, Suite 900
San Francisco, CA 94108

Dear Bric:

Aftached is 2 copy of the exivision of the performance guarantee letter from Credit
Lyonnais.

Sincercly,

<& NE

L B, Siegel

ERS/s

Enclosure

cct Mi. Richard Baum
John F. Hartgan, Esq.
Richard J. Maire, Jr., Esq,

FAX Numbers; {313) 286-3433 or 286-3434

LAJAA 001811
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Re-TF-1FE2 IR12E  FROT « P~ Gl FRANCISM ks SHITIGRTION v oazaes

Rubinstein &Perry, 1ir

HENOKANDUYN
T0t pistribution
FROMNG Fric D. Horodas, ».T. %;ZV
paTE: april 22, 1992
RrEY Extension of Credit Ijonnals Guarantee

] Attached hereto im z lotter dated April 14, 1992 from
“Le Prasident” of Credit Lyonhais extanding tha expiration of
thelir $300mm Guarsnty to New Califernia Life Heldinge, Inc. to
June 10, 1992.

RISTRIDUNION

Richard D. Baum

Karl %. Rubinstain, p.C.
chris Maisel, P.C.

Dana Carli Brooks, P.C,
Chaxlis Bronitgky, P.C.
Jaff Rarlin, P.C.

Alan Synder

Dahny Morrigon
Eligabeth Blaatt

CLOWOQD0504 1
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PR-z2-1992 16126 FROM VP~ SRR FRENCISCO 0 C-LITIGATION  P.adbe

CREDIT LYONNAIS

L8 PRESIDENT .
April 14, 1983

NEW CALIPORNIA LIFEZ HOLDING, INC.
¢/0 MIRGAN, LEWIS & BOCKIUS
2000 ome Lagan SQuAre

U8B,
Attention { Mr. Jean TRICOIN

Gantalnen,

Rmfarence is wade to our letler to you dated Novombuy 11, 1891
pursuant to vwhich we agrsed o garantse your financial
pexrgormance of certaln obligktions {the MGuaranteamj.

This will confiyy our agrsement vtvo extind the
Gaaxrant by chenging the refearsnce in clause (o) of the
description of tha axpivation date from *Nareh 31, 1983% to
*June 30, 1992%. Excapt for this change, all other prévisions

of the Guurantee shill regxin in effact until the sxpiration
ef tha quarantea.

CREDIT LYONNAIS

Ytu 1t J.Y. BABERER

CLOWOO00S504 1!



270

A2/18R3 L2310 41 213 398 {008 RUPNSTEIN- PERRY Qoozsoey

B !- . :E 3
R ATTOENEF I~ AT LAW
- A fpniiid Loplgrte Proticadp

Oomagiriied of Fonghatrll & Irfammipiorns
o 32 Keamorer Swdwt
D‘:'_ - ;:-F-m [ 23
Prhustnd Cuttoes $atpi
Hon Spmrenama 185 bonaron

ol 19, Pavey 11 808- 19461 Fos 16 1 0] 2100400

Feboyary 11, 1993

Exic Siegel LP
Apollo .
1999 Avenne of the Stars
Salts 19500 .
Loy Axgales, CA 90067
Dexy Eric:
Int cormectan with your Jener dated Juinary 22, 1993 1o Rick Banm reganding the

Credit Lyonzais axtension, picase send the original leer to Rublastein & Porry, LLP,
222 Kearny Stteet, 9th Floot, San Francitas, A 94108, to my adeqtion,

Veary truly yonos,

/"/'DW/%
Erde 0. Horodas, P.C
ez Richard Baum

LAIAA poos9Y
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o v——

asrrontotoo | B
. ¢

-

. February 11, 1993

Rubinstein & Perry, LLP
222 Keamny Street

9th Floor B
San Francisco, CA 94108

Attention: ~ Exrle D. Horodas

Dear Eric: .
Pursuant to your inseuction I eticlose herewith the original executad puaranton exmnsion
letter. :
Sinceretly,
Eiic B, Siegel
ec: Richard Banm
IS -

TeAd Gqdmuy ub T RTadY
SusTe tvon

1ot AnGiLst

Catitotmia *0D4Y¥

314 181 4108 LAJAA 500570
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CREDIT LYONNAIS

LE PRESIOENT

January 5, 1993

NEW CALIFORNIA LIFE HOLDING, INC.
/e HORGAN, LEWIS & BOCKIUS
2000 One Logan Square
PHILARELPHIA, PA 191035393

. U.8,A.

Attention : Mr. Jean IRIGOIN .
Gentlemen,

Reference is made to our lettar to yeu dated November 11, 1991
pursuant to which we agresd to guarantee your financial
pexformanca of certain obligaiions (the "Guarantee®).

This will confiyvm our agreement ta extend the
Guarantee by changing tha raference in clausae (¢} of the
description of the expiration date from "March 31, 1992" ta
“Februaxy 2B, 1993". Except for this change, all othar

provisions of the Guarantee shsll remain in effect until the
expiration of the Guarantes.

CREDIT LYONNALS

- BY 5

Its : J.¥. HABERER

19 Doviovard dgd Hadtons « IO Paat - 151 1 42 857000

LA/AA 000571
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Apvisgas b P

Jaguary 4, 1993

Mr. Richard D, Baum
Chief Deputy lnsurance Commissioner
Califomia Department of insurance
45 Framont Streat, 23nd Floor
. 8an Francisco, California 84105

Daar Rick:

t just wanted to teit you how q!ad I am (hat we were abie to ‘wark out the e;denswn of ma

ELIC/Aurom 1 ction and to apologize for any misund or i

any delays in qamna u\o finish While § beli the lsues we wuw haw aked ln
period, are ble snd e fo

the holidays, travel, olc, there was nof sufticient time to sddress all thess jssues ln an

appropriate manner.

As pait of the extansion, as we have distussaed, | wili aftey the holidays Yollow up with Paris
regarding expediting the extension of the Credit Lyannsis guaranty letter. [ will forward this to
you once | have recaived if. Also, afar ihe halidays, we will be reviewing the status of tha
investot group. As we have dlsamed sayersl changes sre fikely {o otcur because of the

yond 31, 1880 fiale court. Once we have
worked through mis 1 wilt di wnh you mmm how best to begin the approval
processos fonhe sumilu(e stors we mwe

The agenda [ ses for golng forward pendilny i decision Is, first, to continug to work
with yout, Al and | Alan 1o fiush out !ha wﬁtmial for 4 setlament which would allow us (o close
and bagin to pay b top fer the plaa sooner am) with greater certainty. Alan
appesrs to htve come up with & plan, which if It whrks for NOLHGA would be a good place o
stant any setlerrent negotiations. Ws should dm.ss this fusther next woek. Second we should

coflediively reviow and plan for the liksiy/possiti of an appellal & _ This will
prepare us to move quickly if any miodifications are required by such it and
altaw us 10 move to & closing as mpidly u's passible. | would aiso fike 10 wom witly you to discuss
with A, at the iate time, exi g Lotil March 31, 1992 as well as the moratotium

parod. We sl bel‘lcve this is the right penm for how,

1 wizh a Rappy and healihy new year to you and your family. Hupeluuy 1his will ba the ysar of the
Aurora tlosing s {he end of the long p you have undert to restruciune ELIC for the -
benefil of the policyholders and the beginning of & stable future for policyholders.

Sinceroly,

Cane” .

Craig M. Cogut

CMCiue

TIRY AvINUL O THE STaks

Suivg 1300

tos Ancares

Crtitasuin 0047 LAJAA 000769
A19.201.a(p0
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