Allied Mutual’s Dirty Secrets

A Brief Treatise on Disclosure

On December 19, 1997, Terri Vaughan,
lowa’s insurance commissioner, issued a for-
mal order “In the matter of Allied Mutual
Insurance Company.” The purpose: “to pro-
tect policyholder interests and assure a fair
and democratic process for governance.”
Commissioner Vaughan believed that

come of the election wasn’t in doubt because
Schiff had been denied access to any means
of communication with policyholders and was
thus unable to solicit proxies.)

Allied Mutual, which solicited uncontest-
ed proxies on behalf of its candidates via a
mailing to all policyholders, claimed to
receive 25,000 votes. However, Ellen Phillip
Associates, the independent firm that tabu-

Allied Mutual’s upcoming election lated the vote, informed Schiff’s
process was improper, and that it Insurance Observer that approxi-

was “Allied’s intention to deny”

David Schiff reasonable access to participate
in a fair election. Despite the fact that Schiff
was a valid nominee for Allied Mutual’s
board, Allied not only refused to put his name
on the ballot, it didn’t even plan to send out
a ballot. Instead, it planned to send its
220,000 policyholders a proxy card that
gave them no practical choice other than
appointing John Evans, Douglas Andersen,
and Jamie Shaffer as proxies to vote in the
policyholders’ stead at the Allied Mutual
annual meeting.

(Evans and Andersen are directors of Allied
Mutual and Allied Group, and all three men are
large shareholders in Allied Group. Evans was
the mastermind of the more-than-a-dozen
asset shuffles between Allied Mutual and
Allied Group that resulted in $500 million of
value ending up in Allied Group, rather than in
Allied Mutual. As a result of these transac-
tions, Evans, Andersen, and Shaffer have
made tens of millions, and Allied Group’s
directors, officers, and employees have made
-about $250 million—at Allied Mutual’s
expense. Prompted by a detailed analysis of
these transactions in this publication, the
lowa Department of Insurance has been inves-
tigating Allied Mutual since last October.)

Allied Mutual refused to comply with Com-
missioner Vaughan’s order; thus began a bat-
tle in which Allied went to court and got the
order stayed. The stay was subsequently over-
turmed, then reinstated. A short while later,
Allied mailed proxies to all of its policyholders.

On March 3, the stay intact, Allied Mutual
held its sham election. The number of policy-
holders in attendance was estimated at less
than 100 (most of them, it is believed, were
employees). Security was tight: on hand were
two gun-toting policemen and numerous dark-
suited security personnel wearing earphones
and carrying walkie-talkies—an unusual sight
at a mutual insurance company’s annual
meeting. Schiff flew in from New York, spoke
in protest, and received 13 votes. (The out-

mately 60 ballots were cast. Schiff
has written to Commissioner Vaughan
regarding this discrepancy, but has not yet
received a response.

On April 24, oral arguments were heard in
Polk County District Court regarding Com-
missioner Vaughan’s order, and a ruling is
expected to be handed down within a couple
of months. It is likely that any ruling will be
appealed by the losing side (the parties in
this matter are the lowa Commissioner of
Insurance and Allied Mutual.)

Although Commissioner Vaughan’s order
provided Allied with numerous ways for Schiff
to participate in the elective process—with-
out requiring Allied to disclose confidential
information (that Schiff did not seek), such
as the names and addresses of policyhold-
ers—the order did not go far enough as it
didn’t require Allied Mutual to disclose mate-
rial information that would affect the way
policyholders voted.

On December 22, Schiff wrote Commis-
sioner Vaughan a letter stressing the impor-
tance of full disclosure. An edited version of
that letter, with a few additional comments
thrown in for good measure, follows:

ET ME FIRST COMMEND YOU for
I your December 19th order. While

it is a step in the right direction, it
doesn’t address one of the most crucial
aspects necessary to assure a fair elec-
tion—the disclosure of Allied Mutual’s
directors’ material conflicts of interest.

Webster’s Collegiate Dictionary
defines “conflict of interest” as “a conflict
between the private interests and the offi-
cial responsibilities of a person in a posi-
tion of trust.” That aptly describes the sit-
uation at Allied Mutual.

Conflicts of interest are generally dealt
with in one of several ways: 1) The con-
flict of interest is merely disclosed; 2)
The conflict of interest is disclosed, and
the party with the conflict recuses himself

from participating in the matter involving
the conflict; 3) The conflict of interest is
disclosed, but it is of such a nature that
the conflict must be e/iminated because
mere disclosure is inadequate.

The first type of conflict might be one
in which a lawyer who serves on a public
company’s board also receives legal fees.
In that instance, the fees would be dis-
closed to shareholders.

The second type of conflict might be
one in which a company is investing in a
company owned by a director. In that
instance, it would be proper for the direc-
tor to disclose his conflict and recuse him-
self from voting on the matter.

The third type of conflict—an uncon-
scionable or irreconcilable conflict—
might be one in which a director serves
on the boards of both Coca-Cola and
PepsiCo.

Prior to becoming Iowa’s insurance
commissioner, for example, you undoubt-
edly disclosed that you were a member of
EMC Group’s board of directors. [Editor’s
note: EMC is a large property/casualty
insurance company.] Mere disclosure
would not have been a satisfactory resolu-
tion once you were confirmed as commis-
sioner; the conflict would have to be elim-
inated. The choice was yours: you could
either serve as commissioner or you could
serve as an EMC director, but you could
not serve as both.

Here are two well-known examples of
conflicts of interest and how they were
dealt with at one of the largest insurance
companies:

1) In 1960, Prudential Insurance Com-
pany’s president, Carroll Shanks, resigned
after The Wall Street Journal reported that
Owen Cheatham, the founder of Georgia-
Pacific and a member of Prudential’s
board, had arranged for Shanks (who
served on Georgia-Pacific’s board) to buy
13,000 acres of timberland for $8.4 mil-
lion. The $8.4 million was lent to Shanks
for one day by Bank of America (of which
Cheatham was a director). Shanks imme-
diately sold the land to Georgia-Pacific for
cash and a stream of timber production
payments, the net effect of which was
that Shanks, without taking risk, was able
to save $400,000 in taxes. The conflict of
interest was intensified because at the
time of the transaction Georgia-Pacific
had $65 million in outstanding loans from
Prudential.

2) Some years later Prudential’s presi-
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