Along the Corn Belt Route

A Matter Of Pr anzpal by David Schiff

o one in his right mind goes

to Des Moines in the middle

of January. The average tem-

perature is 17°, and when the
wind is blowing or the snow is falling,
it seems colder. The streets, empty in
summer, are particularly bleak
in winter. Despite lowa’s neg-
ligible unemployment, the
downtown area is dotted with
empty storefronts and crum-
bling buildings.

On January 23, 1998, I found myself in
Des Moines—with good reason: a war was
raging over the fate of America’s mutual
insurance companies and I was at ground
zero, The Henry Wallace Auditorium,
where a public hearing on Principal
Mutual’s application to convert to a mutual
life insurance holding company was about
to be held.

At that moment, Principal was one of
the largest mutual-life-insurance com-
panies in America. A conservative estimate
of its value is $10 billion—about $15,000
per policyholder.

A handful of smaller mutual insurers
had previously converted to mutual hold-
ing companies. Those conversions had
taken place in the dark ages—1996 and
most of 1997. (Prior to that, a mutual con-
verting to a stock company generally paid
off its policyholders in full for their owner-
ship rights.)

One can’t pinpoint when the situation
began to improve, but from my perspec-
tive it was September 1997, when Schiff’s
ran a 13-page article, “The Dark Side of
Demutualization,” detailing how, over
more than a decade, at least $500 million
of value had been shuffled from Allied
Mutual to its publicly traded stock-com-
pany affiliate, Allied Group, and how
Allied Mutual’s honchos, particularly chair-
man and CEO John Evans, had made a
fortune in the process.

In a related article, “The Liberation of
Allied Mutual,” T announced my plan to
wage a proxy fight to gain control of Allied
Mutual’s board on behalf of its policy-
holders. (I waived all compensation and
had no hidden agenda. My motivation was
simple: outrage.) I kicked off my proxy
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campaign with a $7,500 five-column ad
in T%e Des Moines Register.

Later, many would say that my articles,
combined with an almost unheard-of tac-
tic—a proxy fight at a large mutual—raised
the consciousness of the insurance world.
In the ensuing months, hun-
dreds of articles appeared in
scores of publications, from
BestWeek to The Wall Street
Journal, and 1 made speeches
and appeared on radio and
television. Regulators, rating agencies,
activists, agents, and Wall Street began
paying closer attention to the behavior of
America’s mutuals.

At the same time as | was delving into
the sleazy world of Allied Mutual, Jason
Adkins, a public-interest lawyer from
Cambridge, Massachusetts, was almost
single-handedly doing quiet battle against
a not-dissimilar perversion of mutuality:
the mutual-holding-company movement,
which was spreading across the midwest
like a horde of locusts.

I didn’t yet know Adkins, but in July
1997 I called him at the Center for Insur-
ance Research, which he’d founded in
1991. We chatted briefly, but our paths
would not cross again for several months.
We met in person on October 8, 1997, at a
public hearing on New York’s proposed
mutual-holding-company law chaired by
Assemblyman Pete Grannis, who would
play an key role in preventing this legisla-
tion from being enacted in New York (see
“The Revolution Will Not be Televised,”
Schiff s, February 1998).

At the landmark New York hearing,
Adkins made an articulate, reasoned state-
ment. (My statement was cut short by the
late hour). Afterwards, we went to a cheap
joint around the corner from City Hall and
had a beer and a bite to eat. Adkins is a
charismatic fellow brimming with passion,
commitment, and infectious good spirits,
and as we chatted we discovered many
shared interests.

To invoke the ending of the film
Casablanca, this was the beginning of a
beautiful friendship. Over the next ten
months, the two of us—he, an activist
lawyer, and I, a writer thrust into the
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unlikely role of activist—would attend
hearings, meetings, forums, and conven-
tions. We would run the gauntlet at state
legislatures, slogging through the muck of
insurance regulation. We didn’t just have
ringside seats at an ugly spectacle put on
by some of America’s greatest mutuals: we
stepped into the ring ourselves and faced
a giant bare-knuckled adversary who had
no regard for the rules established by the
Marquis of Queensbury.

As we waded deeper into the mire
of mutuality-turned-upside-down, there
would be countless all-nighters, dozens of
trips, and innumerable phone conversations
at one in the morning. In fact, Adkins is
probably the only person in the world
besides me who feels like having a two-hour
chat about mutual insurance at that hour.

In retrospect, the Principal hearing on
January 23, 1998 was a turning point in
the mutual-holding-company war. From
then on, a giant mutual could no longer
take for granted that it could slip an abu-
sive conversion plan through the system
without encountering informed opposi-
tion. Big mutuals seeking unfair conver-
sions were now on notice that they would
have to overcome independent guerrillas
whose motive—fairness—was so simple
that it was daffling to many. These guerril-
las couldn’t be bought off by money,
because that wasn’t what they were seek-
ing. They wouldn’t compromise, either,
because their cause was a matter of prin-
ciple, and principles aren’t something that
can be compromised. And they couldn’t
be beaten by truth and facts, because
both were on their side.

The mutuals, of course, had many
advantages: they colluded through trade
associations and ad hoc groups, they filled
state capitals with their lobbyists, and they
lavished money on lawyers, investment
bankers, and consultants.

But power and money can’t always
force acceptance, as the mutuals quickly
came to understand. Despite their finan-
cial might, they didn’t.fare well in the
court of public opinion—once people
started to understand what was really hap-
pening. Soon, the mighty Prudential and
John Hancock would desert the sink-
ing ship of the mutual-holding-company
advocates, announcing full demutualiza-
tions in which their policyholders are
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