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STATE OF W SCONSI N

OFFI CE OF THE COWM SSI ONER OF | NSURANCE

CLASS 1 CONTESTED CASE ADM NI STRATI VE HEARI NG

IN THE MATTER OF THE RESTRUCTURI NG CF
EMPLOYERS | NSURANCE COF WAUSAU, A MJTUAL COVPANY,
BY EMPLOYERS | NSURANCE OF WAUSAU, A MJTUAL COMPANY,
AND LI BERTY MJTUAL | NSURANCE COMPANY

TRANSCRI PT OF PROCEEDI NGS

Dat e: Tuesday, October 16, 2001

Ti me: 1: 00 o' clock p.m

Reported by LI NDA KUHLMAN
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TRANSCRI PT OF PROCEEDI NGS, held in
t he above-entitled matter at the Hilton Madi son Monona
Terrace, 9 East WIlson Street, in the City of Madison,
County of Dane, and State of Wsconsin, on the 16th day of

Cct ober, 2001, commencing at 1:00 o' clock p.m

APPEARANCES

THE HEARI NG EXAM NER:  MATTHEW C. MANDT,
Director, Bureau of Financi al
Anal ysi s and Exami nati ons,
O fice of the Comm ssi oner of
| nsurance, 121 East W/ son,
Madi son, W sconsi n.

FRED NEPPLE and STEVEN J. JUN OR,
State of Wsconsin, Ofice of the
Comm ssi oner of |nsurance, 121 East W/ son,
Madi son, W sconsin, appearing on behal f of
the O fice of the Comm ssioner of |nsurance;

NOREEN J. PARRETT,
LaFCLLETTE, GODFREY & KAHN, Attorneys at Law,
One East Main Street, Madi son, W sconsi n,
appeari ng on behal f of petitioner Enployers
| nsurance of Wausau;

EDWARD P. WELCH,
SKADDEN, ARPS, SLATE, MEAGHER & FLOM LLP,
Attorneys at Law, One Rodney Square,
W ni ngt on, Del aware, appearing on behal f of
petitioner Enployers |nsurance of \Wausau;

ROBERT J. SULLI VAN,
SKADDEN, ARPS, SLATE, MEAGHER & FLOM LLP,
Attorneys at Law, Four Tinmes Square,
New York, New York, appearing on behalf of
petitioner Enployers |nsurance of \Wausau.

ALSO PRESENT: J. STANLEY HOFFERT
Rl CHARD QUI NLAN
J. PAUL CONDRIN, I11
LAURANCE YAH A
JONATHAN PLUTZI K
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APPEARANCES ( Conti nued)

ALSO PRESENT: GEORGE K. BERNSTEI N
CLIFFORD W SM TH, JR
DAVI D B. MAY
JAMES J. Ml NTYRE
WALTER J. BLAEDEL

THE HEARI NG EXAM NER: Ckay. Good
afternoon. |'m Matthew C. Mandt, Director of the
Bureau of Financial Analysis and Exam nati ons,
presi di ng as hearing exam ner over Case No.

00- C26776, concerning the restructuring of

Enpl oyers | nsurance of \Wausau, a nutual conpany,
under a nutual hol ding conpany plan. Fred Nepple,
general counsel, and Steven Junior, a financial
exam ner with the office are al so present.

Today's hearing is being held at the
Founders Roomin the H|Iton Madi son Monona Terrace,
Madi son, Wsconsin at 1 p.m on Tuesday,

Cctober 16, 2001. This hearing is being held as a
cl ass one contested case hearing in accordance with
Chapter 227 and Sections 644.07 and 601.62 of the
W sconsin Statutes. The proceedi ngs are being
transcri bed by Professional Reporters, Ltd.

W sconsin |aw al lows a nmutual insurance
conmpany to convert to a stock insurance conpany by

pl aci ng the nutual policyhol ders' ownership rights
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in a rmutual hol di ng conpany, which then becones the
owner of the new y-converted stock insurance
conpany. The restructuring nust be approved by the
O fice of the Conmi ssioner of |nsurance and then by
a mpjority of the nmutual policyholders that choose
to exercise their right to vote

Enpl oyers | nsurance of Wausau has filed a
plan with the Ofice of the Conmm ssioner of
I nsurance to undergo such a restructuring. A
public hearing is schedul ed i mediately to foll ow
this class one contested case administrative
hearing to all ow any organi zati on or individual to
express their views on this nmutual hol di ng conpany
pl an.

In addition to the public hearing, this
cl ass one contested case admi nistrative hearing has
been schedul ed for Enpl oyers Insurance of \Wausau, a
mut ual conpany, and Liberty Mitual |nsurance
Conpany to make their case for Enployers |nsurance
of Wausau's restructuring under a nmutual hol di ng
conpany pl an.

W1l the petitioners please state for the
record by whomthey' re represented.

M5, PARRETT: Noreen Parrett,

LaFol l ette, Godfrey & Kahn, for petitioners
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Enpl oyers | nsurance of \Wausau, a nutual conpany,
and Li berty Miutual |nsurance Conpany.
Al so appearing is Robert Sullivan and

Edward Vel ch of Skadden, Aprs, Slate, Meagher and
Flom Stanley Hoffert, vice president, general
counsel and secretary of EION Enpl oyers |nsurance
of Wausau, a mutual conpany; and Richard Quinlan,
vice president of Liberty Miutual |nsurance Conpany.

THE HEARI NG EXAM NER: Do the
attorneys have any prelimnary natters or questions
that need to be addressed at this tinme?

MR WELCH M. Mandt, | just
t hought it m ght be appropriate at this point to
confirmthe hearing exhibits, which perhaps we'll
speak to in a nonent, as well as the prefiled
testinony, as well as the transcript for this
hearing woul d be included into the record of the
public hearing, and | note for the record that
par agr aph seven of the conference order entered by
the OCl earlier specifically provides for that.

THE HEARI NG EXAM NER:  Yes, | agree
with that.

MR, WELCH:  Ckay.

THE HEARI NG EXAM NER:  Okay. And is

there a brief opening statenment that the attorneys
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would like to give?

MR VWELCH:. There is, M. Mndt.
I"'mto provide one. |I'mwondering if it would be
appropriate at this point to nove into the record
the hearing exhibits which have been prefiled with
the OCl, as well as the prefiled testinmony, if
that's acceptable to you

THE HEARI NG EXAM NER:  That's fi ne,
and | note for the record that the list of exhibits
prepared by the applicants are admitted into the
record.

MR, WELCH: Two ot her quick conments
on that, M. Mandt. Nunber one, we did have one
additional exhibit in the formof a letter from
Noreen Parrett to Steve Junior which included the
Gary Butler, A an Rudnick and WIIliam Van Fossen
affidavits.

Havi ng spoken just briefly with M. Junior
prior to the hearing, his suggestion was that be
i ncluded as Exhibit 35 since the entry that was
made for Exhibit 35 in the prefile list is not
i ncl uded.

THE HEARI NG EXAM NER:  Is that in
this list or not?

MR, VWELCH: That was the byl aws that
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were sent over yesterday, that that be included as
Exhibit 35 in the prefiled list which is now bl ank.

THE HEARI NG EXAM NER: Al right. |
agree with that.

MR, WELCH: Thank you, sir. At this
point 1'd like to make a brief opening. As Noreen
Parrett said |I'mEd Wl ch. |'m acconpani ed here
today by Robert Sullivan. W' re both nmenbers of
the law firm of Skadden, Arps, Slate, Meagher and
Flom Together with Noreen Parrett of the
LaFol l ette, Godfrey & Kahn firm we're representing
Enpl oyers | nsurance of \Wausau, a mutual conpany,
which we'll call throughout the proceedi ngs as El OV
at today's hearing.

Today' s hearing involves the proposed
restructuring of EION Pursuant to El ONs nutual
hol di ng conpany plan, EIONW || formas its parent
t he Enpl oyers I nsurance of VWausau Miutual Hol di ng
Conpany, which we'll call throughout the
proceedi ngs as EIONMHC for short. EIONW || al so
convert froma Wsconsin nutual insurance conpany
to a Wsconsin stock insurance conpany.

Before | continue I'd like to nmention that
sonme of these terns we'll be using throughout the

proceedi ng today are the sane ones set forth in the
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policyhol der information statenment which appears as
Exhibit 23 in the hearing record that was mailed to
El OW pol i cyhol ders earlier this year.

El OWs restructuring is part of the series
of transactions resulting in EIONand its
Massachusetts affiliates, specifically Liberty
Mut ual | nsurance Conpany, LM C fromtine to tinme in
the record, and Liberty Miutual Fire |nsurance
Company, LMFIC, all reorganizing to stock insurance
conpani es under the common ownership of a single
mut ual hol di ng conpany. The nutual hol di ng conpany
will be called LMAC

Bef ore di scussing what EI OWN's restructuring
is about, I'll provide a little bit of background
on the record on ElIOVNand the conpany's
relationship to LMC as well as LMFIC.

EIOWis a Wsconsin nmutual property and
casual ty insurance conpany. It was founded in
1911. The conpany conducts a property and casualty
busi ness. EI OW had approxi mately 16, 600
policyhol ders as of Septenber 14, 2000, the date
that ElOWNs board of directors originally adopted
El OW s mut ual hol di ng conpany pl an.

Now, the relationship anong EION LM C and

LMFIC.  Those conpani es are each nmutual insurance
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conpani es, nmeaning that they are each separately
owned by their respective policyholders. ElI OWNand
LM C each have subsidiaries, while LMFIC doesn't.

Wiile EIOW LM C and LMFI C are distinct
legal entities, I"'msure it's clear to the OCl now
that they're also affiliates. They participate in
an interconpany reinsurance pool called a Liberty
Pool. The Liberty conpanies are also affiliated
with each other by virtue of their shared
managenent, enpl oyees and operating systens as well
as other staff services. Finally, LMC provides
managenent and operating services to ElONand LMFIC
t hrough vari ous nmanagenent hol di ngs.

Now, EIOWs restructuring will be
undertaken in connection with EIONs nutual hol di ng
conpany plan, which is the legally operative
docunment. EIOWs nutual hol ding conpany plan is
included in this record as Exhibit 23.4 in the
hearing record, and there will basically four steps
to what we're tal king about here today.

First, EIONW II form ElONIVHC, a nutual
hol di ng conpany. Secondly, EIONwW || convert to
Enpl oyers | nsurance Conpany of Wausau, a W sconsin
stock property and casualty insurance conpany,

which again we'll refer to as Converted El OW
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Thirdly, EIONMHC wi Il be issued 100
percent of the initial voting stock of Converted
EION and all equity rights of EIONnenbers in ElI OV
wi |l be extinguished and replaced with equity
rights in EIONMAC. Menbers' contract rights in
EIONVW || continue uninterrupted in that conpany.

What about the nenber requirenments? Well,
since EIOWNis a Wsconsin nmutual insurance conpany,
its restructuring is subject to the provisions of
the Wsconsin Statutes regardi ng nutual hol di ng
conpani es. The nutual hol di ng conpany provi sions
under which EIONWw || restructure are set forth in
Chapter 644 of the Wsconsin Statutes.

Consunmmation of that restructuring will require
EIONVto obtain three approvals for its nutual

hol di ng conpany plan. First by its board, the
second by the W sconsin Comi ssioner and third by
El OW nenber s.

What about the first? Well, Section
644.07(3) governs that approval. According to that
section, EIOWs nutual hol ding conpany plan has to
be approved by the board. That's been satisfied.
El OW's board of directors unani nously adopted a
nmut ual hol di ng conpany pl an on Septenber 14 of

2000. In addition to that, EIONs nutual hol ding

10
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conpany plan was subsequently anended with the
unani nous approval of the board on August 21st of
2001 in a certified copy of the board' s resolution
which is included as Exhibit 52 in the hearing
record.

What about approval by the comm ssioner?
Vel l, Section 644.07(7) is the applicable section.
Pursuant to that section, the Wsconsin
Comm ssi oner shall, after convening a hearing,
which is why we appear here, approve ElI OV s mut ual
hol di ng conpany pl an under that section unless she
determ nes that first ElIONs nutual hol di ng conpany
plan violates the law. It clearly does not.

Nunber two, EIOWNs nutual hol ding conpany plan is
not fair and equitable to the policyhol ders of

EION Not a problemwi th respect to that.

Thirdly, EIOWNs mutual holding conmpany plan is
contrary to the interests of the policyhol ders of

El OWor the public, and again, the record will show
that's not an issue.

Now, the W sconsin Comm ssi oner shall al so
consi der, legal analysis, whether EIONs nutual
hol di ng conpany plan woul d be detrinental to the
safety and soundness of ElIONor to the contractual

rights and reasonabl e expectations of those persons

11
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who are policyholders on the effective date of
restructuring. And of course, ElONnust have
conplied with the applicable filing requirenents to
which it clearly has.

Thirdly, what about approval by the
menbers? Well, approval of the ElI OV nutual hol di ng
conpany plan by the nenbers will require EIOWNtO
conmply with both the Wsconsin Statutes and
appl i cabl e byl aws.

First, the Statutes. Section 644.07(8)
governs that. |It's the applicable section. That
means approval by the menbers. EIOWs nutual
hol di ng conpany pl an nust be approved by a vote of
at least a majority of persons who are the
policyhol ders on the resolution date, that's
Sept enber 14 of 2000, and who remai n policyhol ders
on the record date, and that's October 31st of
2001, and who vote at the special neeting in person
or by proxy for EIONs mutual hol di ng conpany plan.
So that's the statutory requirenent.

Secondly, the bylaws. Well, in accordance
with EIOVNs bylaws, at least a majority of the
pol i cyhol ders who are nenbers on the record date
and who vote at the special neeting nust vote for

El OW s mnutual hol di ng conpany pl an.

12
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What about witnesses and ot her evidence?
Vel |, El OWNconpany witnesses and expert witnesses
will testify here today about how the regul atory
standards that the Wsconsin Conmm ssioner nust find
have been net before approving the plan have indeed
been sati sfied.

In addition to that, as the OCl is no doubt
aware there has been extensive prefiling by
testi nony of each of our w tnesses, as well as a
filing of a prehearing nmenorandum which appears in
Exhibit 36 and sets forth in detail how El OV net
all of the statutory requirenments and all of the
standards for approval by the Wsconsin
Comm ssi oner of its nutual hol ding conpany pl an.

Before | conclude, let ne just take a
m nute on the gl obal transaction. The MHC nerger
i nvol ving El OWand the reorgani zati on of Liberty
Mut ual Fire I nsurance Conpany are not the subject
of today's hearing but neverthel ess they're
rel at ed.

First, the WMHC nerger. Pursuant to the MHC
mer ger agreenent, Liberty Mitual Hol di ng Conpany
and EI OWMHC, which is the nutual hol di ng conpany
of EION nmerge with Liberty Mitual Hol di ng Conpany

as the surviving nmutual entity. Sinultaneous wth

13
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this nutual hol di ng conpany, the Converted El OV
will merge with Wausau | nsurance Acqui sition

Corporation, a direct, wholly-owned subsidiary of
Li berty Mutual Hol di ng Conpany. Converted ElI OV
will be the surviving entity of that new nerger.

As a direct result of the MHC nerger,
Converted EION W || beconme a subsidiary of Liberty
Mut ual Hol di ng Conpany. Converted EI ON Menbers'
Equity Rights in EIONMAC wi Il be extingui shed and
replaced with equity rights in Liberty Mitual
Hol di ng Conpany.

Now, with respect to the reorganization and
conbi nati on agreenent, LMFIC will also convert from
a mutual stock insurance -- pardon ne, will convert
to a nutual stock insurance conpany and inmedi ately
thereafter nerge with Liberty Insurance Acquisition
Cor poration, a direct, wholly-owned subsidiary of
Li berty Miutual Hol di ng Conpany. Reorganized LMFIC
will be the surviving entity of that nerger.

As a direct result of the reorganization
and conbi nati on agreenent, reorgani zed LMFIC will
becone a subsidiary of Liberty Mitual Hol ding
Conmpany. The reorgani zed LMFI C nenbers' equity
rights in LMFIC will be extinguished and repl aced

with equity rights in Liberty Miutual Hol ding

14



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Conpany.

Now, as | said a few nonents ago, extensive
prefiled testinobny and extensive prehearing
exhibits were filed with OCl. Qur suggestion here
today woul d be that ElI OWprovide a sunmary of
certain of that testinmony by certain of its
witnesses. All of the witnesses are here to affirm
the trut hful ness and accuracy of their testinony.
So if there are any questions, every witness is
here available to answer those questions.

Now, that concludes ny opening statenent,
M. Mandt, and unl ess you have anything further ny
suggestion would be that we call to the stand on
the left Janmes Mclntyre, president and chi ef
operating officer of Enployers |Insurance of \Wusau,
a mutual conpany.

THE HEARI NG EXAM NER:  That's fi ne.
The court reporter will swear in the wtness.
JAMVES Ml NTYRE,
called as a witness, being first duly
sworn in the above cause, testified
under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH;

Q M. Mlintyre, have you prefiled certain testinony with

15
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the OCl ?
Yes, | have.
And is that prefiled testinony true and correct to the
best of your know edge, information and belief?
Yes, it is.
And are you able today to sunmarize that testinony for
M. Mandt ?
Yes, | can.
Way don't you go forward and do that.
Good afternoon. On behalf of the board of directors and
the managenent of the Enployers |Insurance of Wausau, a
nut ual conpany, | thank you for the opportunity to
participate in this hearing today. W're very pleased
to be part of this process, and we appreciate the chance
to discuss the rational e behind our proposed
restructuring.

Let me first thank the staff of the Ofice of the
W sconsi n Conmmi ssi oner of Insurance for its hard work
t hroughout this |engthy process, as well as the
conmm ssi oner and any nenbers of the public gathered here
today. | know | speak for the entire board and
managenent of Wausau when | say we are convinced that
the restructuring of Wausau is beneficial to our
conmpany, our policyholders and our community. W

appreciate this opportunity to explain why.

16
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I"d like to take the next few m nutes to discuss
the changes in our industry, the challenges in our
structure and the best choice for our future. As nost
of you know, the insurance industry is in a tine of
tremendous change.

First, there is the energence of |arge consolidated
entities that have significant national and
i nternational presence. In 1999, the industry nmade nore
than 275 deals totaling in excess of $28 billion, and
that was a slow year. The exanpl es are abundant --

Aet na P&C acquired by Travel ers, USF&G acquired by
St. Paul and Anerican CGeneral acquired by AlG

There are several reasons for this trend toward
size. The obvi ous ones are building scale and gai ni ng
mar ket share in mature narkets. Less obvi ous and
perhaps counterintuitive is that nmore information has
led to | ess choi ce.

Buyers of the insurance products, |ike many ot her
consuners, are overloaded with informati on on products,
prices, features and conpetitors. Yet they have linited
psychi ¢ shelf space and a scarcity of tine and
attention. As a result, they're buying fromfewer and
fewer conpani es, and we expect this trend to conti nue.

Larger conpani es have some distinct operating

advant ages. They can spread fixed costs over a |arger

17
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enterprise. They better absorb the investnent in

i nformati on technol ogy enhancenents and expanded

di stribution channels, and they provide policyhol ders
with increased security resulting fromassociation with
a larger insurer. Unfortunately, the horrible events of
Sept ember 11, which are estimated to cost the insurance
i ndustry some $40 billion, underscore the need for

| arger, stronger insurers.

Along with the ranpant consolidation, the industry
is experiencing a new |l evel of conpetition. First,
foreign insurance conpanies are acquiring U S. insurers
at a rapid pace. Allianz purchased Firenan's Fund,
Zurich bought Farmers, Aegon bought Transanerica, to
mention but a few.

Secondly, federal |egislation, the Gamm
Leach-Bliley bill, has elinmnated barriers anong
i nsurance, banking and financial services conpani es and
has spawned the potential for nore powerful conpetition
And finally, the need for investnent in the Internet and
ot her technol ogi es which [ ower the cost of delivery and
service, increase the need to spread those investnents
over |arger books of business.

So as we consider the options for Wausau within the
Li berty Mutual G oup, we do so in the context a rapidly

changi ng industry, an increase in larger, nore

18
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consol i dated conpani es, a new |l evel of conpetition and a
new capacity to reach and serve custoners whenever and
wher ever and however they I|ike.

In this context growh is inperative. In fact,
econom cally, the alternative to growh is not statis,
it is decline. The conpanies that continue to thrive
will be those that have the capital, the flexibility,
the financial strength and the gl obal reach to be
effective -- to conpete effectively.

So as the industry changes, so too nust Wausau.
Yet the confines of our current organizational structure
keep us from maki ng the very changes we npst need to
make.

So what are these changes. First, we nust change
our capacity to grow. If we are to provide our
pol i cyhol ders with secure protection and high quality
service at a conpetitive price, we nust be able to share
in the growth and capital accunulation of the Liberty
Mut ual Group as a whole to spread our risks and costs
and to attract and pay for the talent we need to
succeed.

And all growth takes capital. At present, Wausau
can realistically increase its resources only by
retai ned earnings derived fromoperating results and

i nvestnent gains. As a nmutual insurer, its ability to

19
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participate in any future capital raising strategies of
the Liberty Miutual G oup and benefit fromthe Goup's
continued gromh and capital accunmulation will be
limted. However, short of merging and the resulting

| oss of licenses and brand nanes, the equity in
conmpani es, we can only do so through the unwi el dy
governance structure we now have.

Flexibility of capital is essential for both growth
and stability, and in an era of unforeseen |osses in the
property and casualty sector, capital flexibility
becones increasingly inportant. Because of our nutua
structure, Wausau's ability to access external sources
of capital is limted. As aresult, there are linmts in
our ability to share in the resources of the Liberty
Mut ual Group as a whole in an optinal manner based on
our busi ness needs.

Secondly, we nust change the inefficiency inherent
in our corporate structure. Today, Wausau is one of
three separately run conpanies in the Liberty Mitual
Group, with three separate boards and three separate
annual rmneetings, VWausau, Liberty Mitual |nsurance and
Li berty Mutual Fire |nsurance.

This structure breeds redundanci es and
i nefficiencies in governance and administration. |t

al so stands in the way of our realizing our ful

20
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econom ¢ value and participating in the collective
strength of the Liberty Mitual G oup. As a nutua
i nsurance conpany we are unable to streanline and
sinplify our corporate relationships with our
affiliates.

Nonet hel ess, we are a nmutual conpany and we want to
remain a nutual. It is Wausau's tradition and the
tradition of the other nmutual insurers in the Liberty
Mutual Group. It is how we do business, the essence of
who we are.

As a nutual conmpany we are free to operate froma
somewhat | onger-term perspective. W preserve our
ability to hold the interests of our policyhol der-owners
in the highest regard. And as a result, we all help
prevent accidents and injuries and mnin ze | osses.
Mutuality gives us all a vested interest in proactively
hel pi ng people live safer, nore secure |ives.

In so many ways, nutuality makes sense. Yet within
this new conpetitive | andscape, we nust be flexible,
efficient and capable of growmh. The restructuring will
enabl e WAusau to realize these objectives.

The mutual hol di ng conpany structure provides
Wausau with a future. It is our chance to not be
squeezed out by conpetition. It is our chance to

operate efficiently by realizing the value of our

21
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affiliation with the other converting nmutual insurers in
the Liberty Miutual Group. It is our chance to have
flexibility should we ever need to access additional
capital, and it is our chance to have our policyhol ders
retain ownership of a conpany capable of growing. It's
clearly our chance to not be i mmedi ately acquired or
nerged, as would likely happen if the Liberty Mitual
Group were to engage in a denutualization.

By becomi ng a nmutual hol di ng conpany we build on
the best of our nmutual tradition and can pursue the nost
of our potential. W do so on behalf of the
pol i cyhol ders we serve and the comunities we so proudly
support.

I do thank you for your time and thoughtful
consi derati on.

THE HEARI NG EXAM NER: | have one
guestion. You tal ked about redundanci es and
inefficiencies, a current system perpetuates that.
What are the savings that's anticipated? Can you
be nore specific?

THE WTNESS: |In each of the three
conpani es today the redundancies in operating each
of the independent conpani es does have inherent
I nefficiencies and redundancies in their current

structure.
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By noving to the nutual hol di ng conpany
structure we elinmnate many of those redundanci es
that we operate within the i ndependent
organi zations today, such as the board of directors
meetings will continue, we'll continue in ternms of

our financial operating issues, but there are nany
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ot her redundancies in terns of the organizati onal
structure that we will not have to go through

THE HEARI NG EXAM NER:  What is that
in terns of dollar savings? Do you have any
nunber s?

THE WTNESS: No, | don't have any
financi al nunbers.

THE HEARI NG EXAM NER: | guess ny
ot her thought would just be -- does that include
reductions in staff, is that what you're talking
about ?

THE WTNESS: Actually --

THE HEARI NG EXAM NER:  You tal k
about growth also --

THE WTNESS: This is to --

THE HEARI NG EXAM NER: Do you
anticipate any reductions in staff through the
restructuring of the organi zati ons?

THE W TNESS: We've actually got
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i ndi vi dual s supporting the Enpl oyers |nsurance of

VWausau as we nove through this. W don't plan on

any reductions.

THE HEARI NG EXAM NER:  Thank

you.

MR WELCH M. Mandt, with your

perm ssion our next witness will be Jonathan

Pl ut zi k, vice chairman of Credit Suisse First

Bost on.

JONATHAN PLUTZI K

call ed as a w tness,

sworn in the above cause,

being first duly

under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH:

testified

M. Plutzik, you have previously filed testinmony with

the OCl prior to today, isn't that correct?

Yes, it is.

And to the best of your know edge,

belief is that testinony truthful

Yes, it is.

i nformati on and

and correct?

And do you have a statenment that you're prepared to

deliver to M. Mandt today?
| do.

Proceed with that.
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A Thank you. Good afternoon. M nane is Jonathan Pl utzik

and I'mvice chairman of Credit Suisse First Boston.
CSFB has acted as financial advisor to EIONinN
connection with its restructuring and issued a fairness
opinion to the board of directors of EIONW th respect
t her eof .

CSFB al so expects to act as financial advisor to
El OWMHC and to Liberty Mitual Hol di ng Conpany in
connection with the MHC nerger and has acted as
financial advisor to LM C and LMFIC with regard to their
respective reorgani zati ons.

CSFB i ssued a fairness opinion to each of LMC and
LMFI C pertaining to their respective reorgani zations,
and | provided testinony at |ast week's public hearing
in Massachusetts in connection therewth.

CSFB was asked to advise the board of directors of
EIONVW th respect to the fairness to El ONpolicyhol ders
who are nenbers, taken as a group, froma financial
poi nt of view, of the extinguishnent of their equity
rights in ElONand the replacenment of such equity rights
with equity rights in EIlONMHC and the conti nuance of
their contract rights in Converted El ON pursuant to
El OWs draft mutual hol di ng conpany plan dated from
Sept ember 14, 2000 as anended on August 21st, 2001, and

pursuant to the MHC nerger agreenent and the
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consummat i on of the MHC nmerger agreenment, assuning that
such agreenment was consummated as of the date of CSFB's
opi ni on.

CSFB's fairness opinion, like all other fairness
opi nions of this type, did not consider the fairness of
the restructuring or the MHC nerger agreenment to any
i ndi vi dual policyhol der or class of policyhol ders, but
rat her addressed the fairness of the rel evant
transaction froma financial point of viewto
pol i cyhol ders who are nenbers, taken as a group

In addition, CSFB s fairness opinion did not
address the decision of the board of directors of EI OV
to proceed with the restructuring or with either or both
the MHC nerger agreenment and the reorgani zati on and
combi nati on agreenment or with any other potenti al
transactions in which EIlONmi ght engage in lieu of, or
in addition to, the restructuring or the transactions
whi ch conprise the gl obal transaction

CSFB conducted its analysis froma nunber of
perspectives. W assessed the EIONrestructuring and
the MHC nerger agreenent using five basic factors --
form structure, flexibility, financial strength and
policyhol der interest. Al of these factors are
addressed in ny prefiled testinony. |In addition, the

due diligence that CSFB conducted and the assunptions
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that CSFB relied upon in connection with the rendering
of its fairness opinion is also set forth in ny prefiled
testi nony.

Based upon our review of the various docunents and
subj ect to certain assunptions and al so certain
information provided to CSFB by EION it is CFSB' s
opi nion that, as of the date our opinion to the EION
board was issued, which was August 21st, 2001, the
extingui shnent of nenbers' equity rights in ElONand the
repl acement of such equity rights with equity rights in
El OW MHC and the conti nuance of the nenbers' contract
rights in Converted EI OV pursuant to El ONs nut ual
hol di ng conpany plan and the MHC nerger agreenent, is
fair to the policyhol ders who are nenbers of EION taken
as a group, froma financial point of view, and assum ng
that the WMHC nerger agreenent was consunmated as of
August 21st, 2001 in accordance with its ternms, the MAC
nmerger agreenent is fair to policyholders or nmenbers of
El OW MHC, taken as a group, froma financial point of
view. Thank you

MR VWELCH: Al right. Thank

you very nuch, M. Plutzik. Again, M. Mandt, with

your permssion, our third and final wtness today

woul d be Janes Stanley Hoffert, vice president,

general counsel and secretary of Enpl oyers
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I nsurance of Wausau.
JAMVES STANLEY HOFFERT,
called as a witness, being first duly
sworn in the above cause, testified
under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH:

M. Hoffert, like the prior wtnesses you have al so
prefiled certain testinony with the OCl, is that
correct?
That is correct.
In your viewis that testinony truthful and correct to
the best of your know edge, information and belief?
It is.
Do you have a statenent which you' re prepared to use to
sumari ze that testinony for M. Mandt here today?
| do. Good afternoon, M. Mandt. My nanme is Janes
Stanley Hoffert. |I'mthe vice president, genera
counsel and secretary of Enployers Insurance of Wusau.
| joined Wausau in 1978 as i nhouse counsel and have held
various | egal and governnental affairs positions with
the conpany during the past 23 years.

First, on behalf of nyself, Wausau and Liberty
Mut ual Group, | want to express ny appreciation for the

diligent, thoughtful and thoroughly professional manner
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in which the OCI has considered our filing for a nutua
hol di ng conpany restructuring under Chapter 644 of the
Wsconsin Statutes. | will keep nmy remarks brief this
afternoon and summary in nature in covering ny witten
testinony and the other evidence which have been entered
into the record in this hearing.

The EI OW nutual hol ding conpany plan was initially
approved and adopted by its board of directors in
Sept enmber of last year. The board in August of this
year al so approved and adopted an anended versi on of
such plan, including anended versions of a nunmber of the
pl an's rel ated docunents.

The plan and ot her docunents after the board
actions both in Septenber and -- Septenber, 2000 and
August of 2001 were tinely filed with the OCl. These
ot her docunents included the policyhol der information
statenent, the articles and byl aws of both El OV MHC and
Converted EIOWN |ists of proposed directors and ot her
docunents relevant to the restructuring and gl oba
transacti on.

In addition to our filings with OCI we also filed,
as required under Chapter 644, the nutual hol ding
conmpany plan with the insurance regulatory authorities
inall jurisdictions in which EIONis authorized to

conduct busi ness.
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I now would like to briefly review our plan
relative to the statutory standards under Chapter 644.
As set forth in our prehearing brief filed with the OCl,
the plan neets the applicable standards which the
conmm ssi oner, under Chapter 644, is to apply to a
Chapter 644 filing to deterni ne whether approval of such
a plan is warranted.

The plan is fair and equitable to our policyhol ders
fromboth a legal and financial standpoint. This was
testified to in the prefiled testinmony of M. Condrin,
M. Yahia, M. Bernstein and Professor Cifford Smth.
In addition and also as testified to today, the firm of
CSFB has given its opinion to the EIOVboard, both in
Sept ember of last year and in August of this year, that
froma financial standpoint the plan is fair and
equitable to the conpany's policyhol ders.

To briefly el aborate, EIONs policyhol ders'
contract rights will remai n unchanged by the
reorgani zation. Their equity rights in EIONW || be
exchanged for equity rights, first in the El ONW MHC and
then after the global transaction's contenpl ated nerger
inthe LMHC, a larger, nore diversified corporate entity
than Enpl oyers Insurance of Wausau Mutual Hol di ng
Conpany.

As | will briefly cover in a minute, none of these
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proposed transactions will result in any of our
policyhol ders realizing any financial gain or |oss for
tax purposes. |In summary, our plan is not contrary to
the interests of our policyholders or to the genera
public. Stated in the affirmative, the plan benefits
our policyholders by making theman integral part, both
as policyhol ders and as nenbers, of the |arger,
stronger, nore flexible and diversified LMHC. And
havi ng such organi zations in the insurance marketpl ace,
we believe, is clearly in the public interest.

Currently EIONs capital and the contenpl ated
pai d-in capital of Converted EIOWNfar exceed the nininmum
regulatory levels. As set out in M. Condrin's and
Professor Smith's testinony, the restructuring will give
Wausau access to greater capital if and when such a need
arises. This clearly increases EIONs strategic and
structural flexibility, which is necessary for long-term
gr owt h.

Focusing for a nonent on our policyholders and the
procedural process in which he have been engaged in
filing for this reorganization, the nutual hol ding
conmpany plan, the policyholder information statenent,
and policyhol der guide, notice of the Novenber 20, 2001
speci al neeting of the policyholders and of today's

heari ngs and ot her explanatory materials were mail ed, as
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required by Chapter 644, to EIOWs policyhol ders on
August 31 of this year.

In addition, policy stuffers giving notice of the
restructuring have been nailed to each person or conpany
who becane an EI OW policyhol der after May 31. May 31 is
the cutoff date or was the cutoff date for conpiling the
list of our current policyholders to make the August 31
mailing. W also have in place a toll-free call center
to answer policyhol ders' questions about the
restructuring. This was activated on August 31.

I think it's inmportant to note and point out that
our dividend policies will renain unchanged after
restructuring. The policyhol der dividends need to be
contrasted with equity dividends. Policyholder dividend
paynents arise out of policy contract rights. Equity
di vidends arise out of a policyholder's rights as a
menber of a nutual conpany.

El OW has pai d policyhol der dividends during all of
its 90-year history. EIONhas never paid an equity
di vidend to a policyholder. EIONMC, because it is not
an insurance conpany, wll not pay policyhol der
di vidends. However, Converted EIONW || continue its
current policies in the paynent of policyhol der
di vidends after the restructuring.

One final matter that |'ve got to cover before |
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close. EIOWhas received a no-action letter fromthe
SEC. This, in essence, neans that the equity rights
that our policyholders will have in El ON Mitual Hol ding
Conmpany after the restructuring will not be deened
securities. This determ nation was a condition of the
board to proceeding with the conpany's restructuring as
a mutual hol di ng conpany organi zati on.

Li kewi se, a private letter ruling was received from
the I RS, and the board of directors will receive an
opi nion from outside counsel, which will result in the
board being assured that the exchange of the equity

rights in EIONfor those in EI ON Mitual Hol di ng Conpany

will not be recogni zed under the Internal Revenue Code
as either a gain or loss and therefore will not be
t axabl e.

M. Mandt, this concludes the sunmary of ny
subnmitted witten testinony. | would also |like to end
as | began by thanking the staff for their dedication
and direction to us so we may achieve this vital
restructuring of our conpany.

THE HEARI NG EXAM NER.  Okay. Thank
you, M. Hoffert. The record of hearing wll

be held open to permit consideration of the

testinony received, both oral and witten, during

the public hearing and witten comrents concerning
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t he mutual hol di ng conpany plan that are received
by the O fice of Conmm ssioner of |nsurance

prior to the close of business on Friday,

Cctober 22nd, 2001. This class one contested case
hearing is hereby cl osed.

MR WELCH: M. Mandt, pardon ny
interruption. | apologize. |'mwondering if for
sake of the record if it isn't appropriate to call
up and just have each of the other w tnesses who
prefiled their testinmony affirmthat in fact

they' re accurate? It should only take a coupl e of

m nut es.
THE HEARI NG EXAM NER:  That's fi ne.
MR, WELCH: | apol ogi ze for
interrupting, and we'll make this very brief. W
call M. Paul Condrin, IIl, director of Enployers

I nsurance of Wausau, a nutual conpany, and senior
vice president and chief financial officer of
Li berty Mutual G oup.
J. PAUL CONDRIN, 111,
called as a witness, being first duly
sworn in the above cause, testified

under oath as foll ows:
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EXAM NATI ON

BY_MR. _WELCH:

M. Condrin, you've prefiled testinony with the OCl ?
Yes.

Q Is that testinony true and the correct to the best of
your know edge, information and belief?

A It is, yes.

MR WELCH: M. Mandt, | prom sed
you it would be short, and | have no further
guestions of this wtness.

THE HEARI NG EXAM NER:  Go ahead.

MR WELCH. EIOWcalls Laurence
Yahi a, vice president and assistant secretary of
Enpl oyers | nsurance of Wausau, and vice president
and director of corporate finance of the Liberty
Mut ual Group.

LAURANCE YAH! A,
called as a witness, being first duly
sworn in the above cause, testified
under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH;

Q M. Yahia, you also prefiled certain testinony with the
oa --

A Yes.



35



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

-- Ofice of the Comm ssioner of |Insurance, that is

correct, isn't

Yes, | have.

it?

And is that testinony true and correct to the best of

your know edge,

Yes, it is.

M. Mandt,

Bernstein

call ed

sworn i

informati on and belief, sir?

MR, WELCH. Thank you, very nuch.
El OWcalls George K Bernstein of the
Law Firm PLLC.
CGCEORGE K. BERNSTEI N,
as a witness, being first duly

n the above cause, testified

under oath as foll ows:

BY_MR. _WELCH:

M. Bernstein,
the OCl ?

Yes.

EXAM NATI ON

have you prefiled certain testinmony with

And is that testinobny true and correct to the best of

your know edge,

Yes.

informati on and belief?

MR WVELCH M. Mandt, | have no

further questions of this wtness.

THE HEARI NG EXAM NER:  Ckay.

MR VELCH. ElIOWnext calls
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Professor Cdifford Snmith, Jr., Louise and Henry
Epstein Professor of Business Adninistration and
Prof essor of Finance at the WIlliamE. Sinon
Graduat e School of Busi ness Adni nistration,
Uni versity of Rochester.
CLIFFORD W SM TH, JR.,

called as a witness, being first duly

sworn in the above cause, testified

under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH:

Same litany of conpl ex questions, Professor. You have
also prefiled certain testinony with OCl, isn't that
correct?
Yes.
Is that testinobny true and correct to the best of your
know edge, information and belief?
Yes.
MR, WELCH: No further questions of
this witness, M. Mandt.
THE HEARI NG EXAM NER  Ckay.
MR WELCH. EIOWcalls David B
May, vice president Enployers |nsurance of Wusau,
and assi stant vice president and director of

mergers and acqui sitions of the Liberty Mitua
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G oup.
DAVI D B. MAY,
called as a witness, being first duly
sworn in the above cause, testified
under oath as foll ows:

EXAM NATI ON

BY_MR. _WELCH:

M. May, you've prefiled certain testinony with the OCl ?
That is correct, sir.

Is that testinony true and correct to the best of your
know edge, information and belief?

It is.

MR VELCH M. Mandt, no further
guestions of this witness, and | believe that
concl udes the testinony and presentation of all
our W tnesses.

THE HEARI NG EXAM NER:  Okay. As |
stated before, the record of hearing will be held
open and pernit consideration of the testinony
received, both oral and witten, during the public
hearing and witten coments concerning the nutual
hol di ng conpany plan that are received by the
O fice of the Conmissioner of |Insurance prior to
the cl ose of business on Friday, October 26, 2001.

This class one contested case hearing is
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hereby cl osed at 1:45 p. mon Tuesday, October 16,
2001. Thank you.
I will adjourn for about 10 ni nutes.

MR VELCH:. Point of clarification,
if | could, M. Mandt. | first noted that you were
closing the hearing as of Cctober 22.

THE HEARI NG EXAM NER:  Right. |
changed that to the 26th because | read it wong.

MR VWELCH:. Al right.

THE HEARI NG EXAM NER:  So we' ||
adjourn for 10 minutes and the public hearing wll
convene at five mnutes to 2. Thank you.

(1:45 p.m)
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CERTI FI CATE

LI NDA KUHLMAN, hereby certify that as the

dul y- appoi nted shorthand reporter, | took

in shorthand

the proceedings had in the above-entitled matter on the

16t h day of Cctober,

2001,

commenci ng at

1:00 p.m, and

that the attached is a true and correct transcription of

t he proceedi ngs so taken.

Dat ed at Madi son

of Cct ober,

2001.

W sconsin this

25t h day

Not ary Publi c,
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