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Transcript of the Public Hearing on
MANHATTAN LI FE | NSURANCE COMPANY
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MR, SERI O Good nor ni ng. My nane is
Greg Serio. | amthe Superintendent of I|nsurance
State of New York, and | will be presiding over
today's public hearing regarding the plan of the
Manhattan Life Insurance Conpany.

Before | get started with ny opening
comments, which | will read for the purposes of
getting it on the record, | would like to introduce
fromnmy left to right, First Deputy General Counse
Susan Donnel | an; Deputy Superintendent Cenera
Counsel Audrey Saners; Chief of our Life Bureau,
Jeff Angel o, and our Supervising Exami ner, Lorraine
Gash.

This public hearing is being held today
to receive testinmony frominterested parties
regardi ng the plan of the Manhattan Life Insurance
Conpany, which | will refer to as Manhattan Life, to
convert froma guaranteed capital life insurer to a
stock life insurer.

Section 7310 of the Insurance Law
specifically authorizes a domestic guaranteed
capital life insurance conpany to reorganize into a
donestic stock life insurer.

The statute provides that if a conpany

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692
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wi shes to reorganize, a npjority of its board of
directors nmust first adopt a plan of reorganization

However, before such a plan can becone
effective, two-thirds of the guaranteed capita
sharehol ders and two-thirds of the policyhol ders of
the conpany will vote on the plan as well as the
superintendent are required to approve the plan of
conver si on.

Testinmony given today should focus on the
fairness of the terns and conditions of the proposed
pl an of reorganization, the reasons and purposes for
the guaranteed life insurer to reorganize, and
whet her the reorganization is in the interest of the
life insurer, its policyholders and sharehol ders and
in the public interest.

On Novenber 15, 2001, the board of
directors of Manhattan Life adopted a plan of
conversion in accordance with Section 7310 of the
I nsurance Law.

The plan was submitted to the Insurance
Depart ment on Novenber 16, 2001

| have asked the reporter to mark the
plan subnitted to the Departnent as Exhibit 1 for
t he purposes of this public hearing. It has been

done al r eady.
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| have al so asked the reporter to mark
t he policyhol der information bookl et and the bal ance
of the information packet mmiled to policyhol ders as
Exhi bit 2 for this public hearing.

Prior to today's hearing, the Departnent
has received witten testinony.

Accordingly, | have asked the reporter to
mark as Exhibit 3 the witten docunments, the witten
public coments on the plan.

At this time, | would like to explain the
procedure which we will follow in receiving
testi nmony today.

I will call upon representatives of
Manhattan Life to nake a presentation of their plan.

At the conclusion of their presentation,

I will call on those other parties who | requested
to speak.

As | previously nentioned, the purpose of
this hearing is to obtain testinony relevant to the
pl an.

However, if anyone has a question they
bel i eve shoul d be addressed by this hearing, they

may raise it in their presentation.



24

25

10

11

12

13

14

15

16

17

18

19

20

The hearing record will remain open unti

March 8, 2002, for receipt of additional coments

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

and responses.

After the comment period expires, the
statute provides up to 60 days for the
superintendent to render a deci sion.

If I find that the proposed
reorgani zation in whole or in part does not violate
the Insurance Law, is fair and equitable to
pol i cyhol ders the sharehol ders and the public, and
that after the reorganization, Manhattan Life wll
have an amount of capital and surplus deened
reasonably necessary for future solvency, | wll
approve the plan.

If | cannot meke these findings and
di sapprove the plan, Manhattan Life will have the
right to an administrative hearing on the deni al

| would now like to call upon David
Harris, Chairman and Chi ef Executive Oficer of
Manhattan Life for his presentation.

MR. HARRI S: Thank you.

Good norni ng, Superintendent Serio and
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menbers of the staff of the New York Insurance
Department. | am pl eased to be here this norning on
this inportant nmonent in the history of The
Manhattan Life Insurance Conpany, one of New York's

ol dest life insurance comnpanies.

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

My nane is David Harris, and | am
Chai rman of the Board and Chief Executive Oficer of
Manhattan Life. | amresponsible for directing the
managenment of the business and affairs of the
conpany, and for guiding its efforts in the
devel opnent of a plan for the conversion of the
conpany from a guarantee capital insurer to a stock
life insurer. | amhappy to be here this nmorning in
support of the conpany's proposal that you approve
t he plan of conversion that has been adopted by our
board of directors.

Wth me this norning are other
i ndi vi dual s who have been directly and deeply
i nvol ved in working on this plan. Before | begin mny
remarks, | would like to introduce themto you.

First is Dan George, who serves as
president and treasurer of Manhattan Life, and who

has been a cl ose personal colleague of mne and an



19

20

21

22

23

24

25

10

11

12

13

14

15

i mportant nenmber of our management team for the past
17 years.

Next is Jim Ranmenda, who is a managi ng
director of Northington Partners, Inc. and a menber
of the board of directors of the company. M.
Ranmenda and his firmserved as financial advisors to

t he conpany in connection with the conversion

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

Also with me is Allen Bailey, who is a
fellow in the Society of Actuaries, an MAAA and the
owner and president of Allen Bailey & Associ ates,
Inc. of Austin, Texas. M. Bailey has worked as a
consul ting actuary for our companies for nany years,
and did the actuarial work and the plan of
operations in connection with the plan of
conver si on.

Finally David Knoll, of Wnstead Sechrest
& Mnick, P.C., who has been our principal outside
| egal counsel for the past 15 years, and who advi sed
t he conpany in connection with |egal issues related
t he conversion, and actually drafted the plan of
conversion and related materials distributed to the

pol i cyhol ders of the conpany.
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Each of these individuals will address
various aspects of the company's business and the
pl an of conversion in greater detail. M remarks
will be limted to presenting an overvi ew of the
conpany and the plan of conversion, briefly
descri bing the process that led us to conclude that
the best interests of the company and the
pol i cyhol ders woul d be served by converting it into
a stock life insurer, and tal king about how the

conpany's policyholders will benefit from our plan.

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

My witten testinony has been filed for
inclusion in the record of this public hearing. |
adopt my witten testinony, in its entirety, as part
of my testinony today.

First, | think it is inmportant to
remenmber the | ong and proud history of Manhattan
Life, which was originally organi zed and commenced
busi ness over a century and a half ago, in 1850.

Al t hough it was organized under |aws governi ng
mutual insurers, it was unique in that its initia
capital was raised by issuing guarantee capita
shares, which gave the holders thereof the right to

vote in the election of directors and the right to
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participate in the profits of the conpany.

The guarantee capital contributed by
t hese sharehol ders also earned interest at a rate
prescri bed by the conpany's charter

Eventual |y, the guarantee capital shares
wound up in the hands of Union Central Life
I nsurance Conpany, a nutual life insurer in
C ncinnati, Chio. Over the years, as the conpany
grew and prospered, the guarantee capita
sharehol ders left their dividends and stock splits
in the conmpany, increasing the reserve held for

their benefit. Eventually, that anmount represented

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

10
nearly all of the surplus of Manhattan Life.

The conpany's small size and | ack of
capital had caused A°M Best & Co. to downgrade the
conpany in 994 froman Ato an A-. In March 1998,
Manhattan Life stopped witing new business. At the
time, it had a distribution network of approxi mately
100 general agencies and 6, 000 brokers.

However, it was essentially in a run-off
situation, with a shrinking surplus base. It was

apparent to us en we were eval uating the acquisition
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of the guarantee capital shares that if the conpany
were going to have a long-range future, it had to be
able to resune writing new business, and the only
way to do so was to convert it into a stock insurer
where it would have greater flexibility to raise
capital and expl ore business opportunities not
available to it as a guarantee capital insurer

W nmade our intentions clear in our
filings with the New York | nsurance Department prior
to the change of control. W presented the idea to
t he conpany's new board of directors follow ng our
acqui sition, who conpletely supported the idea.

Qur partners, Northington Partners, Inc.
hel ped us anal yze our options for restructuring the

conpany, and prepared a report of the valuation of

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

11
the policyhol ders' equity interest in Manhattan
Life.

Meanwhi | e, our |awyers and actuaries were
hard at work on preparing a plan of conversion to
present to the board.

Over the course of the devel opnent of the
pl an of conversion, we circul ated drafts to the

Depart ment of | nsurance, and had numerous
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conferences with the staff of the department and the
superintendent's advi sors, and many revi sions were
made to the plan in response to the departnent's
concerns and suggesti ons.

We believe that we have conme up with a
pl an of conversion that nmeets the requirenments of
the New York Insurance Law, and is in the best
interests of the conmpany's guarantee capita

sharehol der, its policyhol ders and the genera

public.

Let me sumarize briefly what the plan
provi des.

First, the plan provides for the
distribution of a total of $5.6 mllion in

consideration to the policyholders' equity interest.
Thi s anpbunt represents significantly nore than 100

percent of the surplus of the company that is

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

12
attributable to policyhol ders.
I n other words, Manhattan |nsurance
Group, Inc., the guarantee capital shareholder, is
provi di ng additional funds out of the guarantee

capital reserve to enhance the consideration that
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will be paid to policyholders in the conversion.

Second, the policyhol der consideration is
in addition to the coverage and benefits provided to
t he policyhol ders under the terms of their Manhattan
Life insurance policies. Al policy benefits,
guarantees and dividend eligibility will be
protected by the plan, and policy premunms will not
be increased, in any way.

Third, the plan provides for a mechani sm
to protect the dividend expectations of the
conpany's participating policyholders. |[If future
experience is nore favorabl e than current
experi ence, dividends to policyholders could be
increased; if it is less favorable, dividends may e
| ower ed.

However, the plan requires the conpany to
make periodic reports to the superintendent each
year, setting forth its conpliance with the Dividend
Protecti on Mechanism set forth in the plan.

The plan has been adopted the board of

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

13
directors of the conmpany, which has encouraged the
conpany's policyholders to vote in favor of the plan

and the conversion of the conpany to a stock
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insurer. | am pleased that the board has adopted
and endorsed the plan, and share their belief that
t he conversion of the conpany to a stock insurer is
in the best interests of Manhattan Life, its

pol i cyhol ders, its guarantee capital sharehol der
and the general public.

For the reasons | have described today
and in ny witten statement, as well as the reasons
set forth in the witten statenents of the other
wi tnesses who will testify this norning on behal f of
Manhattan Life, we ask that the plan be approved.

I would now like to turn over the floor
to M. George, our president and treasurer.

MR, CGEORGE: Thank you, David.

Thank you, M. Harris. M name is Dan
George. | ampresident and treasurer of The
Manhattan Life Insurance Conmpany and hold simlar
positions in The Manhattan Life | nsurance G oup
Inc. and in other conpanies affiliated with The
Manhat t an | nsurance G oup.

My witten testinony has been filed for

inclusion in the record of this public hearing. |

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692
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adopt my witten testinony, in its entirety, as part
of my testinony today.

I amgoing to conment briefly this
nmorni ng on the recent financial history of Manhattan
Life, and its current financial condition, as well
as its future prospects as a stock insurer after the
conver si on.

As you have heard M. Harris testify this
nor ni ng, when we acquired the guarantee capita
shares of the conpany, we found a company that had
already had its rating downgraded by AAM Best &
Co., and which had experienced a steady decline in
new busi ness i ssued and insurance in force.

Sone specific data is set forth in ny
witten testinony. |In general, we found a conpany
that was in deteriorating financial condition, with
expenses out of control, that had stopped witing
new busi ness, and that was clearly a candidate for a
t ur nar ound.

VWiile its recent financial performance
was poor, we saw sone real potential in Manhattan
Life, inits network of agents and in its |ong
tradition of service to the insurance buying public
of the State of New York and other jurisdictions in

which it was doi ng business.

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692
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Since we acquired the guarantee capital
shares, we have undertaken measures to reduce
expenses and stabilize the conmpany. During the year
2000, we had an operating profit of $1.7 mllion on
an audited basis, and for 2001 we expect a profit in
the range of $1.1 mllion. Wiile this represents a
return on surplus still inthe 5 to 7 percent range,
we think it is a positive step forward.

However, as | pointed out in my witten
testinmony, we believe that the future of the conpany
will depend on its ability to resune witing new
busi ness, and that the only way of financing that
gromh is to free the conpany from any structural
flaws that hinder its ability to raise new capital.

We have al ready begun the process of
filing new policies for approval with the New York
I nsurance Departnent and have been in contact with
about 300 of the conmpany's forner agents who, we
bel i eve, are anxious to begin witing business with
t he conpany agai n.

The new policies that we offer in
Manhattan Life will be non-participating, the first
non- par products the conpany has ever offered inits
hi story. W expect that the conpany will wite $2.0

mllion of new premiumin the first year in which
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t he four-product portfolio we have devel oped is
available. Wthin the first five years, we estimte
that new business premumw || be over $5.0 per
year.

I n conclusion, we believe that Manhattan
Life is a company that can be turned around, and we
are eager to inplement the plan of conversion. W
encour age the superintendent to approve the plan,
which we believe is in the best interest of the
conpany's guarantee capital shareholder, its
pol i cyholders and in the public interest of the
citizens of the State of New York.

Thank you. | will now turn the podium
over to Ji m Ranenda, from Northington Partners,
Inc., our financial advisors for the conversion

MR. SERI O Bef ore you pass it to Jim
there is a quick question on the business plan. |
don't know if you are the best person to answer this
or not.

VWhen you tal k about the agents and the
new policy forms that you have on file or for our

approval, can you give us a geographic sense on
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where you antici pate marketing your policies, the
same jurisdictional base that you had previously or

are you | ooking for other markets?

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692
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MR, CGEORGE: We have two products that
we filed with the departnent that have been approved
and one that is in development will be filed soon
and anot her product that has not yet been devel oped
and to be filed.

Those products can be distributed through
t he existing agency force of Manhattan Life which
will be primarily the sane geographi ca
concentration that the Manhattan Life had witten
bef ore.

MR. SERI O That part of that group of
800 -- | think you said.

MR, CGEORGE: There are 300 actively
recei ving comi ssions fromthe conpany that we are
in monthly conmuni cation with. And that we wll
talk to first about distributing new product.

MR. SERI O Then in terms of the
expansion you're looking to a | arger agent base.

MR, CGEORGE: Exactly.

MR. SERI O Thank you.
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MR, RAMENDA: Thank you, Superintendent
Serio, nenbers of the staff. M nane is Jim
Ranenda. | am a managi ng director of Northington
Partners, Inc. a Connecticut-based investnment

banki ng and fund managenent firm specializing in the

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

18
i nsurance industry.

| am al so a nenber of the Board of
Directors of The Manhattan Life |Insurance Conpany
and its guarantee capital sharehol der, The Manhattan
I nsurance G oup, Inc.

My witten testinony has been filed for
inclusion in the record of this public hearing. |
adopt my witten testinony inits entirety as part
of my testinony today.

Nor t hi ngt on has acted as financi al
advi sor to The Manhattan | nsurance G oup and the
Manhattan Life Insurance Conmpany in connection wth
evaluating its options and structuring the plan for
converting the conpany into a stock life insurance
conpany. Qur firmis a shareholder in the Manhattan
I nsurance Group, a holding conpany that was forned

in 1998 as part of a joint venture with Harris
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I nsurance Hol di ngs and Central United Life |Insurance
Conpany, entities controlled by David W Harris.

We were actively involved in evaluating
t he possible acquisition by Manhattan | nsurance
Group, Inc., then Connecticut Reassurance
Cor poration of the guarantee capital shares from
Union Central Life Insurance Conpany in 1999. W

were aware that Manhattan Life had a uni que

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692

19
corporate structure involving guarantee capita
represented by shares, while operating on the mutual
pl an of i nsurance.

As such, it was a conpany that was not
wel | understood by the financial community. W saw
an opportunity for a turnaround situation, but only
if the conmpany were able to transformitself into an
organi zation with a nore conventional corporate
structure.

As a guarantee capital insurer, the
hol ders of the guarantee capital shares were
entitled to vote in the election of directors, along
wi t h policyhol ders, and shared in the allocation of
profits of the company wi th policyhol ders, based on

a formula set forth in the charter
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CGuar ant ee capital sharehol ders al so were
paid interest on the reserve representing their
i nvestment in the conpany. By the tinme the
Manhatt an | nsurance G oup acquired the guarantee
capital shares, the interest of the guarantee
capi tal sharehol ders accounted for nost of the
surplus of the conpany.

The Manhattan Life is a relatively small
i nsurer, and because of its capital structure, with

t he i nherent uncertainty between the interests of

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

20
guar ant ee capi tal sharehol ders and policyhol ders,
rai sing new capital through the issuance of
addi ti onal guarantee capital shares did not appear
to have a great chance for success in the current
financial nmarkets.

We felt that, based upon its risk profile
and size, it would be inpossible for the conpany to
achi eve the kinds of returns that potential buyers
of guarantee capital shares woul d expect.

Consequently, we believed that the only
way the conmpany could attract capital to finance its

future gromh was to convert itself into a stock
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i nsurer.

Fortunately, there was a specific
procedure set forth in the New York |Insurance Law
for converting a guarantee capital insurer into a
stock life insurer. It was quickly agreed that this
opportunity deserved further study, and our role
was, anong other things, to evaluate the
pol i cyhol ders' equity interest in Manhattan Life.

During the course of this project, we
partici pated in nunerous nmeetings with managenment of
t he conpany, its actuaries, its |legal counsel and
its board of directors, and with menbers of the

staff of the New York Insurance Departnment and the

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

21
superintendent's advisors. W have fanmiliarized
ourselves with the conpany's busi ness and financia
i nformati on supplied by prior owners and current
management of the conpany.

Under Section 7310 of the New York
I nsurance Law, the policyholders' equity interest of
a guarantee capital insurer includes all rights of
pol i cyhol ders under the charter of the insurer

In Manhattan Life's case, this included

the right to vote in the election of directors and
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the right to share in the distribution of profits.
Al t hough the Manhattan Life charter did not specify
any liquidation rights of policyhol ders, we assumed
t hat policyhol ders woul d have those rights as a
matter of law, and took that into account in val uing
the policyhol ders' equity interest of the conpany.
In our valuation studies, we were
cogni zant of the fact that in the five-year period
precedi ng our acquisition of the guarantee capita
shares, the conpany's financial condition had been
det eri orati ng.
Its assets had declined at a conpound
annual rate of minus 3 percent, net prem unms dropped
by m nus 10 percent and insurance in force by m nus

8 percent.

(516) 741-5342 AR- TI RECORDI NG COVPANY (212) 349-9692
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The conpany had experienced operating
| osses in four out of those five years, and surplus
had declined at a m nus 5 percent conpound annua
rate.
Operating earnings and surplus were al so
adversely inpacted by poor nortality, high interest

obligations for annuity products, and asset quality
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probl ems, all of which were aggravated by declining
econoni es of scale.

Consequently, we concluded that he
pol i cyhol ders' equity interest in the conmpany had a
relatively | ow value, and in fact, that that
guar ant ee capi tal sharehol ders had been subsi di zi ng
di stributions to policyholders in the formof policy
di vi dends that, we believe, did not allow for even
m nimal growmh in the surplus of the conpany.

Even in a |liquidation scenario, we felt
that substantially all of the value would be
attributable to the guarantee capital sharehol der
and very little residual value left for
di stributions to policyhol ders.

However, after further neetings with
management and the staff of the department and its
advi sors, we concluded that, to effect a successfu

conversion of the conpany, a portion of the

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692

23
guarantee capital reserve would have to be comitted
to provide a level of conpensation to policyhol ders
for their policyholders' equity interest that would
be perceived as fair and equitable to the

pol i cyhol ders, and to the interests of the guarantee
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capi tal sharehol der as well.

We believe that the value arrived at,
$5.6 mllion, represents a successful balance to
those interests, and we reconmended that the
conpany's board of directors approve that number as
part of their approval of the plan of conversion.

In determ ning an appropriate |evel of
pol i cyhol der consideration, we al so assisted
management and the board of directors in determ ning
the form of conpensation that woul d be payable to
pol i cyhol ders. W eval uated several different
options, including cash, stock and policy credits.

Cash obviously offered the greatest
liquidity to policyholders, but we believed that
this option was inappropriate for a conpany in a
turnaround situation, which was worried about
further downgrades in its ratings by AM Best & Co.

We al so eval uated the possible use of
stock. However, the prospect of policyhol ders

owning a relatively illiquid mnority position in a
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relatively small life insurer was not at al

appeal i ng.
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In fact, just doing the nmath nakes you
realize that, with a $10 per share value, we woul d
i ssue sone $60, 000 shares of common stock to 35,000
pol i cyhol ders, or an average hol di ng of about 16
shares each.

O course, a large number of
policyholders will receive only a ninimm
di stribution of $50 for their policyholders' equity
interest. If this were distributed in stock, they
woul d have only five shares of stock

This, of course, in a conpany that is
controlled by a majority sharehol der, The Manhatt an
I nsurance G oup.

There woul d have been no public market
for these shares, and since they could be issued
wi t hout registration under various exenptions found
in federal securities laws, there would not likely
be a public market for the shares in the foreseeable
future, making themnearly conpletely illiquid.

VWil e sone night say that policyhol ders
were giving up a relatively illiquid interest that
nm ght never have any econonic val ue outside their

policy interest, and which would be unrealizable if
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their policy lapsed, for an illiquid, but possibly
ultimately realizable stock interest, we felt that
there had to be a better sol ution.

Policy credits in the formof paid-up
additions to life policies, increases in account
val ues for annuity hol ders, and increases in annua
paynment armounts for policies in a payout status
seened an acceptable solution, because it would be
of nmore utility than a share of common stock, and
woul d reduce i mredi ate cash demands on the conpany.

W believe that this nethod of
conpensation for the policyhol ders' equity interest
is fair and equitable to the policyhol ders of the
conpany.

Finally, I would like to just touch on
t he subject of our plans for raising additiona
capital. As we described in the policyhol der
i nformati on bookl et distributed with the plan of
conversion to our policyholders, A M Best has
indicated that at least $15.0 mllin of additiona
capital will be needed to mmintain the conpany's
A-rating.

We all understand that the capita
mar ket s were al ready approaching a period of

weakness prior to the events of Septenber 11, 2001,

(516) 741-5342 AR- TI RECORDI NG COMPANY (212) 349-9692
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and since that tinme we have seen sone
headl i ne- gr abbi ng bankruptci es that have rocked the
financial nmarkets.

We are exploring several alternatives for
raising the capital that will be required to neet
Best's expectations, including the possible
contribution of another Manhattan | nsurance G oup

subsidiary to Manhattan Life, external borrow ngs,
contributions fromaffiliates, and private sources

of equity capital

One thing that we can say for certain is
that our task will be nuch less difficult if we
don't have to try to explain how a loan to or an
i nvestment in a guarantee capital insurer differs
froma simlar transaction with a stock insurer

We hope that, as the capital narkets
begin to regain their bal ance and sources of private
capital becone nore active, the full range of
options will be available to Manhattan Life as a
stock life insurer.

Consequently, we join in support of the
ot her voices raised at this hearing asking your
approval of the plan of conversion.

Thank you.
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two- m nute expl anation of the difference between a
guaranteed capital insurer and a stock insurer, and
why that is so difficult to explain?

MR, RAMENDA: I will give you an
explanation. | will try to keep it to two m nutes.

A guaranteed capital insurer owns the
stock of the company, but the policyhol ders have
certain ownership rights as well, voting rights, and
what | would say unspecified rights to participate
i n earnings and surplus of the conpany.

And so an investor who buys these shares,
they woul d buy them say we offered new shares to
someone, would naturally be concerned at what the
definition of those rights of the policyhol ders are,
and until -- up to such time as the conpany is
converted it's not specified what they are.

And an investor |looking at this situation
is sinply going to tell us come back when you're a
stock conpany, because a stock company, sharehol ders
have conplete voting control, there is no question
of who owns the stock of the conpany and what that

means in a |liquidation, for exanple.
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So all the incidents of ownership are
much nore clear in a traditional stock situation

than in a guaranteed capital situation.
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MR. SERI O Did the nature of the
conpany as a guaranteed capital insurer play into
t he deternination of how you were going to provide
for a policyhol der compensation, or is that nore
strictly a question of the financials?

VR,  RAMENDA: That was nobre a question
of the financials.

| guess indirectly it bore on the
deci si on, because historically | think the
conplicated structure prevented the conpany fromits
hi story having the ability to access capital markets
when needed or to manage the conmpany with a clear
set of vision, if you will, and so |I think
indirectly it may have contributed to the conpany's
condi ti on.

But the ultinmte decision was based on
the unfortunate reality of the conpany's decline
over the | ast several years.

MR, SERI O Thank you.
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VR,  RAMENDA: ["mturning it nowto A
Bai | ey.

MR. BAI LEY: Good nmorning. | amAllen
Bail ey, and | am president of Allen Bailey &
Associ ates, Inc. of Austin, Texas. W are

consul ting actuaries, and | am appearing today on
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behal f of The Manhattan Life |Insurance Conpany,
whi ch is seeking the superintendent's approval of a
pl an of conversion adopted by its board of directors
on Novenber 15, 2001

My witten testinony has been filed for
inclusion in the record of this public hearing. |
adopt my witten testinmony inits entirety as part
of my testinony today.

We were retained by the conpany as
consulting actuaries in connection with its
conversion froma guarantee capital conpany to a
stock life insurance conmpany. W advised the
conpany on various actuarial matters, including 1)
preparation of the plan of operation and actuaria
projections for the plan of conversion, 2)
devel opnent of formulas to be used in determ ning

the allocation of policyholder consideration to
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el i gi bl e policyhol ders of the conpany under the

pl an, 3) assistance in drafting a dividend
protection mechani sm established by the plan and 4)
preparation of various opinions we have provided the
conpany relating to the plan, including our opinion
as to the fairness of the plan to eligible

pol i cyhol ders of Manhattan Life.

Today, | would like to highlight sone of
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the work we performed on behal f of the company, and
| end our support to the conpany's requires that the
pl an of conversion be approved by the superintendent
of insurance as fair and equitable to the
pol i cyhol ders of the conpany.

First, a word about our firm As | said
a nonent ago, we are consulting actuaries, with
broad experience in the life and health insurance
i ndustry. Five of our professional staff are
fellows in the Society of Actuaries, and one is an
ASA. Al are nenbers of the American Acadeny of
Act uari es.

We perform a broad range of actuaria

work for our clients, from product design and
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devel opnent, to nmergers and acquisitions to
exam nati ons of New York domiciled insurers on
behal f of the New York Insurance Departnent.

During the course of our engagenent, we
recei ved extensive information fromthe conmpany and
devel oped expected future cash flows from assets
hel d by the conmpany. W also developed liability
cash flows from experience underlying the company's
i nsurance busi ness.

We participated in nunerous neetings and

conference calls with managenent of the conpany, its
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financial and | egal advisors, and with the staff of
t he New York |nsurance Department and its advisors.

We spent a good deal of tinme researching
the actuarial literature regarding the fair and
equi tabl e treatnment of policyholders in
denut ual i zati ons, which were anal ogous to the
conversion of a guarantee capital insurer to a stock
i nsurer.

We found a report fromthe Society of
Actuaries that set forth sone basic principles to
use in determining the relative contributions of

policyholders to the surplus of the nutual insurer
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and it concluded that it was the excess of the
amount of assets accunulated in the insurer
attributable to a particular policy or group of
policies over the amounts required with future
premums to mature the policy or group of polices
and to pay dividends.

In ef fect, what one woul d cal cul ate woul d
be the accumul ated val ue of past contributions to
surplus for each policy or group of policies, plus
the present value of future contributions to
surplus, and use the resulting ratios to determnmine a
proper allocation of the policyhol der consideration

by policy and policy group
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We felt that the principles enunciated by
the Society of Actuaries had validity for what we
were trying to do in allocating the policyhol der
consi deration in the conversion of Manhattan Life to
a stock insurer.

W al so took into account the fact that
the eligible policyholders of the company had
certain intangi ble rights described as their

pol i cyhol ders' equity interest, which included their
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right to vote in the election of directors and the
right to share in the distribution of profits.

We determined that a mininum allocation
of $50 per policy recognized the value of those
i ntangi bl e rights and woul d assure that every
el i gi bl e policyhol der woul d receive sone
di stribution. W thought this was both consistent
with the allocation methodol ogi es described in the
actuarial literature, as well as being fundamentally
fair and equitable to the policyhol ders of the
conpany.

We have rendered an opinion to the
conpany that the proposed nmethods for allocation of
pol i cyhol der consideration to eligible policyhol ders
i n exchange for their policyholders' equity interest

i s based on actuarially sound mnethodol ogi es,
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assunptions and procedures, and produces an
al l ocation of consideration that is fair and
equitable to the eligible policyholders of Manhattan
Life, and we stand by that opinion.
During the course of our engagenent as
consulting actuaries to the conpany, we al so

participated in the preparation of a dividend
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protection mechani smthat was incorporated into the
pl an of conversion.

The conpany will not issue any
participating policies following its conversion to a
stock insurer. Therefore, the only participating
policies that will be outstanding and which are
eligible to receive consideration under the plan,
are those that were in force on the date the plan of
conversion was adopted by the board of directors of
t he conpany.

The divi dend protection mechani sm
provi des a means for protecting the policy dividend
expectati ons of those policyholders. It provides
that the dividend scales for those policies that
were issued prior to the conversion and which were
in effect for the dividend year begi nning on May 1,
2001 woul d be continued by the conpany if the

experi ence underlying such scal es continues, but
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woul d be subject to appropriate adjustments in those
scales if the experience changes.

To inplement the dividend protection

mechani sm the conpany has established for various
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cl asses of policies; 1) guidelines for nmortality,
i nvestment, and expenses to serve as benchmarks as
they relate to future experiences; 2) a nethodol ogy
for nmeasuring deviations fromthe base year
assunptions described above and 3) a mechani sm by
whi ch any devi ations from base year assunptions can
be reflected in the cal cul ati ons of policy dividends
in future years.

We have provided docunentation to the New
York I nsurance Department, as required by the plan
of conversion, setting forth the specifics of this
nmet hodol ogy and resulting nechanismin a menmorandum
to Dom nick Cavall o dated February 1, 2002

We believe that this nenorandum which we
di scussed extensively with the department and its
advisors, will be satisfactory to the departnent.
The conpany cannot change the bases and nethods se
forth in the menmorandum wi t hout the prior approva
of the superintendent.

| would like also to take a noment to

conment on the proposed form of policyhol der
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consi deration to be distributed under the plan.

As you know, the plan of conversion
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provides that eligible policyholders will receive
consideration in the formof policy credits in
exchange for the extingui shment of their

pol i cyhol ders' equity interest.

In case of holders of life insurance
policies, these policy credits will be in the form
of non-forfeitable paid-up additions to their
policies, w thout cash val ue.

Duri ng the course of our engagenent, we
were asked to exam ne whether the non-forfeitable
pai d-up additions wi thout cash val ues produces a
benefit to eligible policyholders at |east as
favorabl e as woul d be derived by conpliance with
Section 4221(a)(4) of the New York Insurance Law.

In effect, that would allow the
superintendent to conclude that the policy credits
that will be distributed to life insurance
pol i cyhol ders conplied with the Standard
Nonforfeiture Law found in Section 4221 of the New
York State Insurance Law.

We have concl uded that the paid-up
additi ons were cal cul ated on a current assunption

basis, interest and nortality, which also ignores
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any | oadi ng for expenses, conmi ssions and profits.
This results in values higher than those which could
ot herwi se be obtained in the current marketpl ace.

On this basis, we concluded that the
pai d-up additions to be issued to eligible life
i nsurance policyhol ders produce a benefit at |east
as favorabl e as that which woul d be derived by
conpliance with Section 4221(a)(4) of the New York
I nsurance Law.

Finally, I would also like to add that we
have offered the opinion, in reliance on certain
data provided to us by Kent Lanb, the chief
financial officer of the conpany, that the
consol i dati on of policyhol der records and the
processing relating to each policyhol der's form of
pol i cyhol der consideration were consistent with the
rul es docunented in the plan of conversion

In conclusion, we support the proposed
pl an of conversion and believe that the terns and
conditions of the exchange of the policyhol ders
equity interest for the policyhol der consideration
as provided for in the plan of conversion is fair to
the eligible policyholders of Manhattan Life.

We urge the superintendent to approve the

pl an of conversion.
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Next, the conpany's |egal adviser, David
Knol I .

MR. KNOLL: Thank you, Allen

Good morning. My nane is David Knoll. |
am a sharehol der in the Texas law firm W nstead
Sechrest & Mnick, P.C. | ampleased to appear this
norning to testify in support of The Manhattan Life
I nsurance Conpany's request that the superintendent
of insurance of the State of New York approve the
conpany's plan to convert itself froma guarantee
capital insurer into a stock life insurer in
accordance with the provisions of Section 7310 of
the New York Insurance Law.

The main purpose of my testinmony this
nmorning is to review how Manhattan Life's plan of
conversion and the actions taken by the company in
connection with the plan will have satisfied each
and every requirenent of the New York Insurance |aw,
and fully warrant an order by the superintendent
approving the plan of conversion.

My witten testinmony, which contains
conpl ete details about the steps the company has
taken and will take to inplement its conversion, has

been filed for inclusion in the record of this
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public hearing, and | adopt ny witten testinony in
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its entirety as part of my testinony today.

My firm and firms in which I have
previ ously been associ ated, have acted as | ega
counsel for M. Harris and his insurance interests
for close to 20 years. W represented the Manhattan
I nsurance Group in the acquisition of the guarantee
capital shares from Union Central Life |Insurance
Conpany in February 2000 and have been actively
i nvol ved with the nanagenent of Manhattan | nsurance
Group and the Manhattan Life | nsurance Conpany in
drafting the plan of conversion and rel ated
materials filed with the New York | nsurance
Department in connection with the plan.

In that connection, we have participated
in several neetings and conference calls with the
staff of the New York Insurance Departnent and its
advi sors, and have rendered | egal and tax opinions
to the superintendent and board of directors of the
conpany that are on file with the department and
whi ch we incorporate by reference into the record of

t he hearing this norning.
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Under the plan of conversion adopted by
the board of directors of Manhattan Life at a
neeting held on Novenber 15, 2001, the conpany has

el ected to reorgani ze itself by converting into a
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donestic stock life insurer; will issue shares of
conmon stock to its guarantee capital sharehol der
Manhattan | nsurance G oup, Inc., in exchange for al

of the outstandi ng guarantee capital shares of the
conpany, with the result that it will beconme a
whol | y- owned subsi diary of Manhattan | nsurance
Group, Inc. and will distribute policy credits to
its eligible policyholders in exchange for the
ext i ngui shnent of their policyholders' equity
interest, as defined in Section 7310 of the New York
I nsurance | aw.

During the course of ny testinmony this
morning, | will sinply refer to the statute
aut hori zi ng the reorgani zati on of donestic guarantee
capital insurers as Section 7310.

VWi | e reorgani zati ons under Section 7310
are, in many respects, simlar to a denutualization
of nmutual insurers under Section 7312 of the New

York | nsurance Law, there are inmportant distinctions
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In particular, Section 7310 provides for

a bal ancing of the interests of the guarantee

capi tal sharehol ders

with the policyhol ders of the

guarantee capital insurer, and requires that the

superintendent in approving the plan of conversion,
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make findings that the proposed reorganizati on does

not violate the insurance |aws of the State of New

York, and is fair and equitable to the sharehol ders

and the policyholders of the guarantee capita

i nsurer and the publ

C.

We believe that the plan before you this

norni ng satisfies those requirenents and shoul d be

approved.

Upon adoption of the plan of conversion

it was filed with the Superintendent of |nsurance in

accordance with Sect
step in the process,
approval of the plan
hearing is a part of

Two weeks

t he guarantee capita

on 7310. W are at the next

whi ch invol ved the revi ew and
by the superintendent, and this
t hat step.

fromnow, a special meeting of

shar ehol ders and policyhol ders
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of the conpany to consider and act on a proposal to

approve the plan of conversion, will be held.
Timely notices of the hearing and specia

neeting, as required by law, were sent to the

el i gi bl e policyhol ders and guarantee capita

shar ehol der of the conmpany, acconpanied by a

conpl ete copy of the plan and summaries of exhibits

ina formthat was previously filed with and

approved by the New York Insurance Departnent.
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Mai ling of the notices and acconpanyi ng
materials were conpleted by January 15, 2002, within
the tine frame set by Section 7310. Required
newspaper notices of the hearing were al so published
as required by Section 7310.

If the plan of conversion is approved by
t he superintendent and the eligible policyholders
and guarantee capital sharehol der of the conpany, on
the effective date of the plan, Manhattan Life wll
convert itself into a stock life insurance conpany
organi zed under the law of the State of New York,
and will succeed to all of the rights, franchises,
and interests of the conmpany as a guarantee capita

insurer, and all properties and choices of action in
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t he conpany as a guarantee capital insurer wll
automatically vest in the conpany as a stock
i nsurer.

The reorgani zed insurer will also assune
all of the debts, obligations and liabilities of the
conpany as a guarantee capital insurer, except for
t hose constituting the policyholders' equity
interest elimnated in the conversion

I want to enphasize for the record that
none of the officers, directors or enployees of the

conpany, Mnhattan |nsurance G oup, Inc. or and of
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their affiliates will receive stock or cash
conpensation in connection with the conversion of
t he conpany to a stock insurer

However, certain menbers of the board of
directors of the conmpany nay receive an indirect
benefit as sharehol ders of entities controlling the
conpany. The conpany will not inplenent any
enpl oyee stock purchase plan follow ng the
conversion and will seek the approval of the
superintendent if it desires to do so within three

years of the effective date.
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| also want to stress that, while the
pol i cyhol ders' equity interest will be extinguished
by virtue of the conversion, nothing at all wll
happen to the insurance coverage provided
pol i cyhol ders under their existing Manhattan Life
pol i ci es.

Any conpensation provided to
pol i cyhol ders under the plan of conversion will be
in addition to the benefits provided under their
policies. The conversion will not dimnnish policy
val ues, benefits, guarantees or dividend
eligibility, or increase preniuns under the policies
in any way.

I, and nmy col |l eagues who have al so
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testified with me today have provided witten
statements that are on file as part of the record of
this hearing, and which provide further details
concerning the plan, the nmaterials filed with the
New York | nsurance Department and the procedures
foll owed by the conpany in seeking the approval of
the plan, and the manner in which the anmount and
form of conpensation payable to policyhol ders have

been determ ned, as well as certain tax information.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Wth respect to tax matters, we have
provided our firms opinion to the board of
directors of the conmpany that the receipt of the
policy credits by eligible policyholders of the
conpany in consideration of the extingui shment of
their policyholders' equity interest will not result
in the recognition of any taxable gain or cause
their policies to be regarded as newy issued
policies resulting in the loss of certain
grandfat hered tax treatnment under federal incone tax
| aws solely by reason of the conversion and the
recei pt of policyhol der consideration in exchange
for their policyholders' equity interest.

Further, the conpany has agreed to
i ndermi fy any policyhol ders of the company in the

event the RS rules that the distribution of
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pol i cyhol der consideration will result in current
federal inconme tax or |oss of grandfathered status
by the conpany's policyhol ders.

We have al so provided to the
superintendent our opinion that the plan of

conversion conmplies with the requirements of Section



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

7310 and does not violate the New York Insurance
Law, and that the issuance of policy credits to the
hol ders of life insurance policies in the form of
nonf orfeitabl e paid-up additions w thout cash val ue
can be done consistently with the provisions of
Section 4421(a) of the New York |Insurance Law.

Thi s nmorning, you have heard testinony
fromDavid Harris, chairman of the board of the
conpany; Dan George, president and treasurer; Jim
Ranenda, of Northington Partners and financia
advi sor to the conpany; and Allen Bailey, the
conpany's consulting actuary.

| believe that the testinobny of these
i ndividuals, the witten statenments filed on their
behal f and the materials filed with the New York
I nsurance Departnent in connection with the plan of
conversion denmonstrate in a conpelling fashion that
the plan neets the requirements of New York |aw, and

that the superintendent should approve it under the
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provi sions of Section 7310, and | respectfully
request that you do so.

Thank you very much for the opportunity

to be here.
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MR, SERI O Thank you.

| want to follow up with a question. |'m
not sure who is best to address this, several people
have spoken about the policyholder credit as the
excl usive distribution channel for a policyhol der
conpensati on.

That's not happeni ng i nmedi ately, but
over a period of tinme.

VWo is best to take that one on, just
explain what the process is in ternms of policyhol der
credits, and how the policies will be credited for
t hat val ue

MR, CGEORGE: Admi ni stratively within 45
days after approval, the policyholders will receive
a statenent of policyhol der consideration which is
printed on 8.5-by-11 paper that outlines how their
policy credits beconme effective.

The policy credits become effective in
three steps; 40 percent upon approval of the plan,
an additional 30 percent at the one-year

anni versary, and the final 30 percent at the
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second-year anniversary, and that will be detailed
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on that statement of policyhol der consideration

At the first anniversary and at the
second anniversary they will also receive that same
statement showi ng the progression of their benefit.

MR. SERI O Can you give us a sense of
t he purpose of that, as opposed to an i mediate
di stribution?

VR RAMENDA: I think the concerns went
to liquidity over giving, in the case of annuity
hol ders in particular, a lunmp sum of cash
i medi ately available that there mght be initia
tenptation to just take the nmoney out of the
conpany, and that woul d defeat the purpose of trying
to conserve the cash for which we opted to pursue
t he policyhol der credits as a neans of compensation

So the idea was to stave off or spread
out any liquidity inmpact that m ght arise.

MR. SERI O Any further these gentl enen
would like to add to the record?

| appreciate that.

"Il keep you here and we don't have
anybody registered to speak, any other parties
regi stered to speak.

If there is anybody fromthe audi ence who
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wi shes to speak at this hearing, | would be happy to
have you come to the mcrophone and the aisle, state
your name, your affiliation and provide us with your
comment .

MR. BAKER: Thank you. M/ nane is Paul
Baker. I'mfromAtlanta, Georgia. | have been a
general agent for Manhattan Life since 1972.

During that time, we have hundreds of
pol i cyhol ders who have been counting on this conpany
to provide security for their famly. | have had
nuner ous phone calls concerning the conversion. I
have |istened with sone interest today, | cane up
here purely and sinply without the idea of saying
anyt hing, but after hearing the report of all of
t hese people, | amthoroughly convinced this is the
right answer, and certainly I will reconmend as a
general agent the approval of this plan, purely to
protect ny personal reputation as well as the
reputati on of the conpany.

Thank you.

MR. SERIO Thank you, M. Baker.

QO her interested parties? Any conment s?

M. Baker, thank you for coming up from
Atlanta for that.

The record will remain open, the
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testinmony will be available on our website.

MS. SAMERS: | can't give you an exact
date, as soon as reasonably practical the transcript
of this hearing will be on our website, and copies
of the witten testinony of any of the speakers will
be available by calling our press office at the
depart ment .

MR. SERI O You can get that at
www. i ns. state.ny.us. That is our website address,
and our nunber is 212-480-5265, is our press office,
and they will have that testinony.

Hearing no further interest or coments,
we will leave this record open as | said and we will
adjourn this hearing.

Thank you.

(Ti me Not ed: 10: 50 a. m)
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CERTI FI CATI ON

|, ROBERT BLOOM a Shorthand Reporter and
a Notary Public, do hereby certify that the
foregoing is a true and accurate transcription of ny
st enogr aphi ¢ not es.

| further certify that I am not enpl oyed

by nor related to any party to this action.

ROBERT BLOOM
Short hand Reporter
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