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For the years ended December 31, 1988 1987 1986

Assets $1,891 ,956,000 $1,748,384,000 $1,633,245,000

Investment Income 96,688,000 94,145,000 97,825,000

Life Insurance in Force 6,240,413,000 6,268, 799,000 6,011,040,000

Total Capital and Surplus 17,034,000 13,811,000 30,735,000

General Insurance Expense
Ratio to Total Income

5.71% 4.61% 4.90%

President's Report to Stockholders

Report on Operations

Products & Services

Consolidated Financial Statements

Board of Directors

1

4

18

20

& Executive Committee 30

Officers & Administrative Staff 32



.o vur 3tocKnomers,
Friends and Employees

T

he following report summarizes the activities of the ULLICO
Family of Companies in 1988 . It encompasses the operation of
ULLICO Inc. and all its subsidiaries, including The Union Labor

Life Insurance Company, Ulico Casualty Company, Union Standard of Amer-
ica Life Insurance Company (USA Life), Union Investment Services and
Zenith Administrators, Inc .

ULLICO Inc. was created in November of 1987 to serve as the corporate
umbrella for the ULLICO Family. Prior to that, we operated under the aus-
pices of The Union Labor Life Insurance Company. Rapid growth, regulatory
constraints and the expansion into areas outside the insurance arena,
however, dictated the adoption of a new and more flexible organizational
structure. The experience of the ULLICO Family of Companies over the last
year has shown the wisdom of this step .

As of December 31, 1988, the consolidated assets of ULLICO Inc . totalled
$1 .89 billion, This was an increase of $143 .6 million or 8 .2% over the year.
We frilly anticipate passing the $2 billion mark in assets before the end of the
current year.

ULLICO's asset base has more than doubled in less than
seven years. This represents the best possible evidence of the
value of the products and services we offer and our ability to
operate in a competitive fashion .

Consolidated investment income in 1988 totalled
$96.69 million. This was an increase of $2 .54 million or
2.7% over the $94 .15 million generated in 1987 . Income
from all sources was $858 .3 million*, an increase of $80 .6
million or 10.4% over 1987 .

Benefit payments to policyholders by the
various ULLICO companies, totalled $584 .0
million*, This was an increase of $47 .1
million or 8 .8% over 1987 . All
payments to policyholders, in-
cluding dividends and in-
creases to policy reserves,
amounted to $796 .4 million* .
This was an increase of $56 .0
million or 7 .6% over 1987 .

Capital and surplus
accounts for ULLICO Inc . as
of December 31, 1988
totalled $17.0 million . This

*Ad/usted to include inini-premiiun claims
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was an increase of S3.2 million or 23 .3% over the year . Coming at a time of
continued difficulty in the group health marketplace and in the face of corpor-
ate expansion in a number of new areas, this represents a solid achievement
and a major turnaround from the experience of the prior two years .

ULLICO's 1987 move to a holding company structure was, in part, based
upon the realization that the ULLICO Family of Companies in general and
Union Labor Life in particular needed additional financial resources .

By intent, Union Labor Life has always been a "highly leveraged" com-
pany. The goal of our founders was not to amass a large capital base or gener-
ate high revenues for stockholders but to provide working people with
insurance benefits . Consistent with this philosophy, excess revenues
generated through operations have been paid to policyholders in the form of
dividends and lower rates for our products . As long as the company's primary
concentration was the underwriting of group life and health insurance, this
caused little difficulty . But as we moved into other areas of insurance and into
pension fund investment, the limited capital base of Union Labor Life has be-
come more of a concern because of the emphasis placed upon capital and sur-
plus figures by regulators , rating organizations and investment advisors .

After much deliberation, the decision was made to raise additional funds
through a private placement . This would provide the necessary financial
resources while preserving the union-owned character of UI,LICO . An attrac-
tive financial package was put together, offering a competitive market return
on guaranteed investments with maturities of up to 12 years . Through Decem-
ber 31 , 1988, $16 million in bonds were issued . As this report is being
prepared , additional private placement deposits have been obtained and we
expect a good response to this offering in 1989 . The proceeds from these
bonds have allowed us to improve the financial posture of Union Labor Life,
as well as to provide additional capital to other subsidiaries .
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A number of changes in the ULLICO management team were made in
1988. Richard P. Collins retired as Vice President, Group Administration after
many years of service . He was replaced in the position by James R . Hibbitts in
December. James W. Luce, who has overseen our entry into the administrative
services and computer services area, was promoted to the position of Senior
Vice President, Information Management/Claims . Mark A . Maloney, who has
compiled an outstanding record as Manager of our Washington, DC sales
office, was elected to the position of Vice President, National Sales . We expect
to see major improvements in the service we provide our customers under his
leadership. In other changes, Patrick M . Montgomery was promoted to the
position of Assistant Vice President, Accounting Administration; M. Timothy
Durkin was promoted to the position of Assistant Vice President, Mortgages ;
and James P. Messinger was promoted to the position of Assistant Vice Presi-
dent, Management Information Systems . These additions and promotions
further strengthened our management team .

The world of employee benefits continues to change rapidly . All of us
who have the privilege to work at ULLICO are committed to doing our best to
respond to those changes . We are ever aware that we cannot rest on our
laurels, that we must continue to move forward if we are to be true to the
mission of our company and the charge that we bear to serve the working
men and women of America . We are also aware that we cannot do it by
ourselves. The success we had in 1988, as has been true since the founding of
our company more than six decades ago, is not ours alone . To all those who
have provided assistance and encouragement and who have put their faith
and trust in us, we express our deepest thanks . We will do our best to remain
true to that trust in the nears to come .

Daniel E . O'Sullivan
President and CEO
ULLICO Inc .

1983 1984 1985 1986 1987 1988

Pension Fund Reserves
(Billions of Dollars)

1983 1984 1985 1986 1987 1988

Investment Income
(Millions of Dollars)

111111 ~i~ll1 111111
1983 1984 1985 '986 1987 1981, 1993 1994 '985 1986 1987 1588 1953 1974 1985 1986 1987 '988

Life Insurance in Force Payments to Policyholders Net Investment Yield
(Billions of Dollars) (Millions of Dollars) (Percent)

Adjusted In induce mini-premium claims



Report on
Operations

perating under the
umbrella of ULLICO
Inc, are a number of

distinct companies. First and
foremost is The Union Labor Life
Insurance Company, the company of
our origins and still the primary
vehicle by which we serve our
market. Group and individual life
and health insurance and pension
fund investment products make up
the bulk of its business . Ulico
Casualty Company operates as a sub-
sidiary of Union Labor Life and
markets property, casualty and liabil-
ity insurance products to labor-
related organizations and benefit
trusts . ULLICO Inc.'s newest subsidi-
ary, Zenith Administrators, Inc .,
provides a wide range of claims
management , data processing and
administrative services to employee

benefit plans and trusts . Two smaller
companies, Union Investment Servi-
ces and Union Standard of America
Life Insurance Company (USA Life),
both in a "start-up" phase, round out
the ULLICO Family.

Uniting all the ULLICO compan-
ies is a commitment to serve the
employee benefit market in general
and the jointly managed, multi-
employer market in particular . As
ULLICO's formal "Vision, Culture
and Values" statement puts it, "Our
Mission is to primarily serve labor
organizations, Taft-Hartley benefit
plans and the working men and
women of America - our custo-
mers." The products and services
ULLICO offers and the legal structure
of our company may change, but our
commitment to our historic market
will never change .

Business Unit Organization
with a range of products as

varied and diverse as those offered
under the ULLICO umbrella, internal
organization is very important .



Paralleling the legal restructuring of
the company in 1987, we also moved
to reorganize the way in which we
operate on a day-to-day basis to
better reflect the various product
lines we offer and to improve the
level of our service . The internal
organization of activities along "busi-
ness unit" lines was initiated in 1987
and remains an ongoing process . Six
units have been identified :

• Group Insurance
• Pension Investment Services
• Property and Casualty Insurance
• Administrative Services
• Individual Insurance
• Mass Marketed Insurance

By combining all the functions
that go into developing, defining,
producing, selling arid servicing a
line of products, efficiency,
accountability, market responsive-
ness and the ability to plan ahead are
all enhanced. As we move into the
future, the business unit framework
we have been developing over the
last few years will play an increas-
ingly important role in the operation
of the UI.1 ICO Family.

Group Insurance
The Union Labor Life Insurance

Company was created in 1925 to pro-
vide life insurance protection for

workers . Sixty-four years later,
the range of benefits Union

Labor Life underwrites has greatly
expanded and those benefits are
more likely to be provided through
jointly managed benefit plans than
directly by unions, but the important
role that group insurance plays for
our company remains unchanged .

In 1988, Union Labor Life
underwrote group life insurance cov-
erage for more than 654,000 in-
dividuals. Life insurance in force
under group policies totalled $6.13
billion . More than two million men,
women and children were covered
under Union Labor Life group health
insurance policies. Group life and
health insurance premiums, adjusted
to include minimum premium
claims, totalled $635 .3 million, an
increase of $81 .3 million over the
comparable figure for 1987 .

The group insurance arena,
especially health insurance, has been
a troubled one in recent years, both
for Union Labor Life and for the in-
dustry as a whole . Increased utiliza-
tion and an inflationary cost cycle
for health care that will not stop
have produced serious losses
for some of the nation's largest
carriers and endangered our en-
tire system of providing health
care benefits through employer-
provided benefit plans .

While not hit as hard as
many other carriers,
Union Labor Life
also has had difficult-
ies in the group



health area over the last few years .
The situation improved in 1988 as a
result of stringent underwriting
policies and other adjustments . Our
group health insurance line of
business operated at a profit for the
year. Many of our group policies,
however, continue to have claims in
excess of premiums .

Health Cost Management
With health costs continuing to

rise faster than the cost of other
goods and services and with utiliza-
tion remaining high, the problems
that have plagued the health insur-
ance industry have not disappeared .
As a nation, we now spend close to
12% of our Gross National Product
on health care. Try as we have to con-
trol costs, Union Labor Life, like the
rest of the health insurance industry,
has had to increase premium
charges . This is unfortunate and
troubling .

Health cost control programs like
our ULLICARE cost management pro-
gram can make a difference . The

ULIICARE program
reviews specific cases of

proposed health
care utilization . It
seeks to determine if
the proposed hospi-

tal stay or surg-
ery is justified by
the condition in-

volved, as well as the most effective
way to provide treatment to the
patient . As of the end of 1988, close
to 70 benefit plans had ULLICARE
contracts .

A dollar spent on ULLICARE can
result in cost savings of as much as
$20 or more for participating benefit
plans. In 1988, for example, ULLI-
CARE staff examined more than
12,500 hospital admissions under
the program's hospital preadmission
and continued stay review com-
ponents. Comparing the length of
time patients actually stayed in the
hospital against the length of time
requested, the costs for participating
benefit plans were reduced by more
than $18.4 million . Additional
savings were obtained through the
use of second opinions, review of
hospital charges and the active
management of cases where high
claims are anticipated .

Competitive Price
and Outstanding Service

We remain confident about
Union Labor Life's ability to compete
when it comes to group insurance . In
1988, our ratio of general insurance
expense to total income was 5.71% .
By industry standards, this is an
outstanding achievement . The over-
whelming majority of Union Labor
Life's group policies are also
"participating" polic-
ies in which benefit



plans receive a dividend based on
their actual claims experience and
the experience of the company as a
whole. In 1988, Union Labor Life
paid $19 .0 million in policyholder
dividends . This, in effect, amounts to
a reduction in the cost of providing
coverage .

Aggressive internal cost control
and our generous dividend program
have helped ensure that the net cost
of our group policies remains among
the lowest in the industry.

As much as price, service is an
important consideration for benefit
plans. Throughout 1988, Union
Labor Life held fast to a policy of
responding to claim requests within
five working days, with the majority
of claims receiving an initial
response in even less time .

The group insurance market
faces a difficult future . In addition to
the threat posed by runaway health
care costs, there are a number of
other areas where difficulties can be
anticipated . Near the top of the list
must he the prospect that the Con-
gress will pass legislation taxing
health arid welfare benefits . Efforts in
this direction were decisively beaten
back a few years ago, but the
partisans of taxation have not given
up. While potentially attractive from

the point of view of reducing the
federal deficit, the taxation of
benefits will seriously undermine
long-established precedent favoring
the provision of health care and
other benefits through tax-deductible
contributions. The long term con-
sequences could be disastrous as
both employers and employees lose a
key incentive to participate in the
present system .

Additional challenges lie in en-
suring that all citizens, regardless of
their employment status, age or
financial condition, have access to
necessary health care . Beyond a
social good, the insurance industry
has a vital economic stake in this . A
good portion of the cost of providing
health care to those currently
uninsured or underinsured is passed
on to insured patients through cost
shifting and other mechanisms .

Investment Services
The investment of pension funds

is an increasingly important part of
Union Labor Life's business. As
of December 31, 1988, $1 .68 bill-
ion in pension reserves were
held by Union Labor Life .
That is an increase of 8 .9%%
or $136.9 million over 1987 .

Pension fund reserves
held by Union Labor Life



have doubled over the last five years .
As of the end of 1988, more than 460
pension trusts had placed their con-
fidence in Union Labor Life .

If there's one word to describe
our pension fund investment
approach it's "conservative ." We un-
derstand well the fiduciary
responsibility of pension fund
trustees and the importance of
maintaining the integrity of
principal and generating a stable
return over time. Ours is a long-term
perspective - not how well we do in
any one year, although we generally
do quite well, but how well we do
over the long-term time frame that
trustees must be concerned with .

A wide range of pension invest-
ment products are offered through
Union Labor Life, including
Guaranteed Investment Contracts
(GICs), Investment Only contracts
and a variety of Separate Accounts
specializing in particular kinds of
investments. As of December 31,
1988, reserves held in the General
Account or under Guaranteed Invest-
ment Contracts totalled $946 .6 mill-
ion, while reserves in Separate
Accounts totalled $721.1 million .

General Account and GIC reserves
increased by $58 .2 million during
1988, while Separate Account
reserves increased by $73 .2 million .

Funds deposited in the General
Account or in GICs are guaranteed a
specific rate of return . During 1988,
new money invested in Union Labor
Life's General Account was guaran-
teed a 9.0% return. The rate for GICs
varies each week depending upon
market conditions .

Guarantees, of course, are only as
good as the company that stands
behind them . At a time when much
of the nation's savings and loan
industry is in trouble, Union Labor
Life's guarantees are solid, backed by
a good quality portfolio of bond and
mortgage investments .

We're also very proud of the per-
formance of our Separate Accounts .
By competitive standards, their per-
formance in 1988 was very good,
with two accounts producing out-
standing returns .

Separate Account A
Separate Account A, investing in

common stocks, was the clear leader
among our accounts, with a 1988
gross return of 23 .4°/, . This wasn't a
one-shot performance either. Over
the last 10 years, Separate Account A
has produced an annualized return
of 19.1% .

The stock market is a
very volatile invest-



ment, as was amply seen last year . In
this context , Union Labor Life' s stock
investment strategy is "contrarian ."
It is designed to produce a stable
return in all market conditions . We
focus on value -oriented stocks with
long-term growth potential, not on
speculative investments . Our aim is
to do well over time and our 10-year
record shows that we have indeed
done that .

There are two points of compari-
son in evaluating the performance of
equity investors : how they pertorm
when measured against standard in-
dices like the Standard & Poor's 500
and how they perform when
measured against the actual perform-
ance of other equity managers . In
both cases, Union Labor Life comes
out near the top .

No matter what time period you
look at - one year, three years, five
years or 10 years - Union Labor
Life's equity performance has beaten
both the S&P 500 and the vast major-
ity of other investment managers .
Compare the 10-year, 19.1% return
of Separate Account A against the
comparable figure for the S&P index
- 16.4%. We're ahead
by 270 basis points
(2.7%) a year.

That's a big difference over 10 years .

The Pensions and Investment
Performance Evaluation Report
(PIPER) surveys the performance of
more than 300 of the nation's largest
money managers . Over the last ten
years, the median performance of
equity managers in that survey was
only 15 .8%. That means that the
Separate Account A beat the perform-
ance of more than half of the invest-
ment Managers in the PIPER survey
by 333 basis points (3 .33%) a year
over the last 10 years . According to
the PIPER figures, we beat the per-
formance of three-quarters of the
money managers surveyed by at least
220 basis points (2 .2%) a year over
the last 10 years . Again, that's a big
difference over 10 years .

Separate Account B
The other star performer in our

investment portfolio in 1988 was
Separate Account B . This is our high
yield bond account, investing in
bonds with lower credit ratings but
higher returns. Many trust funds
have a policy against investing in
this kind of bond because of con-
cerns over the security of invested



assets . These are legitimate concerns .
Separate Account B, however, is
designed and operated to maximize
the security of invested funds, as well
as the earning of a high return . First,
it's a pooled account, which protects
investors through diversification .
Second, we carefully research all in-
vestments to identify good credit
offerings likely to be upgraded in the
future. We look for companies
experiencing temporary problems
and for secured private placements
issued by smaller companies . Third,
we carefully monitor and evaluate
the performance of each investment
in the account on an ongoing basis
to avoid problems that might arise .

The results have justified our
approach . In 1988, Separate Account
B earned a 12 .95% net return . Over
the last five years, the account has
produced an average annual return
of 11 .78%. Separate Account B
ranked in the top 10% of the PIPER
survey of fixed income investment
managers for 1988 .

J FOR JOBS®
Mortgage Account

At ULLICO, we believe that
those charged with investing pen-
sion funds are responsible for seeing
that funds are invested wisely and
prudently. That's the minimum that
the law requires and we meet that
standard in every way . But we also
believe pension fiduciaries have a

responsibility wherever possible to
see that funds are invested in a way
that helps working people in the
here and now, as well as in the
future . There's no better example of
that philosophy in practice than
Union Labor Life's J FOR JOBS
Mortgage Separate Account .

The J FOR JOBS account invests
pension funds in mortgages on pro-
jects built entirely by union con-
tractors and union workers. As such,
it earns a good competitive return .
But more than a passive investment,
J FOR JOBS encourages union con-
struction through the issuance of
"forward commitments" that com-
mit Union Labor Life to issue a mort-
gage on a to-be-built project if that
project meets our standard loan
underwriting conditions and is built
with union labor. As of the end of
1988, the J FOR JOBS account's
reserves totalled $449.4 million . This
was an increase of $57 .1 million over
1987 . In 1988, the -1 FOR JOBS
account earned a 6.2% return .

Historically, the J FOR JOBS
account has produced a return com-
mensurate with other long-term
investment options . Over the five
years ending December 31, 1988, the
account had a net annualized yield
of 10.0% . Over the 10 years ending
December 31, 1988, the account had
a net annualized yield of 9 .6% .



In 1988, Union Labor Life's
professional mortgage staff reviewed
more than $2.5 billion in proposed
construction projects. A record
S230.8 million in mortgage commit-
ments were issued during the year,
with another $48 .1 million issued in
January. More than S290 .9 million in
commitments are now outstanding .

When you consider that the $2 .5
billion in proposed mortgages that
Union Labor Life reviewed in 1988
represents $2.5 billion in construc-
tion projects where the developer
was willing to agree to build 100%
union if they received a J FOR JOBS
mortgage commitment, the long-
term value of the J FOR JOBS account
for union-oriented benefit trusts
should be clear.

In 1988 Union Labor Life
released a study prepared by a Wash-
ington economics research firm on
the impact investments in the
J FOR JOBS account have on local
communities, Using a Department of
Commerce model, the study found
that a typical J FOR JOBS commit-
ment of $1.4 million in Indiana
generated 1 16,240 man-hours of
work and more than $1 million in
wages for local workers, with
44,753 man-hours of work
and $557,000 in wages
going to union construc-

tion workers. Overall, the project
stimulated $3.4 million in economic
activity in the surrounding commun-
ity. In economic terms, that's a multi-
plier of 2 .5 . It's important to
remember, as well, that the positive
community impact derived from
J FOR JOBS investments comes in
addition to the market rate of return
that the investment brings to the
pension trust . Nothing is sacrificed
to obtain a community gain, as well
as an investment gain . The invest-
ment return remains the paramount
consideration .

'I'n allay the fears of some con-
sultants, Union Labor Life asked the
Department of Labor to review the
method of operation of the J FOR
JOBS account . In 1988, the Depart-
ment issued an advisory letter that
concluded that the structure of the
account was not inconsistent with
the provisions of ERISA .

Looking ahead, the J FOR JOBS
account is well positioned for con-
tinued growth and performance .
Current commitments are in the 10-
11'k, interest rate range . As
these are funded, the perform-



ance of the account should steadily
increase, bringing future returns back
into line with historical performance .

Other Fixed Income
Investment Options

The market for other fixed
income investments in 1988, while
improved over 1987, was still
sluggish . Consistent with our phil-
osophy of protecting principal and
in light of concerns about increasing
interest rates, Union Labor Life
pursued a defensive strategy during
1988 . This will increase our ability to
make future investments at higher
yields as the market for longer-matur-
ity investment instruments rises .

Separate Account F, investing in
"Treasury and other government-
guaranteed instruments, posted a
gross return of 6 .3%%x . This mirrors the
returns of the Shearson/Lehinan
Intermediate 'Treasury Index and the
Salomon Brothers Medium-Term
Treasury Index .

Separate Account G, investing in
mortgage-backed securities issued by
the Government National Mortgage
Association (GNMA or Ginnie Mae),

did better, posting a gross return of
7.9% for the year.

Over the last five years, Separate
Accounts F and G have both posted
respectable returns . For the five years
ending December 31, 1988, Separate
Account F had a net annualized
return of 9 .0%, while Separate
Account G posted a 9 .S% return .

Total Money Management
Union Labor Life has developed

considerable expertise and a solid
track record in the investment area .
Benefit trusts can take advantage of
this expertise through investments
in specific accounts or through a
money management agreement .

Under a money management
agreement, Union Labor Life works
with the trust fund to develop an
investment strategy. This involves
making basic decisions about asset
allocation and the balance between
short and long-term investments .
Using this strategy as a guide, Union
Labor Life's professional investment
staff then allocate all or a portion of
the trust's reserves to various invest-
merit options . As markets change,
the allocation of funds is adjusted to
ensure the trust the best possible



return within its overall investment
approach .

Union Labor Life currently
charges no fee for this service other
than the normal charges associated
with each of its investment accounts .
A money management agreement
thus provides an efficient and very
cost effective way for trusts to man-
age their pension reserves . At the end
of 1988, 31 money management
agreements were in force, encompass-
ing the allocation of $450 million in
pension reserves .

Guaranteed
Funding Agreements

Guaranteed Funding Agreements
offer labor organizations and non-
tax-qualified benefit plans the same
investment advantages that
Guaranteed Investment Contracts
provide . They provide a convenient
alternative to bank certificate of
deposits . Union Labor Life began
offering renewable GFAs in 1988 at
attractive rates and terms of one to
five years .

Property and
Liability Insurance

Ulico Casualty Company issues
property and liability insurance . A

wholly owned subsidiary of Union
Labor Life, Ulico Casualty has be-
come an increasingly important com-
ponent of the UI .I .ICO Family over
the last three years .

Ulico Casualty's primary product
remains fiduciary liability insurance
for jointly managed trusts . In 1988,
Ulico Casualty consolidated its
position as the leader in this market
with the issuance of 1,572 fiduciary
liability policies . This represented an
increase of 23.7% over 1987 and a
218.9% increase over 1986. Fiduciary
liability premiums earned in 1988
totalled $21 .2 million, up $7 .5
million from 1987 .

Probably the best evidence of our
performance in this market is the
fact that 97% of the trust funds with
Ulico Casualty fiduciary liability
insurance policies up for renewal in
1988 decided to renew .

We entered the fiduciary liability
market - or, more properly, ex-
panded on what had been a minor



Union officers,
trustees, staff and

members
working on

behalf of the union are covered . Simi-
lar coverage is available for nonprofit
organizations and associations . In
1988, we issued 204 such policies to
labor and nonprofit organizations, a
155% increase over 1987 .

In 1988 Ulico Casualty began to
issue commercial property, auto-
mobile and liability insurance, again,
primarily to labor-related organ-
izations and affiliated benefit plans .
This coverage is available only in a
limited number of states . As approval
is obtained in additional states, we
will make these policies available in
other areas. Included in this line of
business are fire insurance for build-
ings owned by unions or benefit
plans, general liability insurance,
including coverage for personal acci-
dent and advertising injury, liability
coverage for trustees while on trust
business, commercial crime insur-
ance and fleet automobile insurance .

Ulico Casualty is now a solidly
established company. As of Decem-
ber 31, 1988, the company's assets
totalled $88.6 million, an increase of
$16.7 million or 23% over 1987 .
Direct premiums written on all lines
of business amounted to $23 .9 mill-
ion, a 18% increase over 1987 . We
expect continued growth in the
coming year and are exploring
additional areas in which this com-
pany may be of service to benefit
plans and labor organizations, includ-
ing the issuance of fidelity bonds
and a variety of other new products .

Even though Ulico
Casualty Company has an
extremely strong financial
balance sheet, is operating

line of business - at a time of crisis .
Other carriers were leaving the
market or placing undue restrictions
on coverage. Many trust funds could
not get fiduciary insurance . We're
proud to report that our intervention
has largely changed this condition .
We argued at the time that the tears
of other carriers were exaggerated
and that the overwhelming majority
of multi-employer trust funds were
prudently operated . The record so far
has proven us correct in our assess-
ment. With a competitive rate struc-
ture and a unique understanding of
the jointly managed marketplace, we
expect to see continued growth in
the fiduciary liability insurance arena
in the coming years .

New Property and
Casualty Products

The capital base we've estab-
lished in Ulico Casualty has allowed
us to enter new product lines . In
1987 we began providing liability
insurance to unions and other labor
organizations. These policies protect
against claims arising from errors of
judgement or omission, charges of
negligence in contract negotiation
and lack of fair representation, suits
alleging libel or slander, complaints
alleging discrimination and charges
of unfair labor practices. Up to
$1 million in coverage is available .



profitably and is the market leader in
providing fiduciary liability insur-
ance to 'left-Hartley trusts, the A .M .
Best Company will riot rate the com-
pany. A.M. Best has a policy of not
rating a company until it has had at
least five years representative experi-
ence. Since Ulico Casualty was in-
volved in the fiduciary liability
insurance arena to a lesser degree
prior to 1986, A .M . Best has so far
declined to issue a rating . Based on
the financial ratios that A .M . Best
uses to determine a rating and our
discussions with them, we are confi-
dent that once we have the required
experience, our rating will be an
excellent one .

Duff & Phelps, a nationally
known, Chicago-based rating agency
that evaluates many of the nation's
leading insurance companies has
evaluated the company and given
Ulico Casualty a Claims Paying
Rating of 7 . Duff & Phelps' first ten
rating categories are analogous to the
widely recognized "regulatory"
investment grade categories . Ulico
Casualty's rating of 7 is thus con-
sidered to be the equivalent of an A-
rating from Standard & Poor's and in-
dicates a "high claims paying ability."

Mass Marketed Insurance
Everything is sold through the

mail today, and insurance is no
exception . ULLICO markets a variety
of supplemental life, health and
disability insurance plans to the
members of unions and associations
through mass mailings under the
auspices of Union Labor Life. The
program provides participating
organizations a low cost way to offer
members good insurance benefits at
a bargain rate .

Unlike employee benefits, mass
marketed (or as it is sometimes
known, direct response) insurance is
a voluntary affair. It is designed to
supplement existing benefit pack-
ages, offering extra coverage for
members who desire it. Because
policies are marketed with an
organizational sponsorship to
relatively large groups, the rates
charged are generally less than what
can he obtained in the commercial
market .

During 1988, 16 new mass
marketing contracts were signed by
Union Labor Life . A total of 244,806
people had insurance coverage in
force at year-end, producing annual-
ized premium of $6 .4 million . This
represents an increase in premium of
8.5% over 1987 .



When a union or association
signs a mass marketing agreement
with Union Labor Life, we work with
the organization to design a master
program tailored for its members .
Available options under our UNION-
CARE, MemberAdvantage and
Credit+Plus programs include various
forms of term life insurance, includ-
ing retiree guaranteed term life, loss
of time disability income, personal
accident coverage, supplemental
health insurance and Medicare
supplement .

Because of the large upfront costs
involved in solicitations and the un-
predictable response, mass marketing
is an industry with an uncertain
return on investment. Our approach
to it will continue to be cautious,
based on the careful underwriting of
policies, stringent internal cost con-
trol and a conservative approach
towards solicitation . We are con-
vinced that this approach will
produce the best results over the
long term .

Individual Life And
Health Insurance

Union Labor Life has issued in-
dividual life and health insurance

policies for many years, but this does
not constitute a major portion of our
business. For some time, most of our
policies have been issued through
the conversion of people covered
under our group policies to an
individual policyholder basis . This is
an option under almost all Union
Labor Life group policies . As of
December 31, 1988, Union Labor Life
had 19,3 SO individual insurance
policies in force, producing an
annual premium of $4 .7 million .

The individual insurance area
remains an area of interest for us,
although difficulties associated with
licensing requirements and capitaliza-
tion continue to dictate a modest
entry into this market . In April 1987,
we incorporated a new subsidiary,
Union Standard of America Life
Insurance (USA Life) to serve as a
vehicle for an expanded individual
life insurance program . USA Life was
granted its first state insurance
license in 1988 .

Adininistrative Services
ULLICO's newest subsidiary,

Zenith Administrators, Inc ., was
incorporated in 1988 to provide a
home for ULLICO's third party
administration, administrative
services and computer services



operations. As of January 1989, the
two Third Party Administrators
(TPAs) acquired by ULLICO in 1986

Richard Reese and Associates and
New Systems Inc. - were brought
under Zenith Administrators, as was
an expanded administrative and
computer services component oper-
ating out of our home office in
Washington .

Zenith now consists of 12 service
offices linked together via our Data
Center in Washington, DC . These
offices share access to our computer-
ized claims processing, pension and
financial accounting systems .

Annualized fees for third party
administration and computer service
products provided by the various
components that now make up
Zenith Administrators totalled S10 .2
million as of the end of 1988, This
represents an increase of 24%, in new
business income over the compar-
able figures for 1987 .

In 1988, Zenith Administrators
moved ahead in several key areas .
This included the provision of com-
puter and data management services
for labor organizations . Zenith has
been providing this service for a large
international union for over a year,
with substantial improvement in

computer operations for the union
and its locals, as well as sizeable cost
savings. A new defined contribution
system has also been implemented,
giving Zenith the capacity to service
401(k) arid other benefit programs
that require extensive recordkeeping
of contributions and balances . Up-
grades are also in the works for the
company's fund accounting and
pension administration systems .

We continue to consider the
feasibility of acquiring additional
TPAs whose business and geographi-
cal locations would complement our
current operations . Our objective is
to create a nationwide network of
administrative services offices utiliz-
ing the same basic systems and able
to exchange data and information
quickly and easily . This will allow us
to provide the local contact and
service benefit plans have come to ex-
pect from third party administrators
at the sarne time that we take advant-
age of the economies of scale and
technology that only a large, nation-
wide operation can provide .

Zenith Administrators promises
to be an important addition to the
ULLICO Family of Companies. We
look forward to its continued growth
and development .

m
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Group Life & Health Insurance
As the nation's largest underwriter for jointly
managed employee benefit trusts, Union Labor Life
is deeply committed to the group life and health
insurance area. Available
coverages include :
• Life Insurance
• Hospital Expense
• Medical & Surgical Expense
• Laboratory and X-Ray

Expense

• Supplemental Accident
Expense

• Vision Care Expense
• Dental Expense
• Drug Prescription Expense
• Accidental Death and

Dismemberment
• Loss of Time Coverage
• Outpatient Drug & Alcohol Coverage
• Extended Care Benefit

ULLICARE Health Cost Management
The UI I (CARE Health Cost Management Program
was designed to help benefit trusts gain some con-
trol over skyrocketing health care claims . It has
proven its ability to identify and eliminate un-
necessary health care costs .
• Mandatory Second Surgical Opinion
• Pre-Admission Certification
• Continued Stay Review
• Major Case Management
• Hospital Audits

• Total Money Management
• Guaranteed Investment Contracts
• Outstanding Stock Account
• High Yield Bond Account
• Government Securities Account

• Ginnie Mae Bond Account
• Money Market Investment

Account
• Individual Separate Accounts
• Mortgages on Union-Built

Construction U FOR JOBS)

Unions and nonprofit organizations
can take advantage of Union Labor
Life's investment expertise through
Guaranteed Funding Agreements .

Individual Life & Health Insurance
Through Union Labor Life and USA Life, working
families can obtain a wide range of individual
insurance coverage. Current products include :
• Universal arid Whole Life
• Renewable Term Life
• Convertible Term Life
• Decreasing Term Life
• Flexible Premium Annuity
• IRAs
• Single Premium Immediate Annuity
• Disability Income
• Medicare Supplement
• I lospital Indemnity
• Long-Term Nursing Care

ULLIGUARD Stop Loss
Trust funds choosing to self-fund benefits can
protect themselves from catastrophic individual or
aggregate claims through Union Lahor Life's
ULLIGUARD Stop Loss program .

Minimum Premium Plans
Union Labor Life's Minimum Premium program
provides the assurance of an insured underwriting
arrangement with many of the tax advantages
offered by self-funding .

Investment
Union Labor Life's union-oriented investment
approach offers good performance and a high
degree of security . Investment contracts and sep-
arate accounts encompass almost every available
option, including :

Mass Marketed Insurance
Mass Marketed insurance combines the freedom of
choice of individual insurance with the low rates
associated with group coverage . It offers an out-
standing way for unions and associations to pro-
vide members with the ability to obtain important
supplemental insurance protection . Current
options available under Union Labor Life's
UNIONCARF., MemberAdvantage and Credit+Plus
programs include :
• Term Life
• Decreasing Term Life
• Retiree Guaranteed Term Life
• Medicare Supplement
• Disability Income Supplement
• Personal Accident Plan
• Hospital Indemnity Benefit



Operating through a nationwide network of 12
regional offices, Zenith Administrators provides
trust funds, employee benefit plans and local and
international labor organizations with quality
administrative services. This can be a cost effective
alternative to in-house operations and outside
vendors .

Benefit Plan Administration Services
• Fund Administration , including meeting

planning, financial
accounting, field
audits and edu-
cational programs

• Contribution
Accounting,
including
employee and
employer record keeping, contract rate ad-
ministration and COBRA administration

• Claims Processing for medical, dental, vision
and disability claims

• Pension Administration, including member
and survivor record keeping and associated
benefit determination for defined benefit and
defined contribution plans .

Ulico Casualty Company offers employee benefit
trusts and labor-related organizations a variety of
forms of property and casualty coverage .

Fiduciary Liability Insurance
Ulico Casualty's Fiduciary Liability insurance pro-
tects a benefit trust and its trustees from the effects
of crippling legal actions . Up to $5 million in cover-
age is available .

Union Liability Insurance
Labor organizations can protect themselves against
a wide range of legal actions through Ulico
Casualty's Union liability insurance . Up to S1 mill-
ion in coverage is available, with optional coverage
for union leaders .

Computer Services and Systems
"Through Zenith Administrators, plans that wish to
self-administer can gain access to the latest in tech-
nology and computerized systems .
• Total Benefit Systems, including access to

our fund accounting, health claims processing
and pension administration systems

• Union Support Systems , including member-
ship and dues accounting, political action
accounting, death claims administration, pen-

ZENITH
ADM I N ISTRATORS

sion administration, mailing list
maintenance and office automa-
tion

• Facilities Management, in-
eluding management of data pro-
cessing staff and equipment

Managed Health Care
Zenith Administrators brings years of health claims
experience to the effort to control spiralling health
care costs . This includes expertise in the develop-
ment of alternative health care delivery systems
and access to the ULLICARE Health Cost Manage-
ment Program .

Commercial Insurance
In 1988, Ulico Casualty began providing commer-
cial lines protection in a number of states . Available
coverages include :
• Property Insurance, including Fire and Allied

Perils
• Commercial Inland Marine Insurance
• Boiler and Machinery Insurance
• General Liability Insurance
• Business Automobile Insurance
• Commercial Crime Insurance

ULIco
CASUALTY COMPANY



130, KStreet A .W re~eonone 702 0337932
JJZShmr,-on C 20906

1'ric•e ! 1 ttI rlro,cst'

REPORT OF INDEPENDENT ACCOUNTANTS

February 24, 1989

To the Board of Directors,
Stockholders and Policyholders
of ULLICO Inc .

In our opinion , the accompanying consolidated balance sheet
and the related consolidated statements of operations, of
changes in unassi gned surplus and contingency surplus
reserve , and of cash flows present fairly , in all material
respects , the financial position of ULLICO Inc . and its
subsidiaries at December 31, 1988 and 1987 , and the results
of their operations and their cash flows for each of the
three years in the period ended December 31, 1988, in
conformity with generally accepted accounting principles .
These financial statements are the responsibility of the
Company's management ; our responsibility is to express an
opinion on these financial statements based on our audits .
We conducted our audits of these statements in accordance
with generally accepted auditing standards which require
that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement . An audit includes examining , on a
test basis , evidence supporting the amounts and disclosures
in the financial statements , assessing the accounting
principles used and significant estimates made by
management , and evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for the opinion expressed above .

STATEMENT OF MANAGEMENT 'S RESPONSIBILITY
The financial statements included in ULLICO Inc.'s 1988 Annual Report were prepared by the Company

in conformity with accounting practices prescribed or permitted by insurance regulatory authorities . Manage-
ment believes they fairly present the financial position of ULLICO Inc . in conformity with such practices .

The financial information developed from corporate records is subject to audit by an independent
accounting firm retained by the Company . The Company's statutory policy reserves are reviewed and
certified by the Insurance Department of the State of Maryland .

The decision to retain an independent accounting firm is made by the stockholders of ULLICO Inc . after
a recommendation by the Audit Committee of the Board of Directors . The Audit Committee considers the
scope of the examination by the outside accounting firm and discusses any findings they might wish to
report . The Committee also receives reports as to financial control reviews performed by the Company's
own accountants and auditors, as well as assurance that our accounting records properly reflect the
Company's financial position .



ULLICO INC.
CONSOLIDATED BALANCE SHEET

As of December 31,
(in thousands)

1988 1987

ASSETS
Fixed maturity bonds
Mortgage loans on real estate
Real estate (net of encumbrance)

Short-term investments
Policy loans and other investm ents

$781 ,040
198,281
12,623
62,662
3,380

$738,887
203,517
13,176
42,743
3,480

Total investments

Cash
Investment in affiliates
Premiums due and deferred
Accrued investment income
Federal income tax recoverable
Other assets
Separate account assets

1,057,986

6,131
56,215
17,306
16,846
5,008

11,340
721,124

1,001,803

4,693
55,881
11,460
15,335

3,614
7,667

647,931

TOTAL ASSETS $ 1,891 ,956 $1,748,384

LIABILITIES
Reserve for future policy benefits $975,104 $913,919
Reserve for unearned premiums 5,008 4,726
Policy and contract claims 64,561 66,536
Other policyholders' funds :

Premium deposits and other escrow funds 39,615 41,894
Policy proceeds and dividends on deposit 7,238 9,582
Dividends payable to policyholders 18,840 18,978

Other liabilities :
Notes payable 15,947 6,185
Amounts payable for securities purchased 6,905 5,109
Federal income and other accrued taxes 3,851 4,956
Mandatory securities valuation reserve 11,008 9,993
Accrued expenses and other liabilities 5,721 4,764
Separate account liabilities 721,124 647,931

TOTAL LIABILITIES 1,874,922 1,734,573

CAPITAL AND SURPLUS
Capital stock ($25 par value; 360,000 shares

authorized; shares issued and outstanding
156,361 in 1988 and 142,308 in 1987) ,909 ,558

Contingency surplus reserve 4,184 19,005
Unassigned surplus 8,982 (8,752)

Less treasury stock (41)
TOTAL CAPITAL AND SURPLUS 17,034 13,811

TOTAL LIABILITIES, CAPITAL AND SURPLUS $ 1, 891 ,956 $1,748,384

See notes to consolidated financial statements



ULLICO INC.
CONSOLIDATED STATEMENT OF OPERATIONS

1988

REVENUE
Premiums :

Health $261,403
Annuities and life 146,208
Other 1,405

Investment income, net 96,688
Miscellan eous 3,574
TOTAL REVENUE 509,278

BENEFITS AND EXPENSES

Benefits to policyholders and beneficiaries :
Health 207,379
Annuities and life 157,741
Other 2,328

Increase (decrease) in policy and
contract reserves 61,466

(Decrease) increase in policy proceeds and
dividends on deposit (467)

General insurance expenses 49,069
Commissions 3,662
Taxes, licenses and f ees 8,08 7
TOTAL BENEFITS AND EXPENSES 489,265

Gain from operations before dividends
to policyholders 20,013

Dividends to poli cyholders (19,001 )
Gain (loss) from operations before Federal
income tax benefit 1,012

Federal income tax benefit 5,100
Net realized capit al gains (losses) 549
NET GAIN (LOSS) FROM OPERATIONS $6,661

Year ended December 3 1,
(in thousands)
1987 1986

$283,368 $261,409
138,182 228,377

2,026 2,723
94,145 97,825

3,043 1,984
520,764 592,318

250,626 205,311
219,508 197,599

3,847 1,862

(11,663) 105,282

(400) 877
35,859 40,267
3,044 2,533
7,850 8,660

508,671 562,391

12,093 29,927
(21,51 6) (45,549)

(9,423) (15,622)

3,658 4,097
1,896 (2,214)

$(3, 869) $(13,739)

See notes to consolidated financial statements



ULLICO INC .
CONSOLIDATED STATEMENT OF CHANGES IN

UNASSIGNED SURPLUS S AND CONTINGENCY SURPLUS RESERVE
Year ended December 3 1,

(in thousands)

1988 1987 1986

UNASSIGNED SURPLUS,
BEGINN ING OF YEAR $(8,7S2) $8,479 $24,745

Net gain (loss) from operations 6,661 (3,869) (13,739)

Net unrealized (losses) gains on investments (2,695) 3 9,869

Transfers (to) from mandatory securities
valuation reserve (1,015 ) (3,558) 1,972

Decrease (increase) in non-admitted assets 304 716 (1,888)

Stockholders' dividends :
Cash (293) (266)
Stock (351) (325) (296)

Decrease (increase) in contingency

surplus reserve 14,821 (11,918)

Adjustment for reinsurance agreement (9,949)

Other adjustm e nts 9 44

Net increase (decrease) 17,734 (17,231) (16,266)

UNASS IG NED SURPLUS, E N D OF YEAR $8,982 $(8,752) $8,479

CONTINGENCY SURPLUS RESERVE,
BEGINNING OF YEAR $19,005 $19,005 $7,087

(Decrease) in group life contingency reserve (131) (2,772)

(Decrease) increase in reserve on property
occupied by the company (14,690) 14,690

Net (decrease) increase (14,821 ) 11,918

CONTINGENCY SURPLUS RESERVE,
END OF YEAR $4,1 84 $19,005 $19,005

See notes to consolidated (inanciai statements



ULLICO INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

INCREASE (DECREASE) IN CAS_ HAND SHORT-TERM INVESTMENTS
Year ended December 3 1,

(in thousands)
1988 1987 1986

Cash provided from operations
Premiums and annuity considerations
Annuity and other fund deposits
Investment income, net
Other income

$289,643
105,121
90,433
10,930

$309,223
115,289
93,065
6,509

$315,405
182,612
100,160

4,778
Cash provided from operations 496,127 524,086 602,955

Cash used by operations
Life and health claims paid
Other policyholder benefits
General expenses, commissions and taxes
Dividends to policyholders

234,210
134,322
60,674
19,139

275,311
199,665
49,211
2 2,192

250,625
171,068
49,879
50,404

Cash used by operations 448,345 546,379 521,976

Net cash provided from (used by) operations 47,782 (22,293) 80,979

Proceeds from investment activities
Bonds
Mortgage loans
Other investments

168,244
22,793
1,147

226,825
24,621

235

137,415
33,113
40,093

Cash proceeds from investments 192,184 251,681 210,621

Other cash provided 18,866 9,329 27,838

TOTAL CASH PROVIDED 258,832 238,717 319,438
Cost of long-term investments acquired

Bonds 205,306 212,382 200,277
Mortgage loans 19,700 45,930 35,339
Other investments 306 6,697 825
Cash used for long-term investments 225,312 265,009 236,441

Other cash applied
Stockholders' dividends 293 266
Miscellaneous 12,163 61,754 5,141

TOTAL CASH USED 237,475 327,056 241,848
Net change in cash and short-term investments 21,357 (88,339) 77,590
Cash and short-term investments, beginning
of year 47,436 135,775 58,185

CASH AND SHORT-TERM INVESTMENTS,
END OF YEAR $68,793 $47,436 $1 35,775

See notes to consolidated financial statements



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS FOR THE
YEARS ENDED DECEMBER 31 , 1988, 1987, AND 1986

NOTE 1 - THE COMPANY AND REORGANIZATION
ULLICO Inc . (the Company), a holding company, was incorporated in Maryland on October 9, 1987 . During
1987, a reorganization was effected whereby all shares of capital stock of The Union Labor Life Insurance
Company (Union Labor Life) were exchanged for equal shares of ULLICO Inc ., resulting in Union Labor Life
becoming a wholly-owned subsidiary of ULLICO Inc . Union Labor Life was founded in 1925 by officials of
the American Federation of Labor to provide insurance protection to union members at the lowest possible
cost .

The ownership of the Company's capital stock is confined primarily to labor organizations and their members .
Under the Company's by-laws, stockholders cannot sell or transfer their shares without first offering such
shares to the Company for purchase at $25 per share . It has been the practice of the Company, and of Union
Labor Life previously, to purchase all such shares and to resell them to labor organizations or to individuals
affiliated with the labor movement at $25 per share .

NOTE 2 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company's operating methods conform substantially to the operating practices of mutual life insurance
companies . Accordingly, the accompanying consolidated financial statements (presented for ULLICO Inc . for
1988 and 1987 and for Union Labor Life for 1986) have been prepared using accounting policies prescribed
or permitted by the Maryland Insurance Division. These policies are considered generally accepted
accounting principles for mutual life insurance companies . The consolidated financial statements include the
accounts of ULLICO Inc . and its wholly-owned subsidiaries after elimination of intercompany balances and
transactions for all consolidated subsidiaries . The significant accounting policies are as follows :

a. Investments are carried in accordance with methods prescribed by the National Association of Insurance
Commissioners (NAIC) . Bonds are stated at amortized cost. Mortgages are stated at amortized
indebtedness. Short-term investments are valued at cost or amortized cost . Preferred stocks in good
standing as of December 31, 1964 are stated at 1964 Annual Statement value and preferred stocks in
good standing purchased after 1964 are stated at cost . Policy loans are valued at the aggregate of
unpaid balances .

b. Real estate as of December 31, 1988 and 1987 is reflected net of accumulated depreciation totalling
$3,705,000 and $2,965,000 and of encumbrances of $31,066,000 and $31,293,000, respectively
(bearing interest at 9 .25% and payable in monthly installments of $259,000 over ten years with a lump
sum principal payment of $28,254,000 due January 1997) . In 1986, the Maryland Insurance Division
approved an adjustment of $14,690,000 to increase the carrying value of the Company's main
adminstrative office property . A contingency surplus reserve of $14,690,000 was established as required
by the Maryland Insurance Division . In 1988, the Maryland Insurance Division approved the
reclassification of this contingency surplus reserve to unassigned surplus . The carrying value of real estate
other than land is being depreciated over an estimated useful life of fifty years . Depreciation expense for
1988, 1987, and 1986 was $898,000, $897,000, and $751,000, respectively .

c. Investment in affiliates represents three wholly-owned subsidiaries of Union Labor Life (Ulico Casualty
Company, Union Standard of America Life Insurance Company and Union Investment Services Company)
stated at net equity as determined in conformity with state insurance statutes . The 1986 unrealized loss
from affiliates (see Note 4) includes an addition of $4,900,000 to non-admitted assets of the affiliates as
statutorily determined . Dividends received by Union Labor Life from these wholly-owned subsidiaries are
included in investment income and are payable to the extent that certain minimum capital requirements
are met by the subsidiaries .

d. Reserves for life insurance policies are computed primarily using the Net Level Premium Method and the
Commissioner's Reserve Valuation Method based on mortality tables and interest rate assumptions
prescribed or permitted by the Maryland Insurance Division . Annuity reserves consist principally of
liabilities for group pension funds . These funds are deposited on behalf of groups to provide immediate
and future retirement benefits to group members .

e. A mandatory securities valuation reserve is established in accordance with NAIC guidelines to stabilize
unassigned surplus from fluctuations in the market valuation of securities and is reported as a liability .
Changes in the reserve are accounted for as direct increases or decreases in unassigned surplus .



f . Premiums are recognized as revenue over the premium paying period of the policies . Commissions and
other costs of acquiring the policies are charged to operations as incurred .

g. Claims are expensed as incurred . The liability for unreported and unpaid health claims is based upon a
projection of historical payment patterns and anticipated cost trends .

h . Policyholder dividends are determined using a formula approved by the Board of Directors . Dividends
are charged to operations in amounts estimated to be paid or credited to policyholders during the
subsequent year on the policy anniversary dates .

i . Federal income taxes relating to the current year are charged to operations as incurred . Adjustments of
prior year income tax liabilities are directly credited or charged to unassigned surplus .

j . Certain assets designated as "non-admitted" are not included in the balance sheet . Such non-admitted
assets are charged directly to unassigned surplus .

k. Contingency surplus reserves include group life and separate account contingency reserves of $984,000
and $1,115,000 at December 31, 1988 and 1987, respectively, calculated as required by the Insurance
Department of the State of New York . A group accident and health contingency surplus reserve of
$3,200,000 for both 1988 and 1987 was provided at the discretion of management .

I . Stockholder dividends are paid in amounts declared by the Board of Directors out of accumulated
unassigned surplus allocated to stockholders . Dividends payable by Union Labor Life to the Company
are limited to a maximum of 10% of each year's net gain from operations before dividends .

NOTE 3 - INVESTMENT INCOME
Net investment income, computed in conformity with the practices and procedures established by the
National Association of Insurance Commissioners, is as follows :

Year ended December 31,
(in thousands)

1988 1987 1986
Income from unaffiliated investments

Interest on bonds and notes $74,314 $75,842 $77,466
Interest on mortgage loans 20,861 19,386 19,446
Real estate (net of interest on encumbrance) 2,469 2,293 4,458
Other income 4,484 3,006 2,286
Investment e xpenses (9,140 ) (8,882) (7,031)

Total income from unaffiliated investments 92,988 91,645 96,625
Dividends from Ulico Casualty Company 3,700 2,500 1, 200

Net investment income $96,688 $94, 145 $97 , 825

NOTE 4 - ANALYSIS OF UNREALIZED GAINS AND (LOSSES)

1988

Year ended December 31,
(in thousands)

1987 1986
Unrealized (losses) gains on :

Fixed maturity bonds $(629) $1,151 $290
Investment in affiliates 334 (1,148) (5,111)
Mortgage loans (2,400)
Real estate 14,690

Total unrealized (losses) gains $(2,695 ) $3 $9,869

NOTE 5 - SEPARATE ACCOUNT BUSINESS
Separate Account assets, liabilities and surplus are included in the financial statements for 1988 and 1987 .
Separate Account assets are valued in accordance with the guidelines established by the NAIC . In 1988 and
1987, $184,533,000 and $269,934,000, respectively, was received in Separate Account deposits . None of
the income, expenses, or cash flows related to the Separate Accounts are included in the consolidated
statements of operations, and of changes in unassigned surplus and contingency surplus reserve, and of cash
flows. Separate Account funds are primarily provided by group pension policyholders . The funds are invested
in equity securities, mortgages, publicly traded bonds, and short-term securities .



NOTE 6 - FUTURE POLICY BENEFITS
Future policy benefits consist of the following reserves determined using statutory valuation standards :

As of December 3 1,
(in thousands)

1988 7 987
Life insurance $15,392 $14,146
Annuities :

Fund accumulations at guaranteed rates 459,298 423,895
Fund accumulations at earned rates 453,659 431,897
Other 40,924 37,315

Miscel l aneous 5,831 6,666
Tota l reser ve fo r fu tu re icy benefits $975,104 $91 3,9 19

NOTE 7 - REINSURANCE
Assumed

A reinsurance agreement existed through 1987, whereby activity under three group life and health policies
was assumed . Specific policies under the agreement were terminated on their anniversary dates in 1986 and
1987. Losses under this agreement were recorded in 1988 and 1987 totalling $566,000 and $10,865,000,
respectively. In 1987 $9,949,000 of the losses was recorded as a direct charge to unassigned surplus to
reflect reinsurance activity related to previous years .

Group life and health insurance is assumed under certain other reinsurance agreements . Premiums and net
gains (losses) assumed under these policies totalled $17,103,000 and $1,145,000 for 1988, $15,617,000 and
($1,237,000) for 1987, and $15,627,000 and ($191,000) for 1986 . Year-end liabilities assumed under these
policies totalled $5,315,000 in 1988 and $4,582,000 in 1987 .

Ceded

During 1987, a reinsurance agreement was executed whereby, for consideration totalling $22,257,000, a
block of group life insurance business was ceded, with statutory reserves and pending claims of $26,432,000
at December 31, 1987 . A $4,1 75,000 gain was recognized from this transaction resulting from the excess
of statutory reserves ceded over consideration received . At December 31, 1988, the ceded statutory reserves
and pending claims totalled $25,282,000 .

Group life and health insurance is ceded under certain other insurance agreements . Activity under these
agreements is not considered significant to the financial statements of the Company .

NOTE 8 - INCOME TAXES
a . ULLICO Inc . and its wholly-owned subsidiaries file a consolidated Federal income tax return . Current

Federal income tax expense is apportioned among members of the consolidated group based generally
on a separate return calculation for each entity . Income tax benefits are recognized by members of the
consolidated group to the extent that their separate entity losses are utilized by other members of the
group to offset taxable income . Such income tax benefits are received from benefitted group members
through intercompany cash transfers . Federal income tax recoverable from affiliates totalled $4,830,000
and $3,436,000 at December 31, 1988 and 1987, respectively .

b. The $5,100,000 Federal income tax benefit for 1988 represents $468,000 of taxes imputed on capital
gains, as well as amounts due from the Company's subsidiaries and affiliates, primarily Ulico Casualty
Company, for use of the Company's net operating loss in offsetting taxes payable on a consolidated
basis . The $3,658,000 Federal income tax benefit for 1987 represents $1,129,000 of taxes imputed on
capital gains, as well as amounts due primarily from Ulico Casualty Company, for its use of the Company's
net operating loss in offsetting taxes payable on a consolidated basis . The $4,097,000 Federal income
tax benefit for 1986 represents the carry-back to prior years of 1986 capital and ordinary operating tax
losses .

At December 31, 1988, approximately $22,000,000 of operating loss carry-forwards were available to
offset future taxes payable through 2002 .

Below is a reconciliation of Federal income tax expense (benefit) at the statutory rate to the provision
for Federal income tax benefit for the years ended December 31, 1988, 1987, and 1986 .



Year ended December 3 1,
(in thousands)

1988 1987 1986
Gain (loss) from operations
before Fed eral inco me taxes $1,012 $(9,423) $(15,622)
Federal income tax expense
(benefit) at 34% in 1988,
40% in 1987 and 46% in 1986 344 (3,769) (7,186)

Permanent differences :
Dividends received deduction (1,271 ) (1,019) (577)
Tax exempt interest income (133) (159) (89)

Timing differences :
Nondeductible (deductible) net operating loss

carry-forward (2,735 ) 3,233 6,875
Net operating loss used to offset tax on capital gains (468) (1,129)
Excess tax depreciation (496) (606) (1,271)
Difference between increase in tax reserves
over increase in statutory reserves (156) (1,006) (633)

Change in tax accounting method for dividends
to policyholders (385) (454) (523)

Other items _ _ 200 1,251 (693)
Federa l incom e ta x benefit 5(5,100) x,658) $(4,097)

c. On June 28, 1988 the Internal Revenue Service (the IRS) issued a statutory notice of deficiency of
$10,610,000 for the tax years ended 1976, 1977, and 1978 . Additionally, as a result of this notice of
deficiency, the Company is entitled to a tax refund totalling $3,410,000 for the tax years 1979 and 1980 .
The Company disputes the determination of a portion of the tax deficiency which relates to a minimum
premium group accident and health reinsurance contract . In September 1988, the Tax Court was
petitioned for a redetermination of the deficiency. If the IRS notice of deficiency is sustained, as of
December 31, 1988 there would be an assessment of $8,400,000 plus $14,200,000 of interest, which
continues to accrue . With respect to the agreed issues, the Company has recorded a net liability of
$3,000,000 for the tax and interest payable .

Although no one can predict how the issue relating to the minimum premium group accident and health
contract will ultimately be decided, outside tax advisors to the Company believe that, even though the
issue is one of first impression, the Company has a very substantial basis for its position and should prevail
in overturning the asserted deficiencies relating to this issue . No liability has been accrued with respect
to the issue pending in Tax Court . The present opinion of management continues to be that the ultimate
determination of the adjustments of taxable income from this matter will not have a material effect on
the financial position of the Company. Federal income tax returns for the years 1981 through 1984 are
currently under examination by the IRS .

NOTE 9 - RETIREMENT PLAN
Eligible employees are covered by a defined benefit pension plan . Pension costs are funded as accrued . The
pension plan became fully funded in 1986 and no pension expense was incurred in 1988 and 1987 . Pension
expense for the year ended December 31, 1986 was approximately $414,000 .

a. Benefit and asset information relating to the pension plan, which assumes a 6 .0% rate of return, is as
follows as of the most recent valuations available :



As of January 1,
(in thousands)

1988 1987 1986
Actuarial present value of plan benefits :

Vested benefits $21,924 $20,007 $19,038
Non-vested be nefits 6,905 5,858 4,312

Total actuarial present value of plan b enefits $28,829 $25,865 $23,350

Plan assets $34,687 $31,835 $27,815

b. As of January 1, 1986, the method of valuing plan assets was changed from current market value to a
five year average market value, resulting in a $4,306,000 decrease in the stated value of plan assets .
Additionally, the determination of normal cost was changed from a fixed dollar approach to a percentage
of salary approach, resulting in a $3,553,000 decrease in actuarial present value of accumulated benefits
as of January 1, 1986 .

NOTE 10 - BORROWINGS
At December 31, 1988, the Company had $16,000,000 of unsecured senior private placement notes
outstanding in amounts as follows : $10,000,000 at 9.3% maturing in 1996 and $6,000,000 at 9 .4%
maturing in 1998 .

On December 30, 1987, the Company borrowed $6,175,000 under a bank note bearing interest at 10%
and on January 13, 1988, repaid the full amount borrowed .

Interest expense on borrowings totalled $1,140,000 for 1988 .

NOTE 11 - COMMITMENTS
Previous home office space and current branch office space in New York City are leased under an agreement
expiring in 1992 . That portion of the space no longer utilized by the Company is subleased and proceeds
therefrom reduce rent currently . At December 31, 1988, minimum future obligations on operating leases
approximate $2,600,000 annually through 1992, after giving effect to sublease commitments approximating
$2,800,000 annually.

Rental expense, including rent imputed on property owned and occupied by the Company, approximated
$6,507,000 in 1988, $6,225,000 in 1987, and $5,554,000 in 1986 .

A sale-leaseback agreement was entered into during 1987, whereby certain fixed assets were sold resulting
in a $900,000 gain. The Company is committed to annual payments under the agreement of $607,000
through 1992 .
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