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Chairman's Report to Stockholders

J
am pleased to present to you the 1991 audited financial statements for ULLICO

Inc., the holding company for the 11 members of the ULLICO Family of Compa-

nies. This includes The Union Labor Life Insurance Company ; Ulico Holding

Company, Inc.; Ulico Casualty Company; Uli.co Indemnity Company, Inc .; Union

Standard of America Life Insurance Company; Zenith Administrators, Inc . ; Trust Fund

Advisors, Inc . ; Health Trust Options, Inc .; UNIONCARE, Inc.; and TNDL, Inc.

ULLICO Inc. rebounded substan-
tially in 1991 from the negative
results experienced in 1990 .

New leadership, organizational
changes to improve operating

efficiency and financial account-
ability, and a renewed commit-
ment to improve the level of

service we provide our market
have positioned us well for

future growth .

We spent a lot of time in 1991 reviewing the way ULLICO

does business . As part of that process, we took a look at our annual

report. In addition to providing a vehicle to keep our stockholders

informed of our activities, the report has historically also been used

as a marketing tool. This justified the expenditure of considerable

resources on its preparation and presentation . With the continued

emergence of ULLICO Inc. as a holding company and the increas-

ing diversification of our product lines, we decided that resources

would be better spent developing materials directly for our various

subsidiaries rather than on an elaborate corporate report .

ULLICO Inc. rebounded substantially in 1991 from the

negative results experienced in 1990 . New leadership, organizational

changes to improve operating efficiency and financial accountability,

and a renewed commitment to improve the level of service we

provide our market have positioned us well for future growth . Add

to that picture, a major

recapitalization effort that is

now underway to raise the
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funding ULLICO needs to grow and expand in the coming years and you have the ingredi-

ents for a much more competitive and solidly based company .

One of the most significant changes affecting the future of the ULLICO Family was

the addition of John F. Gentleman as President of ULLICO Inc. in February 1992. With

more than 22 years of experience at the Martin E . Segal Company, half of that as Executive

Vice President, John Gentleman brings a wealth of experience and expertise to the

ULLICO Family. His knowledge of the market and his personal

commitment to quality service will make a substantial difference as we

move forward in the 1990s .

he changes introduced over the last year contributed to

the positive numbers in the accompanying financial

statements . On a consolidated basis, the 11 ULLICO

T had a net gain after taxes in 1991 of $652,000 .

This compares to an after-tax loss of $11 .3 million in 1990 - a change

in operational results of $12 .0 million.

During the same period, ULLICO Inc.' s consolidated capital and

surplus accounts increased by $9 .9 million to $29 .5 million . The

increase reflects the positive operating results and the realization of

capital gains, as well as successful efforts to resolve outstanding issues in

several areas where reserves had been established as charges against

surplus in prior years . This includes positive settlements of disputes with

the IRS and more favorable than anticipated claims experience associ-

ated with the termination of our participation in two federal employee

health benefit plans .

The improved operational results and even greater increase in

capital and surplus demonstrate that our efforts during 1991 to review,

restnicrure and improve our operation, as well as to address specific

factors that led to poor performance in the past, are having an impact .

They clearly indicate that we are on the right track and moving in the

right direction .

We have made a positive start . In
each business area we have

worked to identify our strengths
and weaknesses, to ferret out
problem areas and to put into
place plans and programs to
address those problems while
responding to the present and
future needs of our market .

Assets
in billions



Elsewhere in this report, we review the performance of the individual lines of business

with which ULLICO is involved . There remains much that needs to be done to make

ULLICO the kind of organization it must he to adequately serve our market in the years to

come. But we have made a positive start. In each business area we have worked to identify our

strengths and weaknesses, to ferret out problem
msTotal Capital a Surplusareas and to put into place plans and programs to '

inm illio nsns
address those problems while responding to the

present and future needs of our market .

Internally, we have reorganized our senior

management structure to reflect our two major

business areas - insurance products and invest-

ment services . This was done to increase account-

ability and to ensure maximum coordination of

activities . We have also realigned our marketing

staff to ensure that each business area has a profes-

sional sales staff dedicated solely to that line of

business. We think the increased level of profes-

sionalism and expertise this allows will result in

increased client satisfaction and new business .

1987 1988 1989 1991) 1991

M any of the problems we have

faced are related to ULLICO's limited capitalization . In 1925, The Union

Labor Life Insurance Company was created by the American Federation of

Labor on a shoestring . Arid for all of the 67 years since, we have operated

on that shoestring, financing almost all of our growth and expansion with internally generated

funds and returning a high proportion of our earnings to policyholders or clients in the form

of dividends .

We are extremely proud of what ULLICO has been able to accomplish in this fashion -

especially our dramatic expansion over the last decade and a half, during which we trans-

formed ourselves from a relatively small life and health insurance company into a multi-

faceted, $2 billion family of companies providing a wide range of insurance, investment and

benefit related services . We are equally proud that we have been able to do all this without

endangering our union ownership or compromising our commitment to providing a high

level of service in all that we do.
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o provide the resources ULLICO needs for the future, we have launched a

recapitalization effort through which we arc offering preferred stock to labor

organizations and bcncfit trusts . The preferred stock will pay a guaranteed

T rate for three years and then be convertible to common stock . Its a good

investment . Just as important, it will give ULLICO the resources necessary to follow

through on the plans we have made in such areas as-investment services, managed care,

commercial lines insurance, liability insurance, direct marketed benefit programs, and benefit

administration . The recapitalization plan was approved by the Board of Directors in Decem-

ber 1991 and the stockholders in January 1992 . One of its prime objectives is to improve the

standing of Union Labor Life among insurance regulators and rating agencies . Initial funds

received will be used to effect a realignment of Union Labor Life's subsidiary companies and

to increase that company's capital and surplus . We believe these actions will be viewed very

favorably by the regulators and, combined with improved operating results, will enable

Union Labor Life to achieve a rating in the "Excellent" to "Superior" category .

There are other insurance and investment services companies, but none can claim

Net Investment Income
ULLICO's unique heritage or point of view. Sixty-

seven years ago, the founders of Union Labor Life
in millions

understood the positive effect that a company owned

by the labor movement and accountable to the labor

movement could have in shaping the world around

them. They did what was necessary to get Union

Labor Life started. Now it's up to us to do what's

necessary to keep it moving forward ..

We have made several major advances in 1991 .

With the support of our stockholders and friends, we

will continue our forward progress as we work to

become the financial services and employee benefits

company of the future .

Robert A. Geotirfe

Chairman and CEO
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REPORT ON OPERATIONS

he audited financial statements presented

in this report document the operations of the

11 members of the ULLICO Family of

Companies during 1991 on a consolidated basis .

Income for the year totalled $561 .7 million ; benefits

paid and expenses totalled $536.2 million ; producing

an operating gain of $25 .5 million . From this, $24.5

million was paid in policyholder dividends. These

dividends represent a return to customers of fees or

premiums paid based on their actual experience during

the year . Adjusting for costs related to the acquisition

of subsidiaries , the ULLICO Families had a pre-tax

operating gain of $1.1 million during 1991 . Taxes

paid, including the use of tax credits associated with

losses in prior years , and allowances for capital losses

produced an after -tax gain on consolidated operations

for ULLICO Inc. of $ . 7 million in 1991 .

ULLICO
INVESTMENTS

he well-publicized

problems of a few large

insurance companies have

prompted increased attention to

the financial security and operation

of all insurance companies .

Although not totally immune to

the economic problems arising

from a stagnant economy,

ULLICO Inc . Is a financially

secure company , with a conserva-

tive investment portfolio that is

well-positioned to weather any

economic development.

The capital and surplus accounts for ULLICO

Inc. increased by $9 .9 million during the year. In

addition to the gain on operations, the increase

reflects the release of reserves set aside to cover

possible claims under terminated federal employee

health benefit plans insured by Union Labor Life, the

settlement of major tax issues with the Internal

Revenue Service, net unrealized gains on assets and

other adjustments. As of December 31, 1991,

ULLICO Inc.'s capital and surplus accounts totalled

$29.5 million, an increase of 50 .5% over 1990 . .

UT .LICO's largest subsidiary, Union Labor Life,

reported pre-tax earnings in excess of $5 .5 million and

a net gain on operations of $11 .7 million . Union

Labor Life's capital and surplus increased to $78 .4

million, a gain of $15 .9 million, to reach its highest

level in the company's history .
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The bulk of ULLICO Inc.'s

consolidated assets - $1 .945

billion of $2.012 billion - are held

in The Union Labor Life Insur-

ance Company. As of December

31,1991, $759.$ million in Union

Labor Life assets were held in

separate portfolios associated with

Union Labor Life's separate

accounts. These portfolios are

segregated

from Union

Labor Life's

other holdings

and are

managed for a

fee .

Of the

remaining

$1.185 billion, $725 .6 million

(61.2%) were in fixed maturity

bonds. As a matter of policy,

Union Labor Life only invests in

bonds rated investment grade . As

of December 31, 1991, 98% of

Union Labor Life's bond portfolio

was in investment grade bonds,

with the remaining 2% so-rated

when purchased . There were no

bonds in the Union Labor Life

portfolio that had been non-

income producing for more than

one year. Another $207 .3 million

(17.5%) of Union Labor Life assets

were invested in mortgages or real

estate, including the company's

home office in Washington, DC . ;

$56.4 million (4 .8%) were invested

in subsidiaries, primarily Uico

Casualty Company, and $119 .8

million (10.1%) were in cash or

short term

investments .

To protect

against invest-

ment losses,

Union Labor

Life and

ULLICO Inc .

are required to

maintain a Mandatory Securities

Valuation Reserve as a liability

account. As of December 31,

1991, ULLICO Inc .'s MSVR

contained $9.9 million . Union

Labor Life has also established an

additional voluntary reserve of $5 .8

million to protect against possible

real estate or mortgage loan losses .

This puts Union Labor Life in

substantial compliance with new

"Asset Valuation Reserve" guide-

lines announced by the National

Association of Insurance Commis-

sioners to go into effect at the end

of 1992 .

GROUP LIFE AND
HEALTH

U
LLICO provides group
life and health insurance
to unions and multi-

employer benefit trusts through

The Union Labor Life Insurance

Company. In 1991, this business

area experienced a pre-tax gain of

$45 million . This compares to a

loss of $1 .8 million for 1990 -- a

$6.3 million improvement. The

positive results for 1991 reflect a

concerted effort to control costs,

retain current clients and win new

business .

The group health insurance

market is rapidly changing, as

benefit trust funds continue to

move to various forms of self-

funding. Reflecting the conversion

of a number of major clients to

Administrative Services Only,

Mini-Premium or Stop Loss

funding arrangements, premium

volume in the group life and health

area for 1991 totalled $273 .0

million, down from the $283 .5

million received in 1990 . Claims

declined from $225 .5 million in

1990 to $212.8 million in 1991_

Union Labor Life's group

insurance policies are "participat-

ing" policies under which policy-



holders receive dividends based on

good claims experience . These

dividends totalled $22.6 million in

1991 and repre-

sent a reduction in

the cost of

receiving insur-

ance coverage

from Union Labor

Life .

At the end of

1990, Union

Labor Life

terminated its

participation in

two federal

employee health

benefit plans . Operating reserves

established at that time were

sufficient to pay claims arising

under these policies in 1991 . An

additional reserve that had been set

aside in 1990 as a charge against

company surplus to cover possible

future claims under the terminated

federal health plans was not

needed. These funds were released

in 1991, adding $3 .7 million to

Union Labor Life's capital and

surplus .

In 1991, a new ULLICO Inc.

subsidiary, Health Trust Options,

Inc., was incorporated to provide

managed care services to health

benefit plans . This is an increas-

ingly important area of activity, as

Taft-Hartley trusts and other

benefit plans struggle to control

costs without reducing the quality

of the care members receive. The

new company will offer a variety

of cost management programs,

including utilization review and

regional Preferred Provider

Organizations. As the company

secures the appropriate licenses,

we expect it to become a major

focus of future activity in the

group health insurance area .

During 1991 we increased our

emphasis on packaging managed

care , administrative services and

stop loss coverage to retain and

attract benefit plans that might be

considering self funding . There is

little question that this will

continue to be a focus for future

activity . During the year, we also

reorganized the group insurance

sales operation so as to have a sales

staff that was dedicated solely to

the marketing of group products .

We are confident this change will

improve our ability to deliver

quality services to clients and to

respond quickly and professionally

to the rapidly changing needs of

the market.



PROPERTY AND

CASUALTY INSURANCE

U
LLICO Inc. provides

jointly managed benefit

trusts, labor organiza-

tions and other entities with

various forms of property and

casualty insurance through Ulico

Casualty Company, a wholly

owned subsidiary of Union Labor

Life .

Ulico Casualty Company

continued to perform well in 1991 .

Net income before taxes totalled

$13 .6 million . A $9.0 million

dividend was paid Union Labor

Life, representing that company's

earnings on the capital it has

invested in the casualty company.

This is a 20% increase in dividend

over the $7.5 million paid in 1990.

Ulico Casualty's assets increased to

$121 .1 million from $117 .0

million,

Fiduciary liability insurance for

multi-employer benefit trusts

remains Ulico Casualty's major

product. During 1991, the

company wrote fiduciary liability

policies carrying premiums of

$26.7 million . This represents an

increase of 7.7% over the $24 .8

million in premium generated in

1990. Ulico Casualty remains the

largest underwriter of fiduciary

liability insurance for Taft-Hartley

trusts, writing an estimated 40% of

coverage in the market . Policies

are available in 47 states with

limits to $10 million .

Premiums for Ulico Casualty's
union-oriented

liability insur-
ance policies

were down

6.3% in 1991, to

$2.3 million,

reflecting

increased

competition and reductions in

coverage attributable primarily to

the effects of the economic

recession. This coverage is now

available with policy limits up to

$1 million in 40 states .

In 1988, Ulico Casualty began

to write commercial lines insur-

ance for labor-related organiza-

tions, including fleet automobile,

fire, property, crime, inland marine

and general liability coverage .

Premiums for commercial lines

insurance were up 69.8% to $1 .2

million. Ulico Casualty is autho-

rized to write commercial lines

policies in 44 states. As additional

licenses arc obtained and new

products introduced, the company

expects to see substantial growth in

this area. Policies are marketed

through licensed agents and



brokers and the expansion of the

company's agent and broker

network. is a high priority .

Tn 1991 Ulico Casualty

Company became eligible for an

alphabetic rating from the A.M .

Best Company and was awarded

an A- or "Excellent" rating . This is

the highest rating generally given

to a newly rated company and is

evidence of the financial security,

market position and sound

operation of Ulicn Casualty. With

continued positive operating results

and business expansion, we expect

Ulico Casualty's rating will

continue to rise .

INVESTMENT SERVICES

U
LLICO offers invest-

ment services to jointly

managed pension trust

funds through Union Labor Life

and Trust Fund Advisors, an

SEC-registered investment

management subsidiary incorpo-

rated in 1990.

Group annuity contracts

offered by Union Labor Life are

used to fund IRS qualified pen-

sion, profit-sharing and thrift

plans. Group annuity deposits may

he held in Union Labor Life's

general investment account, in

pooled separate accounts or in

individual customer separate

accounts .

As of December 31, 1991,

$759 .8 million was invested in

Union Labor Life separate ac-

counts, an increase of $22 .7 million

over 1990. These are pooled

accounts operating much like

mutual funds and oriented to

specific kinds of investments . Each

account maintains a separate

portfolio of assets. Separate

account customers receive the

benefit of all investment returns

and bear the investment risk

associated with the account .

Separate accounts are currently

maintained for common stocks,

mortgages, bonds and short-term

investments .

The performance of Union

Labor Life's separate accounts in

1991 continued to indicate that

they provide a safe and secure way

for pension funds to take advantage

of the returns to be found in these

specific investment vehicles.

Separate Account A, investing in

common stocks, generated a 30.7%

return for the year . Separate

Account I, investing in high quality

bonds, earned a 16.3% return,

while the J FOR JOBS Mortgage

Separate Account earned an 8 .6%

return investing in long-term

mortgages on union-built com-

mercial properties .

As of December 31, 1991,

$863.7 million in pension fund

investments was held in Union

Labor Life's General Account in

accordance with Guaranteed

Investment Contracts, Guaranteed

Funding Agreements, and other

group annuity contracts .

Income for Union Labor

Life's investment services business

unit totalled $178.1 million in

1991, producing $8 .5 million in

pre-tax earnings. This is a 400%

increase over the $1 .7 million in

earnings produced in 1990 .

Last year was the first hill year

of operation for Trust Fund

Advisors, Inc., ULLICO's SEC-

registered investment management

9
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subsidiary. Response continues to

be extremely positive . $229.2

million in new funds were placed

under TFA management in 1991,

bringing the total under manage-

ment to more than $600 million .

Expenses equalled income for the

year, reflecting high start up costs .

The positive

response to TFA

and its steady

growth since it

began operations

in 1990 reflect the

need that exists

for professional

money manage-

ment services sensitive to the needs

of Taft-Hartley pension trusts .

Union Labor Life and TFA

together manage only 1% of the

more than $200 billion in assets

held by jointly managed pension

trusts . We are committed to

meeting the investment needs of

our market. We expect to see

continued growth in our invest-

ment business in the future .

DIRECT MARKETED

INSURANCE

U
nion Labor Life's direct

marketed insurance

programs offer union

members a wide range of supple-

mental life and health insurance at

low rates through union-sponsored

policies. Coverage is marketed

directly to union members by mail

and through union publications .

As of December 31, 1991, 73

direct marketing client programs

were in force, representing 2 .6

million union members. More

than 80,000 people were insured

under Union Labor Life direct

marketed supplemental policies .

The direct marketing area

worked diligently throughout the

year to reduce costs and control

losses, particularly on a disability

plan for postal workers that cost

Union Labor Life $7 .4 million in

1990. Changes in pricing, under-

writing and administration led to

the cancellation of the postal

workers program by the sponsor in

May. Aggressive efforts to settle

outstanding claims and minimize

costs brought the postal worker

and other disability programs

under control by the fourth

quarter. For the year, the direct

marketing area experienced a loss

of $5.7 million .



We arc continuing to work to

improve the financial performance

and quality of service provided by

our direct marketed business . A

new ULLICO Inc. subsidiary,

UNIONCARE, Inc., was char-

tered at the end of 1990 to market

direct response products in the

future . This new structure, using

generally accepted accounting

principles, will allow UNION-

CARE to capitalize and amortize

the cost of soliciting policies rather

than charging them as a first year

expense. UNIONCARE will also

be able to offer a broader array of

services to union members than is

allowed an insurance company .

Discussions are underway to

establish a joint venture with a

major direct response insurance

carrier. This arrangement will

provide the technology and

economies of scale necessary to

reduce operating costs, as well as

reinsurance coverage to allow

ULLICO to grow this line of

business. An agreement is expected

in the first half of 1992 . As

additional capitalization to

underwrite this operation is

provided by the joint venture, we

anticipate UNIONCARE will

assume a greater role in meeting

the direct marketing needs of our

market .

INDIVIDUAL LIFE AND

HEALTH INSURANCE

U
nion Labor Life has sold

individual life and health
insurance policies since

the founding of the company in

1927, but this line of business has

never represented a major portion

of Union Labor Life's business .

The majority of policies in force

have been conversions from group

policies - a required option in

most of the Union Labor Life's

group insurance policies. Because

of the high incidence of conver-

sions, the high claims associated

with them due to "adverse selec-

tion," and the overhead costs

associated with our small policy

base, the individual insurance area

has regularly produced losses . In

1991, pre-tax losses amounted to

$2.6 million.

Union Standard of America

Life Insurance (USA Life) was

incorporated in 1987 to provide a

vehicle for an expanded individual

insurance program . The intent is

to develop a nationwide agency

network to market individual

insurance policies to union

members and their families. To

expand the financial resources

necessary to develop a full fledged

individual insurance operation,

Union Labor Life has entered into

a joint venture agreement with an

established carrier that will provide

necessary economies of scale and

limit the short-term surplus drain

associated with the issuance of

new individual insurance policies .

We expect to see positive results

from this partnership in the

coming year.

BENEFIT

ADMINISTRATION

SERVICES

U
LLICO entered the
benefit administration

arena in 1986 with the

acquisition of two established third

party administrators. Zenith

Administrators , Inc. was created

to provide a vehicle for merging

11
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those companies and two others

that were acquired in 1989 . A fifth

company was acquired at the end

of 1990 and integrated into Zenith

in 1991 . Significant investments

have been made over the last

several years to convert Zenith's 30

regional offices to a common set of

operating systems for claims

processing , pension and fund

accounting , and administrative

services and to link them together

in a nationwide data network.

With more. than 400 clients,

Zenith Administrators is one of

the nation's

largest third party

administrators .

In 1991,

Zenith Adminis-

trators completed

the installation of

the ACCLAIM

health claims

management

system 1n all

offices. A new
welfare and

pension fund administration data

processing system, ZEUS, was

also implemented and a national

marketing director was hired to

coordinate the company' s sales

efforts. For the year, Zenith

experienced a pre-tax loss on

operations of $1.5 million . The

addition of costs associated with

the acquisition of the regional third

party administrators and their

conversion to common operating

systems, produced a year-end loss

for Zenith of $5.0 million .

The relationship between

Zenith Administrators and the

other members of the ULLICO

Family has been modified to give

Zenith more control over its costs .

The company has embarked on a

program to establish Zenith as a

profitable enterprise providing high

quality services to the benefit trust

marketplace . Demand for the

services offered by Zenith Admin-

istrators is expected to grow as

benefit plans continue to move

away from traditional insurance

programs and toward various

forms of self-funding .



1801 K Street N .W. Telephone 202 833 7932
Washington , DC 20006

Price Waterhouse

REPORT OF INDEPENDENT ACCOUNTANTS

February 10, 1992

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

M

In our opinion , the accompanying consolidated balance sheet and the related
consolidated statements of operations , of changes in unassigned 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, 1991 and
1990, and the results of their operations and their cash flows for the years then ended 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 .
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Consolidated Balance Sheet
(in thousands)

As of'December 31,

1991 1990

ASSETS
Long-term bonds $827,713 $882,848
Mortgage loans on real estate 178,713 187,086
Real estate , net of encumbrances 38,655 35,598
Short-term investments 105,004 55,564
Policy loans and other investments 3,118 3,275

Total investments 1,153,203 1 , 164,371

Cash 25,475 13,968
Premiums due and deferred 14,117 18,226
Accrued investment income 15,600 17,982
Other assets 43,895 32,496
Separate Account assets 759,830 737,134

TOTAL ASSETS $2,012, 120 $1,984,177

LIABILITIES
Reserve for future policy benefits $899,783 $924,788
Reserve for unearned premiums 17,137 16,899
Policy and contract claims 68,510 69,783
Reserve for casualty losses & loss adjustment expenses 47,654 41,395
Other policyholders ' funds :

Premium deposits and other escrow funds 67,176 65,374
Policy proceeds and dividends on deposit 5,659 5,163
Dividends payable to policyholders 24,654 24,674

Other liabilities :
Notes payable 46,107 47,097
Amounts payable for securities purchased 18,947
Federal income and other accrued taxes 1,060 5,498
Mandatory securities valuation reserve 9,857 10,612
Contingent commissions payable 2,337 1,878
Accrued expenses and other liabilities 13,908 14,281
Separate Account liabilities 759,830 737,134

TOTAL LIABILITIES 1,982 ,619 1,964,576

CAPITAL AND SURPLUS

Capital stock ($25 par value ; 360,000 shares authorized ;
shares issued and outstanding 207,961 in 1991
and 189,056 in 1990) ,199 ,726
Contingency surplus reserve 1,313 750
Unassigned surplus 23,000 14,140

Less treasury stock ( 11) (15)

TOTAL CAPITAL AND SURPLUS 29,501 19,601

TOTAL LIABILITIES, CAPITAL AND SURPLUS $2,012 ,120 $1 ,984,177

The accompanying notes are an integral part ofthese statements
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Consolidated Statement Of Operations
(in thousands)

Year ended December 31,

1991 1990

REVENUE
Premiums :

Health $252,469 $258,967
Annuities and life 134,136 139,678
Casualty 27,898 26,080
Other 1,354 1,253

Investment income, net 99,652 99,893
Administrative services and other 46,194 41,822

TOTAL REVENUE 561,703 567,693

BENEFITS AND EXPENSES
Benefits to policyholders and beneficiaries :

Health 206,402 209,388
Annuities and life 222,174 206,474
Casualty losses and loss adjustment expenses 10,719 9,507
Other 902 2,391

(Decrease) in policy and contract reserves (26,953) (324)

Increase in deposit funds 77 1,678
General insurance expenses 50,784 54,510
Administrative service expenses 48,424 45,186
Commissions 11,999 12,207
Taxes, licenses and fees 11,628 11,057

TOTAL BENEFITS AND EXPENSES 536,156 552,074

Gain from operations before dividends to policyholders 25,547 15,619
Dividends to policyholders 24,504 24,521

Gain (loss) from operations before Federal
income tax (expense) benefit 1,043 (8,902)

Federal income tax (expense) benefit (160) 63
Net realized capital (losses) (231) (2,491)

NET GAIN (LOSS) FROM OPERATIONS $652 $(11,330)

The accompanying notes are an integral part of these statements
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Consolidated Statement Of Cash Flows
(in thousands)

Year ended December 31,
1991 1990

Cash provided from operations
Premiums and annuity considerations $327,430 $369,610
Annuity and other fund deposits 91,510 60,355
Investment income, net 101,733 98,887
Other income 45,198 42,395

Cash provided from operations 565,871 571,247

Cash used by operations
Life, health and casualty claims paid 231,189 241,495
Other policyholder benefits 203,481 184,571
General expenses , commissions and taxes 129,542 112,113
Dividends to policyholders 24,523 22,436

Cash used by operations 588,735 560,615

Net cash (used by) provided from operations (22,864) 10,632

Proceeds from long-term investment activities
Bonds 280,094 181,062
Mortgage loans 17,271 13,184
Other investments 567 745

Cash proceeds from investment activities 297,932 194,991

Other cash provided 5,427 16,022

TOTAL CASH PROVIDED 280,495 221,645

Cost of long-term investments acquired
Bonds 198,831 206,983
Mortgage loans 12,380 19,966
Other investments 5,223 12,487

Cash used for long-term investments acquired 216,434 239,436

Other cash applied
Stockholders ' dividends 389
Miscellaneous 3,114 21,804

TOTAL CASH USED 219,548 261,629

Net change in cash and short -term investments 60,947 (39,984)
Cash and short-term investments , beginning of year 69,532 109,516

CASH AND SHORT-TERM INVESTMENTS,
END OF YEAR $130,479 $69,532

The accompanying notes are an integral part ofthese statements
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Consolidated Statement of Changes In
Unassigned Surplils And Contingency Surplus Reserve

(in thousands)
Year ended December 31,
1991 1990

UNASSIGNED SURPLUS
BEGINNING OF YEAR $14,140 $12,136

Net gain (loss) from operations 652 (11,330)
Net unrealized gain on investments 1,658 12,743
Transfers from mandatory securities valuation reserve 755 254
Decrease (increase) in non-admitted assets 4,083 (3,772)
Stockholders' dividends :
Cash (389)
Stock (473) (427)

(increase) decrease in contingency surplus reserve (563) 3,925
(Increase) in reserve from change in valuation basis (1,588)
Prior year Federal income tax and related interest 6,210
Other adjustments (1,874) 1,000

Net increase 8,860 2,004

IJNASSIGNED SURPLUS, END OF YEAR $23,000 $14,140

CONTINGENCY SURPLUS RESERVE,
BEGINNING OF YEAR $750 $4,675

Increase (decrease) in group life contingency reserve 563 (725)
(Decrease) in health contingency reserve (3,200)

Net increase (decrease) 563 (3,925)

CONTINGENCY SURPLUS RESERVE,
END OF YEAR $1,313 $750

The accompanying nc,tea are an integral part of these statements

17



Notes To Consolidated Financial Statements For The Years
Ended December 31, 1991 And 1990

NOTE 1- THE COMPANY
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 . All of the insurance
business written by Union Labor Life, the Company' s primary subsidiary, is on a participating basis .

NOTE 2 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES
The Company's principal subsidiary is Union Labor Life whose operating methods conform substantially
to the operating practices of mutual life insurance companies. Accordingly, the accompanying
consolidated financial statements have been prepared primarily using accounting policies prescribed or
permitted by the Maryland Insurance Division . These policies are considered generally accepted
accounting principles for mutual life insurance companies . Non-insurance subsidiaries follow generally
accepted accounting principles for such entities .

The consolidated financial statements for 1990 have been recast to account for Union Labor Life's
subsidiaries on a consolidated, as opposed to equity basis, which more clearly reflects the financial
position and results of operations for all companies . The consolidated financial statements include the
accounts of UL,I.,ICO Inc . and its wholly-owned subsidiaries and affiliates : Union Labor Life and its
suhsidiaries, Ulico Casualty Company, Union Standard of America Life Insurance Company and TNDL,
Inc . ; Zenith Administrators, Inc . ; Trust Fund Advisors ; Trust Fund Management Group; Health Trust
Options, Inc . ; Unioncare, Inc. and Ulico Holding Company, Inc. and its subsidiary Ulico Indemnity
Company. Intercompany balances and transactions are eliminated for all consolidated entities . 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 generally stated at amortized cost. Bonds not
qualified for amortization are stated at lower of book value or market value as determined by
the NAIC . 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 is presented net of accumulated depreciation and encumbrances as follows :

As of December 31, (in the u.i(Mdr)

1991 1990

Properties occupied by the Company $64,632 $64,254
Properties acquired in satisfaction of debt 11,553 8,075
Accumulated depreciation (6,667) (5,553)
Encumbrances (30,863) (31,178)

Net real estate $38,655 $35,598
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Real estate acquired in satisfaction of debt is recorded upon foreclosure at the lower of the
current market value or the outstanding mortgage balance (principal plus unpaid interest) . The
Company recognizes losses upon foreclosure when the current market value of the property is
less than the outstanding mortgage balance .

The encumbrances include a mortgage which bears interest at 9 .25% and is payable in monthly
installments of $259,000 over ten years with a lump sum principal payment of $28,254,000 due
January 1997 and another mortgage which hears interest at 10 .125% and is payable in monthly
installments of $6,500 through January 2008. In 1990, the Maryland Insurance Division
approved an adjustment of $15,303,000 to increase the carrying value of the Company's main
administrative office property to 90% of the estimated fair value . The carrying value of the
property occupied by the Company other than land is being depreciated over an estimated useful
life of fifty years . Depreciation expense for 1991 and 1990 was $1,114,000 and $881,000,
respectively.

c . Reserves for life insurance policies are computed primarily using the Net Level Premium
Method or the Commissioner's Reserve Valuation Method, using the American Experience
Mortality Table and the 1941, the 1958, and the 1980 Commissioner's Standard Ordinary
Mortality Tables, as prescribed or permitted by the Maryland Insurance Division . Union
Labor Life uses assumed interest rates of 2.25% to 6% and Union Standard uses assumed
interest rates of 4% to 6.5%, as 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 .

d. 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 . The company increased its voluntary reserve on mortgage loans and
real estate assets, which is also reported as a liability, to $5,800,000 at December 31, 1991 .
Changes in these reserves are accounted for as direct increases or decreases in unassigned
surplus .

e. 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 .

f. 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 .

g. Reserves for casualty losses include statutory minimum loss reserves necessary to establish
incurred claims at 60 percent of earned premium as required on all liability policies written
during the most recent three year period . Casualty reserves prior to such period are
established at the estimated amount of pending claims .

h. The Company's general agents for the casualty line of business participate in the profits of
business underwritten by them through contingent commissions . The Company accrues
such commissions in accordance with the contract as the experience occurs .

i . Policyholder dividends are determined using formulas approved by the Board of Directors .
Dividends are charged to operations in amounts estimated to be payable or credited to
policyholders during the subsequent year on the policy anniversary dates relative to the
portion of the policy year premium earned at year end .

j . Certain assets designated as "non-admitted" are not included in the balance sheet . Changes
in non-admitted assets are accounted for as direct increases or decreases in unassigned
surplus .

k. Contingency surplus reserves include group life and Separate Account contingency reserves
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of $1,313,000 and $750,000 at December 31, 1991 and 1990, respectively, calculated as
required by the Insurance Department of the State of New York .

1. Stockholder dividends are paid in amounts declared by the Board of Directors out of
accumulated unassigned surplus allocated to stockholders . The amount allocated each year to
stockholders' share of unassigned surplus by Union Labor Life for participating business is
limited to a maximum of 10% of each year's net gain from operations before dividends .

in . The Company s receipt of money from Union Labor Life is subject to meeting certain
statutory requirements and, in certain limited circumstances, dividends may require approval
of the Maryland Insurance Commissioner .

n . Certain items relating to prior years are recorded as adjustments to unassigned surplus in
accordance with policies permitted by the Maryland Insurance Division .

NOTE 3 - INVESTMENT SECURITIES
The NAIC carrying value, the amortized cost, and the NAIC market valuc of investments in debt
securities (long-term bonds and short-term investments) held at December 31, 1991 are as follows :

Year ended December .31 (in thousands)
NAIC Gross Gross Cross NAIC

Value

Carrying
Value

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Market
Value

U.S . Treasury securities $125,721 $125,721 $1,966 S(2) $127,685
U.S. Government agencies 1,525 1,525 1,525
Obligations of states and

political subdivisions 2,956 2,956 32 (13) 2,975
Utility bonds 147,640 147,773 3,962 (938) 150,797
Industrial and other corporate bonds 238,231 239,006 3,382 (2,279) 240,109

Railroad bonds 15,857 15,965 418 (119) 16,264
Mortgage-backed securities 400,787 400,787 173 400,960

Total $932,717 $933,733 $9,933 $(3,351) $940,315

The amortized cost and NAIC marker value of debt securities held at December 31, 1991, by
contractual maturity, are shown below . Expected maturities will differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call
or prepayment penalties .

Year ended December 31 (in thousands)

NAIC
Amortized Market
Cost Value

Due in one year or less $196,781 $198,740
I)uc after one year through five years 127,149 129,221

I )uc after five years through ten years 80,894 81,847
I)ue after ten years 128,122 129,547

532,946 539,355
Mortgage-backed securities 400,787 400,960

'T'otal $933,733 $940,315
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NOTE 4 - INVESTMENT INCOME
Net investment income , computed in conformity with the practices and procedures established by
the NAIC , is as follows :

Year ended December 31 (in thousands)
1991 1990

Income from unaffiliated investments :
Interest on bonds and notes S84,435 $85,304
Interest on mortgage loans 16,475 16,656
Real estate ( net of interest on encumbrances ) 5,123 4,442
Other income 5,675 4,200
Investment expenses ( 12,056) (10,709)

Net investment income 599,652 $99,893

NOTE 5 - ANALYSIS OF REALIZED AND UNREALIZED GAINS AND (LOSSES)

Year ended December 31 (in theta ands
1991 1990

Realized gains (losses) oil .-
Long-term bonds S555 $1,115
Mortgage loans (785) (3,389)
Real estate (293)
Other (1) 76

Total realized (losses) S(231) 5(2,491)

Unrealized gains (losses) on .
Long-term bonds $3,868 $ (2,560)
I1'Iortgagc loans (20U)
Real estate (2,000 ) 15,303
Other (10)

Total unrealized gains $1,658 $12,743

NOTE 6 - SEPARATE ACCOUNT BUSINESS
Separate Account assets and liabilities are included in the financial statements ibr 1991 and 1990 .

Separate Account assets arc valued at fair market value . In 1991 and 1990, $231,989,000 and

$242,237,000, respectively, was received in Separate Account deposits . Income, expenses and other

cash flows related to the Separate Accounts arc not included in the consolidated statements of

operations and cash flows . Separate Account funds are primarily provided by group pension

policyholders . The limds are invested in equity securities, mortgages, publicly traded bonds and short-

term securities .
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NOTE 7 - FUTURE POLICY BENEFITS
Future policy benefits consist of the following reserves determined using statutory valuation standards :

As of December 31, (in thousands)
1991 1990

Life insurance $16,334 $15,850
Annuities:

Fund accumulations at guaranteed rates 427,239 409,541
Fund accumulations at earned rates 361,951 409,654
Other 80,318 79,275

Miscellaneous 13,941 10,468

Total reserve for fiaurc policy benefits $899,783 $924,788

NOTE 8 - ACQUISITIONS AND INCORPORATIONS
On February 15, 1990, December 28, 1990, December 31, 1990, and August 19, 1991, the Company
incorporated Trust Fund Advisors, Inc ., UNIONCARE, Inc., Ulico Holding Company, Inc . and
Health Trust Options, Inc ., respectively . On October 26, 1990, Union Labor Life incorporated
TNDT ., Inc . which is the general partner of TNDL, Ltd., a limited partnership formed on April 29,
1991 in order to acquire the Diplomat Hotel located in Hollywood, Florida . Union Labor Life is the
limited partner of TNDL, Ltd . Also, on December 31, 1990, Ulico Holding Company, Inc . acquired
all of the outstanding shares of Ulico Indemnity Company for $15,000,000 .

On December 20, 1990, Zenith Administrators, Inc ., a wholly-owned subsidiary of the Company,
acquired all of the outstanding shares of Trust Fund Management Group . This company provides
third party administrative management services . The cost of the acquisition was $357,000 ($243,000
cash plus assumption of net liabilities of $114,000) .

NOTE 9 - REINSURANCE
Assumed Group life and health insurance is assumed under certain reinsurance agreements for
Union Labor Life. Premiums assumed and net gains ( losses) resulting from these policies totalled
$1,581 .,000 and $205,000, respectively for 1991, and $6,029,000 and $(618,000), respectively for 1990 .
Liabilities assumed tinder these policies totalled $7,493,000 and $9,120,000 at December 31, 1991 and
1990, respectively .

Ceded - Union Labor Life maintains a reinsurance agreement whereby it cedes a majority of its group

life disability extended death business . Group life and health insurance is ceded under certain other

reinsurance agreements . Premiums and net losses ceded under these agreements totalled $2,302,000

and $2,658,000, respectively in 1991, and $1,858,000 and $2,967,000, respectively in 1990 . Liabilities

ceded under these agreements totalled $30,533,000 and $29,396,000 at December 31, 1991 and 1990,

respectively.

Additionally, Ulico Casualty maintains certain reinsurance agreements whereby it cedes all losses on

each Trustee and fiduciary liability claim in excess of 53,000,000 . Through December 31, 1991, no

individual losses in excess of $3,000,000 have been incurred and, accordingly, no amounts arc reflected

as recoverable from reinsurers at December 31, 1991 and 1990 .

NOTE 10 - INCOME TAXES
a. The Company files a consolidated Federal income tax return with its subsidiaries and

affiliates. In accordance with the group's written tax sharing agreement that was adopted in
1989, current Federal income tax expense is computed for each member of the consolidated
group based generally on a separate return calculation for each entity. The actual
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consolidated tax return liability is then allocated among members of the consolidated group
based upon the percentage each entity's separate return liability bears to the combined
separate return liabilities . Any excess computed on a separate return basis over the actual
consolidated liability is paid to the loss members for use of net operating losses .

b. The Federal income tax expense for 1991 of $160,000 represents the Alternative Minimum
Tax incurred for the year ended December 31, 1991 . The Federal income tax benefit for
1990 of $63,000 represents a prior year return to provision adjustment .

At December 31, 1991, approximately $23 million of operating loss carry-forwards were available
to offset future taxes payable . Net operating loss carry-forwards expire in varying amounts from
2002 to 2005 .

c. Federal income tax returns for the years 1976 through 1980 have been settled by the IRS
and agreement has been reached with the IRS for the years 1981 through 1986 . Taxes and
interest for overpayment have been set up as a receivable and the prior years' portions
recorded directly to surplus .

NOTE 11 - BENEFIT PLANS
The Company has two defined benefit pension plans covering substantially all of its eligible employees .
The Company also provides certain other benefits to retirees . Pertinent information concerning the
benefits is as follows :

a. The primary defined benefit plan, maintained within Union Labor Life, funds pension
costs as accrued . The plan became fully funded in 1986 and no pension expense was
incurred in 1991 and 1990 . Benefit and asset information relating to the Union Labor Life
pension plan, which assumes a 7 .0% rate of return for computation of required
contributions and 8 .5% for the calculation of current liability is as follows as of the most
recent valuation available :

As ofJanuary 1, (in thousands)
1991 1990

Actuarial present value of accumulated plan benefits
Vested benefits S19,764 $16,149
Non-vested benefits 5 ,174 3,411

Total actuarial present value of accumulated plan benefits $24,938 $19,560

Plan assets ( actuarial value) $43,679 $41,941)

b. The second defined benefit plan was obtained in 1989 as a result of Zenith Administrators,
Inc.'s acquisition of Kelly & Associates, Inc . Benefit and asset information relating to the
Kelly & Associates, Inc, plan, which assumes a 9% return for both computations of the
required contributions and the current liability, is as follows as of the most recent valuation
available :

As of January 1, (in thousands)
1991 1990

Actuarial present value of accumulated plan benefits :
Vested benefits $1,690 $1,399
Non-vested benefits 207 216

Total actuarial present value of accumulated plan benefits $1,897 $1,615

Plan assets (actuarial value) $2,702 $2,147
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The Company also provides health and life insurance coverage to retirees and their
dependents. Employees who have worked for the Company or its affiliates for ten years
and retire at age 65 or after are eligible for such coverage . The Company records expense
for this coverage when premiums are paid . The Company incurred approximately $232,000
and $184,000 for retirees' health and life insurance premiums during 1991 and 1990,
respectively .

NOTE 12 - BORROWINGS
At December 31, 1991, the Company had $40,500,000 of unsecured senior private placement notes
outstanding in face amounts as follows : $29,500,000 at 9.3% maturing in 1996, $6,000,000 at 9 .4%
maturing in 1998, and $5,000,000 at 9 .5% maturing in 2000 .

On July 31, 1989, Zenith Administrators, Inc ., entered into a non-negotiable promissory note with
MONYCO, Inc. in the amount of $8,380,000 in conjunction with the acquisitions discussed in Note 8 .
The remaining principal balance of $6,500,000 is payable in three installments ranging from $2,000,000
to $2,500,000 due annually at December 31, 1992 through December 31, 1994 . Interest is also payable
annually at a variable interest rate based upon Citibank N .A.'s prime rate (6 .5% at December 31, 1991) .
The promissory note is guaranteed by the Company.

The Company' s investment in mortgages includes The Diplomat Hotel with a principal balance of
$13,800,000 which has been subordinated and on which a 25% reserve of $3,400,000 is included in the
voluntary reserve established for mortgage loans and real estate assets . In addition, Union Labor Life
has guaranteed a $11,700,000 first mortgage loan on the property and has a secured note of $2,800,000
with TNDL, Ltd. for renovation costs through December 31, 1991 .

Interest expense on borrowings totalled $4,647,000 and $4,847,000 for 1991 and 1990, respectively .

NOTE 13 - COMMITMENTS
The Company is obligated tinder operating leases for office space and equipment under agreements
expiring through 2003 . Aggregate future minimum rentals under noncancellable operating leases as of
December 31, 1991 are as follows :

Year ending
(in thousands)
Minimum Lease Sublease Net

December 31, Payments Income Commitment
1992 $15,777 $(1, 719) $14,058
1993 11,205 11,205
1994 3,098 3,098
1995 2,010 2,010
1996 1,772 1,772
1997 and thereafter 10,287 10,287

$44,149 S(1,719 ) $42,430

Rental expense, including rent imputed on property owned and occupied by the Company,
approximated $17,307,000 in 1991 and $17,213,000 in 1990 .

A sale-leaseback agreement was entered into during 1987. The Company is committed to annual lease
payments under the agreement of $607,000 through 1992.
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NOTE 14 - GEOGRAPHIC CONCENTRATION OF MORTGAGE LOANS
The Company's investment in mortgage loans include loans where a significant geographic
concentration exists as shown below :

Number of mortgage loans
(m thousands)

Balance ar 12/31/91 % of portfolio

Florida 357 $35,176 19.7%
California 464 30,908 17.3%
Illinois 186 25,741 14.4%
New Jerscy 45 18,457 10.3%
Mortgage loans where a geographic

concentration does not exist 1,334 68,431 38.3%

Total 2,386 $178,713 100.0%

NOTE 15 - SUBSEQUENT EVENT
The stockholders of the Company approved on January 21 , 1992, a private offering of $300 million in

convertible preferred stock .
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