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Chairman's
Message

By any measure , 1994 was clearly the most successful year
financially since the founding of Union Labor Life in 1925 and its
first policy issuance in 1927 This is in no way a mean feat when
we consider that we have a history of 70 years of growth in a
century that has been marked by change .

We have had other good years . In 1979, the Company experienced

an after tax gain from operations of more than $6 .9 million . In

1992, we had an after tax gain of $6 .1 million . Last year, in 1993,

we had an after tax gain of $11 million . This year, it is my pleasure

to report to you that, after taxes, ULLICO Inc . had a gain from

operations of $16 .8 million . This is the highest gain from operations

in our history

When we add to that a net realized capital gain of $8 .7 million,
which is also the largest capital gain we have ever reported in a
single year, our total gain for 1994 is $25 .5 million

There were many factors contributing to these results, some
positive and some of mixed
import . Group health premiums
continued to decline, a reflection
of a continuing change in this
market away from insured
programs to self funding and
stop-loss coverage. This was
offset by increased premiums in
other areas and lower claims and
expenses. Changes made in our
restructuring efforts over the last
three years have continued to

have a positive influence . Many pieces came together in 1994
and contributed to our bottom line .

Another indication of how good a year this was for our compa-
nies is that unassigned surplus, as a result of all of these factors,
increased by $7,970,000. This is the first time in many years that
operational gains and realized capital gains have led to an
improvement in unassigned surplus . In fact, even in 1993, when
we had a very good year, which showed clear and continued
progress from prior years with an operating gain of $10 .5 million,
we still had a reduction in unassigned surplus of $12 million

As I explained to you last year, the reduction in surplus in 1993
was an act of conservatism on the part of management . There
were issues which required careful and considered reserving
practices, and we believed it was appropriate and prudent for the
company to anticipate future change by making sure there was a
financial basis for addressing future needs .

At the same time, we have also
continued to fulfill our mission .
ULLICO and its group of compa-
nies have grown and prospered by
serving the labor movement . There
are many companies that provide
products and services very similar
to those offered by ULLICO, but
they do not share our mission .
They do not share our desire to
serve organized labor in America
by developing products and
addressing our services to meet



the requirements of the labor movement, their members and
participants in their benefit funds. That is our unique mission .

In particular, in 1994 policyholders benetitted from over $27
million in dividends on insurance policies, Even at a time when our
premium level remained relatively stable, dividends have accrued
to the benefit of our policyholders . Not only have our policyholders
benefitted; holders of our 1987 placement received $2 .9 million in
interest payments in 1994 . Our Preferred Certificate holders
received payments of $13 .2 million, and our stockholders received
a 10 percent stock dividend valued at $0 .7 million . In total,
organized labor as represented by our investors and clients
received $44 million in 1994 .

ULLICO and its stockholders have prospered and grown in this
century. But it is a century of change, and ULLICO is not immune
from that change . 1994 is a year of excellent financial results, but
it is also the closing of a chapter in the history of our companies .
In 1925 . our founders went to the labor movement to seek capital
to start a labor-owned insurance company . Unions, both large and
small, rallied to the call . Some bought as little as two shares of
stock - some buying much more . Together they contributed to
those founding efforts. Since that time, the company has issued
only one class of capital stock . Individual sharehold-
ers have changed over the years and as some
investors have left our family, other unions and
individuals quickly bought up those shares . We have
never had a surplus of treasury stock in the
company's possession . Whatever treasury stock has
been available has been readily and eagerly sought
by our supporters in the labor movement .

In 1992, the Board recognized the need to secure
additional capital for growth and for financial solidity .
This is an era where companies are penalized by not
having amassed large quantities of capital and
surplus . They are penalized because ratings are a

critical factor in how others view us, and the size of capital and
surplus is a key element in judging how a company is rated by
various institutions , including A.M. Best, Duff & Phelps, and
Standard & Poors. Union Labor Life and its successor , ULLICO Inc .,
have never been in the business of amassing capital and surplus
through large profits, Our mission was and is to provide quality,
low-cost products to the labor movement . The company, however,
was facing a challenge : how to increase our capital and surplus
without raising prices and increasing profits unconscionably .

The Board of Directors responded by authorizing the sale of the
Preferred Certificates . A new and unique security, Preferred
Certificates have the characteristics of equity, as well as debt,
assuring holders of a very solid return on their money - 8 percent
annually. And if the conversion option is chosen by the corpora-
tion, it will mean an average annual return over three years of 9 .3
percent. This is an excellent yield and a good and prudent
investment in a company with a long tradition of serving the labor
movement .

The sales of the Preferred Certificates began in May of 1992, and
it will come to a close in May, 1995 . At year-end 1994, we had
placed in the hands of new investors 8,148,840 certificates with a

Net Gain from
Operations

in millions

25.5
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par value of $25 . Those certificates have a total
value at year-end 1994 of $202 .4 million . These
funds were raised through a private offering
designed and marketed by ULLICO, No underwrit-
ers' fees, no outside sales agencies, but purely on
the reputation of the company represented by its
officers and directors . We anticipate additional

placements before the
close of the offering . By
the time of our Annual
Meeting, when you
receive this report, I will
be able to give you
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Total Capital
and Surplus

in millions

another update, but I am extremely pleased with our
results through year end,

123 .5

While the Board authorized up to S300 million in
certificates and new Class A and Class B stock,
internally our goal had always been to raise $220
million, and as you can see at year end , we were
very close to that goal . This has been a successful
offering and an indication of the esteem in which
ULLICO Inc. is held by various pension funds and

233 .2

to bringing us to where we are
today. They will continue to be a
part of this company in the
formation of a new Chairman's
Advisory Council, which will be
available to aide me as we all

work to face change, to achieve
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money managers throughout this country. I am not going to tell
you it was an easy process - private placements are always
challenging. But the challenge has been met, and met successfully,

It also changes our company. At year-end 1994, our capital stock
issued was 304,117 shares . If the conversion option is selected by
the Board of Directors at its Annual Meeting in 1995, we will begin
a process which will end in 1998 when, based on projections
from year-end 1994 numbers, shares outstanding in the company
will total over 8,500,000 .

You can understand why we are proud of those results, but we are
even more proud of how we have continued to serve you, our
shareholders, you, our clients, and you, the working men and
women of the organized labor movement of this country .

We still face change and challenge and opportunity as we

continue to address the needs of the very special and unique

market in which we operate . For instance , our new investors

should be represented on our Board of Directors . At the same

time, we anticipate change in the departure of several long-time

friends from ULLICO's Board . These are old friends, people who

have served this Company in an exemplary fashion , people who

have dedicated a good portion of their lives and personal support

continued progress, and to bring new, quality
products and services to our market - the

organized working men and women of America .

ULLICO Inc . and its family of companies have prospered in recent
years. Our shareholders have also prospered, In the most recent
15 years, our shareholders have enjoyed a return equivalent to
173 percent per year on their holdings . Against any measure, our
shareholders have benefitted from their faith and support of this
Company, the people who manage it and the Board of Directors .

It is my hope that we in management and the Board of Directors
continue to deserve and enjoy the support of our shareholders
and clients, and we all look forward to meeting the needs of
organized labor in America for many successful years to come .

Robert A Georgine

Chairman and Chief Executive Officer
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President's
Message

ULLICO enjoys the distinction of not having

to ce ;it things to all people . Rather, it

occupies a unique place within the market it

serves, of being able to meet the special

needs of a special group of customers . They

are the international and local unions, the

jointly managed trust funds, the organized

employers, large and small, and the working

men and women of America .

ULLICO's market consists of a range of

organizations and individuals , each connected

to the other by the common thread of their

relationship to the trade union movement . It is

a niche market . ULLICO' s strength is that we

are able to serve this market, broadly and

specifically, because we understand it and

offer the products and services it needs

and sponsored marketing . A number of

competitive products are being offered in

conjunction with the AFL-CIO's Union Privilege

Benefit Program and Life Partners Group ; they

include life, accidental death and dismember-

ment, and a range of supplemental hospital

insurance products,

We continue to add new investment services

to the spectrum of products already in place .

In 1994, a new small cap value equity

investment option joined Trust Fund Advisors'

(TEA) other equity, fixed income, and balanced

investment products,

During the year, Union Labor Life's "J For

Jobs," the largest of the separate accounts,

financed approximately $100 million in union

construction projects .

The company made excellent progress over

the last four years in consolidating and

enlarging its share of this market. In a short

period of time, we have strengthened

operations in a number of areas.

We are expanding in workers' compensation
insurance, as well as other insurance lines,

such as professional liability coverages,surety

bonds, and automobile coverage .

Facing continued erosion of its insured health

benefits business, Group Life and Health

operations moved aggressively to capitalize on

the growing demand for stop-loss, or excess

risk, insurance to cover self funded health

plans from catastrophic losses . Even with the

decline in health insurance premiums, the

operation reported record earnings in 1994 .

We are marketing insurance products to

individuals through several channels : direct

mail, a newly formed agent sales organization,

In addition, Investment Services directs

mortgage underwriting and loan servicing in

multifamily housing through AMI Capital, and

offers a home-equity conversion program for

seniors through the Freedom Home Equity Plan

We expanded in the managed health care

arena by introducing USA Health Services,

which provides such new products as a top

of-the-line managed pharmacy program and

expanded local provider arrangements .

While building on its prominent role as a third

party administrator for many health and pension

funds, Zenith Administrators continued to

improve its substantial systems capabilities in

1994, as customers move toward a wider array

of managed care alternatives .

Our business is promises - promises that we

will pay your insurance claims, promises that

your funds will be prudently managed,
promises that your members ' health care

needs will be met, promises of prompt and

efficient service . People make promises, and

people keep promises . There is no other way

for our business to prosper than for us to do

what we say we are going to do, and keep

working on ways of doing it better .

ULLICO is a stronger, more efficient organization

today. And it will be more so tomorrow . The

competitive forces that are reshaping our

industry demand nothing less. And we expect

no less of ourselves .

John F Gentleman

"). -7 A&,,~
President
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Insurance
operations

ULLICO's Insurance Operations provide a

range of products and services to unions,

jointly managed trust funds, employers, and
working families The overriding concern of

each of the business units is service . It is

evidenced in the group's ability to tailor

products for the market and to develop new

ways to meet customers' insurance needs .

The business is comprised of four lines : Direct

Marketing, Individual Life and Health . Group

Life and Health, and Property and Casualty .

Direct Marketing
Union Labor Life Direct Marketing and

UNIONCARE, Inc . made significant progress in

1994 towards profitability. Direct Marketing

showed a pre-tax loss of $1 .6 million for the

year on earned premium of $12 .4 million .

UNIONCARE posted a pre-tax loss of $0 .3

million on revenues of $1 .4 million . Combined

operating losses for these operations in the

year ended December 31, 1994, were $1 .9

million, which was an improvement of $3

million over the previous 12-month period .

Direct Marketing and the marketing affiliate,

UNIONCARE, sell insurance products directly

to union members. The products include life

insurance, accidental death and dismember-

ment insurance (AD&D), and supplemental
health insurance . They are designed to fill in

the gaps and cover the costs that are not met

by the members' negotiated benefits . Along
this line, Direct Marketing is offering a new

hospital income plan called Super HIP It takes

into account the fact that hospital stays are

shorter than they used to be and the out-of-

pocket costs tend to be front-loaded . Super

HIP concentrates the benefits into day one
and pays reduced daily incomes from day two

on, enabling the insured individual to recover

more of his costs .

The life and AD&D program is a joint

marketing program with the AFL-CIO's Union

Privilege . During 1994, in conjunction with

Union Privilege, we marketed an AD&D

program directly to union members . A no-cost-

to-member offer of a one-year $5,000 policy

was mailed to 4 .5 million members . Some

500,000 members accepted the offer, with

more than 72,000 of them buying additional

coverage . The mailing generated $5 .5 million

in premiums . A second AD&D mailing and an

offer of term life insurance are planned for

1995.

A promising new opportunity to offer Medicare
Supplemental insurance was realized in 1994

when the Rubber Workers and Gencorp

adopted Direct Marketing's supplemental plan

for 2,000 retirees . Previously covered under

the same health plan as active employees, the

retirees are now covered by Medicare, as the

primary insurer, and Direct Marketing's

supplemental plan .

Individual Life and Health
Doing business under the Union Labor Life

and Union Standard of America Life labels, the

Individual Life and Health business unit posted

a pre - tax loss for the year of $2 .8 million,

slightly less than the loss in 1993, despite a

decline in total income.

Individual Life and Health products are
marketed in two ways, through sponsored

marketing in the workplace and through
agents to individuals in the home . We finalized

marketing and coinsurance agreements with
Life Partners Group to offer competitive whole

life and universal life insurance products .

In 1994, we began actively recruiting regional

marketing directors for the sale of the whole

life and universal life products to families

Once in place, the regional marketing directors

will, in turn, hire and train a commissioned

sales force.
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eel wire coiling nearby, Robert Nolan, Vice President,
ern California Operations, USA Casualty (above

i and Marshall Bull, Chairman of the Board, Industrial
Wire Products, a workers' compensation policyholder,
check for potential accident areas at the company's
Pomona, California plant. Photo left Sponsored
Marketing enroller Peter Berkanish describes the
universal life insurance product to UAW member Marion
Battles at the Ford assembly plant in Atlanta.
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Individual Life and Health completed a expenses . Also in 1994, two unprofitable

management reorganization in 1994 and is products - a disability income plan and a

continuing to revamp the operation by hospital income plan - were sold to another

outsourcing administration and reducing insurance carrier.

Hco Casualty Company leads the market in fiduciary
liability insurance for jointly managed trust funds Assistant Vice

President Brenda Ewing and Marketing Manager John O'Brien are
applying their expertise in a related line, professional liability, in new markets .

A breakthrough was achieved in the spon-
sored marketing area in 1994 when the

company was selected by UAW Locals to offer

the universal life product to members in Ford

Motor Company assembly plants beginning in
the first quarter of 1995 . The insurance is

offered on-site to the members, and the

premiums are paid through payroll deduction .

Group Life and Health
As funds move away from traditional health

insurance towards self funding, there is a

growing demand for stop-loss, or excess risk,

insurance . Group Life and Health markets this

coverage, which is designed to insure against

unexpectedly large claims . Stop-loss claims

experience was favorable in 1994,

Acceft
in billions

91 92 93 94



While stop-loss coverage does not insure

members, employees, or participants, it limits
a plan's exposure, thereby providing some

financial stability for a benefit plan . The carrier
covers claims that exceed a certain point,

either on an individual claim or in the
aggregate for the group . Under a stop-loss
policy, the self funded plan determines

whether a claim is paid or denied . The stop-

loss insurer, however, decides if the excess
claim amount paid will be reimbursed to the

plan under the stop-loss contract .

In 1994, Group Life and Health contributed

$12.9 million in pre-tax profits on total premium

of $204 million . this compares to a pre-tax

profit of $8 .3 million on total premium of $248

million in 1993 . Higher investment income,

lower than projected expenses, favorable claims

experience and a release of claims reserves

contributed to the increase in profitability .

Property and Casualty

ULLICO's property and casualty business

continued its successful growth in 1994 -

growth in premiums and growth in new

product initiatives.

Direct written premiums for all business lines

totaled $63 .8 million, representing a 37

percent increase, or $17.1 million, over

comparable results in 1993 . The pre-tax gain

for the year ended December 31, 1994, was

$10.1 million, down from $13 .3 million in

1993 . as a result of higher claims and start-up

costs related to USA Casualty Company .

Fiduciary liability insurance for jointly managed

benefit trusts again contributed substantially to

year-end results , with premiums growing 3

percent to $29 .7 million Ulico Casualty

continues to strengthen its market-leading

share of this business, commanding nearly

half of all business written in this line We

raised policy limits to $5 million in the related
non-profit professional liability product and

stepped up marketing efforts to create

awareness of this product in the association
and brokerage communities .

In 1994, Ulico Casualty received an A, or

Excellent, rating from A.M . Best, the country's

oldest rating agency. for outstanding profitability,

conservative leverage, and sound liquidity

position . Duff & Phelps gave Ulico Casualty an

A, for the same reasons, and Demotech, Inc .,

another rating organization, assigned its highest

rating, an A Double Prime, to the company .

Excellent customer service resulted in a 97

percent renewal rate in the fiduciary line and a

93 percent renewal rate overall in Ulice

Casualty's commercial lines of insurance for

unions. This is considerably above the industry

average of 80 percent for renewals .

Quality of the product, competitive prices,

responsive service in claims and underwriting,

and customer loyalty drive the company's

excellent business retention The underlying

strengths of the company are its knowledge of

the needs of labor unions and its ability to

tailor products to meet individual needs,

especially in commercial lines .

New product initiatives are moving ahead in

workers' compensation and surety bonds . USA
Casualty Company, based in Chino, California,

markets workers' compensation coverage in

California and, as of January 1, 1995, in

Florida. Without affecting an individual's legal

rights, changes in the laws in those states

make claims a matter for negotiation . The laws

call for an ombudsman for claim disputes,

then for mediation, if needed, and, if all else

fails, binding arbitration .

To date . our experience with these programs

has been favorable, with few claims needing

mediation and none requiring arbitration .

It has been the company's belief that a new

approach to workers' compensation coverage

has been called for, one that brings labor and

management together to design a program that

truly protects workers and provides for their

health and welfare when they are injured on

the job. And this is exactly the approach that

USA Casualty is taking .

When employers purchase workers' compen-

sation policies from the company, they buy a

team approach to reducing the incidence of

injury, thereby controlling and reducing claims .

USA Casualty personnel survey work sites for

hazardous conditions and see to it that the

hazards are eliminated . Preventing accidents

reduces workers' compensation claims and,

ultimately, the cost of coverage . When injuries

occur, the company utilizes a network of

doctors, hospitals, and clinics that specialize in

rehabilitating injured workers .

Finally, the ground work has been laid for the

expansion of the contract surety bond business .

Surety bonds serve small- to medium-sized

contractors, offering capacity limits up to $3

million for a single contract and to S5 million for

an aggregate work program . Sales of surety

bonds were expanded in 1994 to seven

northeast and mid-Atlantic states and the District

of Columbia, with expansion to California, Florida,

Arizona, and Nevada in 1995 .
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Investment
Services

In furtherance of the corporate mission to

serge labor organlzatiens, unionized employ-

erss and the working men and women of

America, and preserving the growth of

company assets toward providing a fair and

equitable return to our stockholders, Invest-

ment Services has two primary responsibilities :

First, to manage The ULLICO Family of

Companies ' assets - corporate money

management .

Second, to provide a full complement of

investment management products and

services to jointly managed trust funds .

Our investment goal in managing those assets

is to achieve the highest possible returns

commensurate with acceptable risk levels, all

supported by superior client services . New

products and investment styles are continually

added in response to our rapidly changing

market demands

At December 31, 1994, total assets under

management by Investment Services were

approximately $3 .6 billion . New third-party

assets under management increased by

$660.7 million during the year to mere than

$3 billion, Trust Fund Advisors (TFA) was

named by Pensions & Investments, the

investment publication of money management,

as the #1 Manager in the Nation in Its class

for acquiring new business during 1994 . At

year end, assets under management by TFA

totaled $1 .9 billion .

Corporate Money

Management

Corporate money management of ULLICO's

invested assets requires Investment Services

to manage these assets pursuant to policies

approved by the Board of Directors . Our goal is

to achieve superior returns in relationship to

the level of authorized risk .

Investment income plays an integral role in the

profits realized by the corporation and its

subsidiaries . Investment Services posted

positive results in managing the assets for The

t1LLICO Family of Companies . Consolidated

gross investment income earned during 1994

was $82 .2 million .

The real measure of success is the rate of

return Investment Services earned from all

assets that it managed for The ULLICO Family

of Companies. Portfolio yields for Ulico Casualty

were 8 percent ; for the GIG portfolio, the yield

was 10 percent; for USA Casualty, 75 percent,

and for Union Labor Life's General Account, 9.5

percent. On the nearly $203 million of capital

from the sale of the Preferred Certificates, the

yield produced was 12 .5 percent.

During 1994, Investment Services realized

substantial capital gains from two private

placements . Through the sale of the Vought
Aircraft Company investment, ULLICO realized

a capital gain of $9 .3 million, producing an

internal rate of return of 76 percent .

Through the disposition of its investment in

GDE Systems, Inc., IJLLICO achieved a realized

capital gain of $3 .8 million, producing an

internal rate of return of 46 percent . Our

successful private placement investments in

1994 led to the creation of a Private

Placement Fund, Separate Account P, which

will be offered to selected investors in 1995 .

Investment Management
Services

Third-party investment management services,

both on an individually managed and com-

mingled basis, are offered through ULLICO Inc .

subsidiaries -The Union Labor Life Insurance

Company, Trust Fund Advisors, and MRCo .

Trust Fund Advisors, ULLICO's SEC-registered

investment advisor, specializes in individual

portfolio management and offers an array of

products, including equity. fixed income, and

balanced investment options. Under TFAs

direction, portfolio management is performed

by respected portfolio managers, such as

Nicholas/Applegate Capital Management

(growth equity), Cashman, Farrell & Associates

(value equity and intermediate fixed income),

and Thomson, Horstmann & Bryant, a highly

regarded small cap equity investment

management firm and our newest strategic

alliance created to provide small cap value

equity investments .

Through The Union Labor Life Insurance

Company, Investment Services offers jointly

managed trust funds several commingled

investment options. These separate accounts

Include common stocks, high-quality

intermediate bonds . short-term money market

10



anaging both the companVs and our
bust ers' money is the work of Michael Steed,
S ice President Investment Services, (photo
left center) and a professional staff, represented
here by Mark Maloney, Vice President, National
Sales Manager (left) and Jim Kennedy, TFA
Vice President Photo above: Keeping track
of the numbers is the work of state-of-the-
art systems at a ULLICO regional office.
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Third-Party
Assets Under
Management

in billions
3 .04

owntown Chicago at the Ontario City Center, Dennis
Smith, Director, Investor Relations, Union Labor Life (left), and
John Ruel, President, Iron Workers District Council of Chicago

nod Vicinity talk J For Jobs" at the $6 million, union-built retail
building funded by the company's largest separate account
Union Labor Life's and AMI Capitals mortgage servicing
portfolios, combined totalled $1.2 billion at year-end 1994 .
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instruments, and mortgage investments. The

accounts are structured to offer the security

and diversification of professionally managed,

pooled investment vehicles.

"J For Jobs"
Separate Account "J for Jobs" is the largest of
the separate accounts. The account primarily

issues forward mortgage commitments on new
union-built commercial properties . The

mortgages are strictly underwritten in a
prudent and financially sound manner, and the

commitment is only issued to those borrowers
who agree to use union contractors .

The total market value of "J for Jobs" at

December 31, 1994, was $637 million, up from

$569 million in 1993 . Mortgage financings

during 1994 contributed to increasing the

mortgage component from 72 percent to 75

percent of total assets . Loan commitments at

December 31, 1994, totaled $162 million,

resulting in all assets of the account being

committed to future project financing,

In 1994, "J for Jobs" achieved a gross rate of
return of 4 .5 percent and established itself as a

fixed-income alternative by outperforming

leading fixed income indices by as much as 7

percent. In addition to superior returns, every $1
million invested in "J for Jobs" creates 32,000

hours of construction work for unionized

employers and employees and stimulates $2 .5

million in additional economic activity

In 1994, the two largest public employee

retirement funds in the nation earmarked

assets for a co-investment with "J for Jobs" to

stimulate new construction in their states . The

California Public Employees Retirement System

(CaIPERS) and the New York State Common-

wealth Retirement Fund have each committed

to invest $200 million that will be matched by

$100 million from the "J for Jobs" Account,

thereby providing S300 million for new union

construction in California and New York .

Our common stock accounts, Separate

Accounts A and M, at December 31, 1994,

had combined assets of $179 .3 million with

gross rates of return of -3.9 percent and 4 .7

percent respectively. Our intermediate fixed-

income account, Separate Account I, had

assets of $232 .7 million, with a gross rate of
return of -2 .4 percent for the year.

Our short-term money market account,

Separate Account T, had assets of $36 .1

million that produced a rate of return for the

year of 4 .4 percent.

Mortgage and Real
Estate Investments
In addition to the "J for Jobs" program activity,

Investment Services has continued to expand

its mortgage and real estate investments

through Union Labor Life and MRCo .

Union Labor Life closed its second mortgage

pool in the fourth quarter of 1994 . A leading
insurance company purchased a 75 percent

participation in pool two, which consisted of
21 loans totaling $92 .5 million .

AMi Capital , the multifamily mortgage loan

originator acquired in 1993 , was profitable in

1994, producing a 15 percent cash return to

ULLICO. Licensed by Fannie Mae under its

Delegated Underwriting and Servicing (DUS)

program , AMI is currently one of the largest

lenders in the DUS program with more than

$539 million in its mortgage portfolio . AMI's

portfolio has received the highest possible

rating issued by Fannie Mae .

Two MRCo programs involving single-family

homes offer union members valuable financial

assistance . Securitas combines a non-
amortizing single-family residential mortgage

with cash value life insurance . The borrower is
able to build up, on a tax deferred basis,

sufficient cash value through the life insurance
policy to pay off the mortgage . The first loans

were issued during the third quarter of 1994 .

Under the Freedom Home Equity Conversion

Program, retired workers and senior citizens

with equity in their homes can recapture a

portion of their equity without having to sell

their homes, thus providing senior citizens

with cash to use at their discretion . At year

end, the Freedom Plan had funded 281 non-

amortizing but accruing single-family mortgage

loans, totaling $29 million, and 159 annuities

were placed, of which 141 were written by

Union Labor Life .

By utilizing our investment expertise in

conjunction with our insurance products, we

have grown and expanded our asset

management services to provide much

needed benefits and to meet the evolving

needs of our marketplace .

Finally, as a business unit, Investment Services

posted a pre-tax gain of $9 .5 million .

Investment Services is poised to meet the

challenges of the future by providing a

diversified selection of investment products

backed by superior service and solid

investment performance for our clients and

the subsidiaries of ULLICO Inc .
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Administration
Se

Administration Services consists of two

areas of operation :

Traditional third-party administration (TPA)

services to health and pension plans through

ULLICO's subsidiary, Zenith Administrators .

Health care administration and managed care

services through USA Health Services .

Zenith Administrators
Zenith Administrators is one of the largest

third-party administrators in the jointly

managed trust fund market in the country. It

operates nationwide, with offices in 30 cities,

serving hundreds of customers with a

complete range of administrative services,

focussed around three major areas : general

fund administration, pension benefit manage-

ment, and health claims management .

Zenith's general fund administrative services

include the complete range of office functions

needed by jointly managed trust funds,

including contribution accounting, fund

bookkeeping, bill payments, tax-returns, and

even taking minutes at trustee meetings .
Zenith provides this service for 290 funds .

In 1994, Zenith managed the pension benefits

for 75 funds representing approximately

200,000 pensioners . As part of its role as

pension administrator, Zenith coordinated

approximately $250 million in payments .

Health claims management has become

increasingly complex, requiring sophisticated

data processing systems and knowledgeable

ces
claims professionals, Zenith remains commit-

ted to provide dedicated, member-sensitive

service to the plans we serve and their

participants . During 1994, Zenith processed

more than 3.6 million claims, representing

$540 million in health benefits paid on behalf

of our 160 customers .

Zenith's pre-tax results have improved steadily

in the last three years . In 1994, Zenith

reported a pre-tax net gain of $59,800 before

a one-time equity to debt adjustment of $1 .3

million . This financial progress was achieved

despite continuing economic pressures on

benefit plans to maximize benefits and reduce

administrative costs.

Zenith's ability to deliver what the customer

wants is dependent upon our success in
coordinating services provided by many health

care providers, while reducing overall costs for

our customers. Investment in systems capable

of handling a variety of electronic interfaces

with an increasing number of new vendors

has been necessary. In addition, market

dynamics are requiring Zenith's transition from

its traditional role as a claims processor, to

become a diversified participant in the

emerging health care environment . Going

forward, Zenith continues to strengthen its

capability to interact with clients' existing and

potential managed care arrangements

USA Health Services
In 1994 . ULLICO restructured its managed

care business to provide more effective

managed health care solutions for health and

welfare benefit plans . USA Health Services

combines the expertise of people from

different areas of the company in a coordi-

nated effort to respond to the changing

market for health care coverage .

During 1994, USA Health Services expanded

the range of managed care products to

include additional provider networks . a new

managed pharmacy program, and updated

utilization management and data analysis

capabilities .

Provider Networks
A key component of our managed care

program is the provider network capabilities

consisting of a local area network strategy a
national hospital network, and discounts for

clients at specialty medical care centers .

The local area network strategy is based on

customizing preferred networks of physicians,

hospitals and related facilities to meet local

needs based on client demographics,

accessibility to the providers, appropriate

levels of cost-containment, and the provision

of quality care .

Our national hospital network includes 5,700

hospitals and related facilities, and it comple-

ments local preferred provider arrangements .
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enith Administrators'
Chicago office doubles as "home" for benefit plans that rely
on Jim Jorgensen, Vice President - Client Services (standing), and a staff of
nearly 80 people to handle their office services, process medical claims, and
pay monthly pensions to retirees . Photo left: Finally meeting in person,
Madonna Raddie, Administrator, Health, Welfare, Pensions, Laborers'
International Union (left), first met Peggy Rush, Case Manager, USA Health
Services, over the telephone as a fund administrator and then worked
closely with Ms. Rush to manage medical care for Ms. Raddie's parents.



ack Moore, International Secretary, International Brotherhood of
ctrical Workers, and Jenny Notte, Regional Health Director, USA
alth Services, put a new top-of-the-line managed pharmacy program
place at the IBEW, providing access to a network of 46,000 retail

pharmacies and a medicine-by-mail program .

Total Revenue
in millions

562

91 92 93 94
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Access to specialty center discounts are

provided via 40 renowned medical centers .
strategically located nationwide . The specialities

include neonatal care, burn treatment, cancer
therapy, neurosurgery, cardiovascular surgery,

organ transplants, and psychiatric care .

During 1994, the coverage under our provider

network programs increased dramatically as

the number of lives covered rose to over

150,000 . More important, savings of up to 39

percent of the charges billed by network

providers were achieved for USA Health

Services customers .

Managed Pharmacy
USA Health Services' managed pharmacy

program provides prescription drug benefits
through a network of retail pharmacies

and produced savings that recently averaged

28 percent for each prescription filled,

Utilization Management

The cornerstones of our utilization manage-

ment services are the hospital review and
case management programs. We currently

serve 115 clients nationwide with more than
290,000 total members and dependents . The

hospital review program assures that only
medically appropriate days are spent in the

hospital . Integrated with our preferred provider
networks, the hospital review function helps

our customers control medical costs and
conserve benefit dollars .

Overall performance of our hospital review

program is comparable to the HMO industry

norms . The 1994 results are 66 admissions
nationwide , as well as by integrated mail-order per 1,000 members and 286 days per 1,000
facilities . The drug component of health care

costs is rising faster than all other compo-

nents and represents as much as 35 percent

of total health care costs for many benefit

plans covering active members and retirees .

Our retail pharmacy program includes a

network of 46,000 pharmacies and a list of

features to reduce cost, manage utilization,

and facilitate appropriate outcomes, such as

access to a drug formulary . which encourages

physicians to prescribe the least expensive

drug in each therapeutic category, without
materially limiting physician choice .

Our generic substitution and drug utilization

review programs improve quality of care while

reducing costs . The on-line data network

provides real-time eligibility determination,

electronic claims processing, and drug

interaction and abuse warnings at each

pharmacy.

In just its first year of operation, the pharmacy

program covered approximately 90,000 lives

members as an average for both USA Health

Services and national HMO group enrollees .

The average length of stay for acute hospital

services is also comparable at 4,1 days. This

result is achieved while maintaining the

members' freedom of choice and offering

member-sensitive assistance to them .

Our case management program provides a
coordinated process to identify and manage

the care provided to members who need long-
term or specialized care due to catastrophic

illness or injury. Registered nurses, who are
nationally certified case managers, work with

the attending physicians, the patients' families,
and our customers' benefit plans to monitor

the quality and appropriateness of the care
delivered .

A small percentage of catastrophic illnesses or

injuries can account for as much as 30

percent or more of a health plan's annual

claims expense . Specific savings vary widely,

but in 1994, total case management savings

were $4.8 million, which equates to an

average savings per plan of $14 for each $1

devoted to the case management program .

Although managed care revenue increased by

73 percent, in 1994 USA Health Services

achieved a pre-tax loss of $2 .4 million in 1994

due to expenses associated with the

restructuring and the introduction of new and

upgraded products and services .

Integrated Solutions
The market for health insurance and related
services is changing , and those who would do

business in this market must change , as well .
The realignment of ULLIGO's managed care

organization and the commitment to develop
needed managed care products and services

are necessary competitive steps .

Looking ahead, the company sees an

opportunity to integrate, or package, multiple

managed care services to achieve low net

costs for health benefit plans, A ''one stop

shopping" concept, it will enable a customer to

take full advantage of our risk management

capabilities through Union Labor Life's Group

Life and Health insurance products, administra-

five services through our IPA operations, and

health benefit management through our

managed care programs .

Our mission is to set the standard in the union

and Taft-Hartley market for competitively
priced, high-quality health and pension

administration and managed care services . Our
products and services are designed to help

benefit plans respond to market dynamics and
related financial pressures . while offering

benefit-related services that are sensitive to
plan members' concerns. In short, to treat plan

members well . That is the customer's bottom
line, It is also our bottom line.
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Management's Discussion and
Analysis of Consolidated Financial
Condition and Results of Operations

The following discussion presents our past

results for 1994 compared to 1993 .

Separately, we present our consolidated

financial statements and related footnotes on

pages 20-37, all of which are integral parts

of the following analysis of our results and

our financial position,

Net Gain From Operations amounted to

$25.5 million in 1994 compared with $10 .5

million in 1993 . Included in 1994's results

were net realized capital gains of $8 .7

million net of taxes compared to net realized

capital losses of $0 .5 million in 1993 . The

primary sources of this gain were the 1994

sales of the limited partnership investment in

Vought Holding Inc., which produced a pre-

tax profit of $9 .3 million, and the investment

in GDE Holdings, Inc., which produced a

pre-tax profit of $3 .8 million,

Gain From Operations Before Dividends to

Policyholders of $273 million was $45 .5

million in 1994 compared to $40 .6 million

in 1993 . Total revenue increased by 55 .9

million to $429 .6 million in 1994 compared

to $423,7 million in 1993, The decline in

Group Life and health premiums of $44 .2

million, which resulted from the continued

shifting of fully insured jointly managed trust

funds to self-funding vehicles, offset by

increases in premiums from stop-loss, AGO

or other coverages, was more than

matched by a decline in claims, change in

reserves and a reduction in general

insurance expenses totaling $46 .5 million .

Net premium from new GIG sales was up

$40.8 million as a result of special sales

efforts and higher interest rates during

1994 . Net investment income was down

$4.7 million in 1994 largely because of

reduced invested assets after payment for

maturing GIC's and lower reinvestment rates

available during the first half of 1994 . Fees

from administrative services, net of

expenses, were up $11 .1 million . However,

general insurance expenses, other than

those for group life and health mentioned

above, were up by $10 .5 million .

The size and composition of our assets and

liabilities changed slightly in 1994, com-

pared with 1993 . A decline in mortgage

loans on real estate of $6 .1 million and

short-term investments of $25 .3 million was

more than offset by increases in long-term

bonds of $16 .6 million, real estate of $6 .1

million and other investments of $19 .2

million . This result reflects our efforts to

reduce our liquidity somewhat and to take a

little more risk with other investments, such

as those in limited partnerships, with

significantly greater upside potential .

Reserves for future policy benefits were

down by $33 .8 million, mostly as a result of

maturing GIC's, which exceeded new sales .

Separate account assets and liabilities

increased in 1994 by $80.7 million .

Notes payable continued to be paid down

from $40 .1 million in 1993 to $33 .9 million

in 1994, a decline of $6 .2 million .

Preferred Certificate net sales were $48 .4

million which, along with the net gain from

operations of S25,5 million offset by

preferred certificate holders' payments of

$13.2 million, contributed to an increase in

capital and surplus of $58 .6 million . Other

changes in capital and surplus included a

decline in non-admitted assets of $2 .9

million and an increase in the asset

valuation and voluntary mortgage reserves

of $2 .6 million .
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Report of Independent Accountants

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 unassigned surplus and of cash

flows present fairly, in all material respects, the financial position of ULLICO Inc . and its

subsidiaries at December 31, 1994 and 1993, 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 arc 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 manage-

ment, and evaluating the overall financial statement presentation . We believe that our

audits provide a reasonable basis for the opinion expressed above

;L_ GIJa.~.~au.c. LLP
Price Waterhouse LLP

Washington, DC

March 3, 1995
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Consolidated Balance Sh eet (in thousands, except par value)
As of December 31,

1994 1993

ASSETS

Long-term bonds_ . ._
Mortgage loans on real estate
Real estate, net of encumbrances
Short-term investments___ .. .. . . . .... .. . .. . .. .. . . . . . . .. . ......... .
Other investments . .. .... . . . . . .... .... . . .

Total investments
Cash
Premiums due and deterred _ _
Accrued investment income
Other assets
Separate Account assets . ... . . . . . . .. . .. ... . . . . . .. .... ..

TOTAL ASSETS . . . .. . .... .... ... . . ... ... ... . . . . . . .. .... ... . .

$486,965 $470,391
168,334 174,463
47,574 41,498
177,754 203,098
45,843 26,635

926,470 916,085
26,826 25,169

11161 13,857
11,839 9,593
87,791 82, 744

1,088,812 1,008,083

$2,152,899 $2,055,531

LIABILITIES

Reserve for future policy benefits $490,685 $524,523
Reserve for unearned premiums 20,578 20 .520
Policy and contract claims 56,851 61,907
Reserve for casualty losses and loss adjustment expenses 63,910 58,893
Other policyholders' funds :
Premium deposits and other escrow funds 60,366 58 .826
Policy proceeds and dividends on deposit- 6,167 7044
Dividends payable to policyholders 28,907 28,065

Notes payable .. . . . . . .. ... . . . .... 33,896 40,095
Federal income and other accrued taxes . . .. ..... 3,462 1,579
Asset valuation reserve and Interest maintenance reserve 21,925 21,755
Contingent commissions payable 1,634 1,722
Accrued expenses and other liabilities 42,503 47,867
Separate Account liabilities _ 1,088,812 1,008,083

TOTAL LIABILITIES_ 1,919,696 1,880,879

CAPITAL AND SURPLUS
Preferred certificates ($25 face value: 12,000,000 certificates

authorized ; certificates issued and outstanding 8,148 .840 in 1994
and 6,198,052 in 1993)___ . . . .... 202,372 153,991

Capital Stock (S25 par value ; 2,000,000 shares authorized ;
shares issued and outstanding 304,117 in 1994 and 276,729 in 1993)_ . 7603 6,919

Class A Common Stock, voting ($1 par value, 12 .000,000 shares
authorized ; no shares issued and outstanding)

Class B Common Stock, nonvoting ($1 par value, 12,000,000 shares
authorized ; no shares issued and outstanding)

Contingency surplus reserve .. . . . . . .. . . . . .. 4,650 3,071
Unassigned surplus . . .. . . . . .. 18,697 10,727
Less treasury stock . . . . . _. ... . . . . . . . . . .. ..... (119) (56)

TOTAL CAPITAL AND SURPLUS 233,203 174,652

TOTAL LIABILITIES, CAPITAL AND SURPLUS 52,152,899 S2,055,531

The accompanying notes are an integral part of these financial statements
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Consolidated Statement of Operations (in thousands)
Year ended December 31,

1994 1993

REVENUE
Premiums:

$170,531 $214,942
Annuities and life . . .._ .... ... ... . .. . . . . . . .. _. ... . 81,482 49,196

48,067 35,450
Other 1,166 1,694

Investment income, net of expenses 64,597 69,259
Administrative services and other . . .. . .... .... ... . . . . .... ... . . . . . 63,724 53,129

TOTAL REVENUE . . . .. . ..... 429,567 423,670

BENEFITS AND EXPENSES
Benefits to policyholders and beneficiaries :

122,807 160,457
Annuities and tie 86,824 118,802
Casualty losses and loss adjustment expenses . . . . . . .. . .... ... . . . . . .. . .... .... . . . .. . .... .... ... . . .... .... ... . . . . _. .. 23,361 13,472
Other 2,069 1,072

Decrease in policy and contract reserves (33,619) (108,637)
(Decrease) increase in deposit funds . . (831) 958
General insurance expenses . . . . . .. . .... .... ... . . . . ..... .... ... . . 69,645 62,462
Administrative service expenses 41,786 42,265

48,929 70,101
13,612 11,287

Taxes, licenses and tees 9,436 10,849

TOTAL BENEFITS AND EXPENSES __ 384,019 383,088

Gain from operations before dividends to policyholders 45,548 40,582
Dividends to policyholders __ 27,347 27,244

Gain from operations before Federal income tax 18,201 13,338
Federal income tax expense . . . . . . . . . .... .. . . . .... . . . ... ... (1,438) (2,299)
Net realized capital gains (losses), net of taxes . . . ... . 8,739 (527)

NET GAIN FROM OPERATIONS __ ._. ... . . . ..- .... ... . . . . .. $25,502 $10,512

The accompanying notes are an integral part of these financial statements
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Consolidated Statement of Changes in Unassigned Surplus
(in thousands)

Year ended December 31,
1994 1993

UNASSIGNED SURPLUS, BEGINNING OF YEAR . . .. . .... .... ... _ .... .... ... .. . .... ... . . . . .. .... ... . . . . . .. ... ... . . . . . . .. . .... . . . . . . . . . .. S10,727 $22 .675
Net gain from operations _ _ . .. 25,502 10,512
Net unrealized loss on investments ... . . . . . . ._ . . . . . . .. (. 661 ) (122)
Transfers (to) from asset valuation reserve (658) 759
Decrease In non-admitted assets ... .. . . . . . 2_,904 1,065
Stcckholdurs' dividends/splits :

Stock dividend (10%) .__ . . . . . (684) (568)
Stock split (1 share for each 9 effected in the
form of an 11 % stock dividend) (632)

Preferred certificate holders' payments :
(8% certificate payment .) . . . . . . . . . . . . .. . .. . (13,220)

Increase in contingency surplus reserve ... . . . .. . .... . . . . . . .. . .... .. . . . . . . .. . .... . . . . . . .. . ... ... . . .. . .... .... . . . .. . .... .... ... . . . . . . .. . .... ... . . (1,579) (1,589)
Voluntary reserve for mortgages . . . . .... ... . (2,000) (9,200)
Purchase accounting adjustments _ _ . . (1147) (3104)
Increase in reserve tram change in valuation basis (696)
Other adjustments_ . (487) (681)

Net increase (decrease) . . . . . . . .. . . . . . .. ... . . . . _ . ... 7970 (11,948)

UNASSIGNED SURPLUS . END OF YEAR . . .... ... . . $18,697 510,727

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

Cash provided from operations
Premiums, annuity considerations and other fund
deposits received
Investment income received, net of expenses paid
Other income received
Transfers from Separate Accounts . . . . .. . .....

Cash provided from operations ... .

Year ended December 31,
1994 1993

$304,981 $300,485
61,300 72,862
69,114 51,169
23,302 15,313

458,697 439,829

Cash used by operations
Life, health and casualty claims paid . .... . . ._.. .._ 168,335 198,156
Other policyholder benefits paid 66,946 98,824
General expenses, commissions and taxes paid 143,411 124,202
Dividends paid to policyholders . . . . . . . . . .. 26,506 21,928
Transfers to Separate Accounts . . . . . . . . . . . . . . . . . 72,231 85,414

Cash used by operations _ .. .. . . . . . .. .. ... . . . . . . .. . .... . . ... . . . .. 477,429 528,524

Net cash used by operations. _. ._ . . . . .

Proceeds from long-term investment activities
Bonds
Mortgage loans

Other investments . .... ... . . . . . . .... . . . . . .... . . . . . . . . . . . . . .. .. ..

Cash proceeds from long-term investment activities ... .... ... .

(18,732) (88,695)

159,732 283,950
81,731 64,617
20,384 15,855

261,847 364,422

Preferred certificate proceeds, net of issuance costs of
$388 in 1994 and $538 in 1993 48,186 59,800
Other cash provided 18,638 16,170

TOTAL CASH PROVIDED

Cost of long-term investments acquired
Bonds . . ... ... . . . . ..... .... ... . . . . . . .. . ....... . . . . . . .. .
Mortgage loans . . .. . .... ..... . . . .. . .... ..
Other investments . . ..

309,939 351,697

167,203 17D,674
85,424 42,705
36,483 22,259

Cash used for acquisition of long-teen investments . 289,110 235,638
Other cash applied
Escrow deposits 9,907 16,000
Reduction in liability for initial advance deposits 4,526 11,081
Redemption of unsecured senior private placement notes . .. . . ..-.... ... . . . . .. 9,250
Preferred certificate payments . . . . . . . .. . . . ... . . .. . . . .... .. . . . . . . .. . . 12.637 7,258
Purchase of subsidiary, net of cash acquired .... ... .. 2,803
Repayment of borrowings 5,773 2,000

Miscellaneous . . . 11,673 10819

TOTAL CASH USED . . . . . .. . .... 333,626 294,849

Net change in cash and short-term investments . ... . . ._ .. ....-. (23,687) 56,848
Cash and short-term investments, beginning of year ... . . .... .... ... . .. . .... .... ... . . . . . . ... .. ... . . . . . . .. . .... .. . . . . . . .. . . . . . . . . . .. 228,267 171,419

CASH AND SHORT-TERM INVESTMENTS, END OF YEAR __ . . . .... .... ... . . . . . . .. . .. ... . $204,580 $228,267

The accompanying notes are an integral part of these financial statements
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for the Years Ended December 31, 1994 and 1993

NOTE 1 The Company
ULLICO Inc ., 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 ULLICO Inc.'s capital stock is confined primarily to labor organizations and their members . Under
ULLICO Inc .'s By laws, stockholders cannot sell or transfer their shares without first offering such shares to ULLICO Inc .
for purchase at $25 per share . It has been the practice of ULLICO Inc ., 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 S25 per
share . All of the insurance business written by Union Labor Life, ULLICO Inc .'s primary subsidiary, is on a participating
basis .

NOTE 2 Basis of Presentation and Summary of Significant Accounting Policies

ULLICO Inc .'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 of ULLICO
Inc . and its subsidiaries (the "Company") have been prepared primarily using statutory accounting practices prescribed or
permitted by the Maryland Insurance Division. Prescribed statutory accounting practices include a variety of publications of
the National Association of Insurance Commissioners ("NAIL"), as well as state laws, regulations, and general administra-
tive rules . Permitted statutory accounting practices encompass all accounting practices not so prescribed . These policies
are currently considered generally accepted accounting principles ("CARP") for mutual life insurance companies . ULLICO
Inc . and its non-insurance subsidiaries follow generally accepted accounting principles for such entities .

In January 1995, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards
No. 120, "Accounting and Reporting by Mutual Life Insurance Enterprises and by Insurance Enterprises for Certain Long-
Duration Participating Contracts," ("SFAS 120"). This standard extends the requirements of other FASB pronouncements to
mutual life insurance companies effective for fiscal years beginning after December 15, 1995 . For ULLICO, SFAS 120 will
become effective for the year ending December 31, 1996, Upon its effective date, SFAS 120 will establish a different
definition of GAAP for mutual life insurance companies than that currently followed by ULLICO . Statements prepared on a
statutory accounting basis will no longer be considered as in conformity with GAAP

ULLICO management has not yet determined the effect on its financial statements of application of SFAS 120 nor
whether it will continue to present its general purpose financial statements in conformity with statutory accounting
practices or adopt the accounting changes required to remain in conformance with GAAP . If ULLICO chooses to adopt
the accounting changes required by SFAS 120, the effect of the changes would be reported retroactively through
restatement of all previously issued annual financial statements presented for comparative purposes with the cumulative
effect of adoption reflected in the earliest year restated .

The preparation of financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period . Actual results could differ train those
estimates.

The consolidated financial statements account for Union Labor Life's subsidiaries on a consolidated, as opposed to an
equity basis, which more clearly reflects the financial position and results of operations for all companies . The consoli-
dated financial statements include the accounts of ULI_ICO Inc . and its wholly-owned subsidiaries and affiliates : ULLICO
Management Company, Union Labor Life and Its subsidiaries, Union Standard of America Life Insurance Company ("U .S.A .
Life") and TNDL, Inca, Zenith Administrators, Inc . and its subsidiary, Fund Administrators of Texas ; Trust Fund Advisors, Inc . ;
Health Trust Options, Inc . ; Unioncare, Inca, MRCo, Inc. and its subsidiaries, GENPAR, Inc ., Thornapple Holdings, Inc, and its
subsidiary, AMI Capital, Inc .; and Ulico Holding Company, Inc . and its subsidiaries, Ulico Casualty Company, Ulico Indemnity
Company and Ulico Standard of America Casualty Company . Intercompany balances and transactions are eliminated for all
consolidated entities . The significant accounting policies for the consolidated financial statements are as follows :
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a. Investments are carried in accordance with methods prescribed by the 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 NAIL .
Mortgages are stated at amortized indebtedness . Short-term investments are valued at cost. Other investments include
investments in policy loans which are valued at the aggregate of unpaid balancess investments in limited partnerships
which are stated at cost and adjusted for the Company's equity share of undistributed operating results, and preferred
stocks which are stated at market .

b. Real estate acquired in satisfaction of debt is recorded upon foreclosure at the lower of its 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 .

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 by the Maryland Insurance Division . Union Labor life
uses assumed interest rates of 2.25% to 6% and U .S .A. Life uses an assumed interest rate of 5 .5% for issues prior to
1993 and a 5% interest rate for issues subsequent to 1992, as prescribed 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 . The estimated reserves for losses and loss adjustment expenses for workers' compensation insurance policies include the
accumulation of estimates for losses and claims reported prior to the balance sheet date, estimates (based on projections
of historical developments) of claims incurred but not reported, and estimates of expenses for investigation and adjusting
all incurred and unadjusted claims . Amounts reported are estimates of the ultimate net costs of settlement, which are
necessarily subject to the impact of future changes in economic and social conditions. Reserves are continually
monitored and reviewed, and as settlements are made the reserves are adjustedd

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

f, The asset valuation reserves ("AVR") and interest maintenance reserves ("IMR') are required by statutory accounting
practices for life insurance companies . The AVR includes all invested asset classifications and is used to stabilize
unassigned surplus from fluctuations in the market valuation of invested assets due to credit risk. Changes in the AVR are
accounted for as direct increases or decreases in unassigned surplus . The IMR is intended to stabilize net income by
capturing the realized gains and losses, net of applicable income taxes, on sales of debt securities and mortgage-backed
securities that result from changes in interest rates . The gains and losses captured in the IMR are amortized over the
remaining term of the securities .

g . 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 .

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

i . Casualty premiums are written through general agents who 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 .

j . 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.

k . The funding policies of the funded benefit plans are to contribute amounts that meet minimum funding requirements but
which do not exceed the maximum funding limits as currently determined under applicable tax regulations . There is an
additional plan for supplemental coverage in excess of the defined benefit maximum limitations for certain employees
which is not funded .

Federal income tax expense comprises current and deferred tax incurred for the year . Because these financial statements
are prepared primarily using accounting practices prescribed or permitted by the Maryland Insurance Division, a provision
for deferred income taxes is not applicable for ULLICO's insurance subsidiaries . Had these financial statements been
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prepared under GAAP, a deterred tax provision would have arisen for the insurance subsidiaries from the recognition of
certain expenses, principally policy acquisition costs and future policy benefits and expenses in different periods for
financial reporting purposes versus tax reporting purposes, However, deferred taxes have been provided for differences in
the recognition of certain expenses, primarily amortization, for the Company's noninsurance subsidiaries, Insurance
companies generally pay premium taxes in lieu of state corporate income taxes in the majority of states The
noninsurance companies pay state corporate income taxes, calculated primarily in the same manner as federal income
taxes, in the states in which they do business .

m. 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 .

n . The contingency surplus reserve includes group life contingency reserves, guaranty fund contingency reserves, and
Separate Account contingency reserves at December 31, 1994 and 1993, respectively, calculated as required by the
Insurance Department of the State of New York . Also . included in the contingency surplus reserve is accrued cumulative
periodic payments related to the preferred certificates that have not been paid as of year end . Changes in the contin-
gency surplus reserve are accounted for as direct increases or decreases in unassigned surplus .

o . 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 increase in unassigned surplus before
dividends .

p . 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 prior approval of the Maryland Insurance Comrnissioner .

q . Certain items relating to prior years are recorded as adjustments to unassigned surplus in accordance with practices
prescribed by the Maryland Insurance Division

r. Certain reclassifications have been made to prior year to conform to the current year's presentation .

S. Statement of Financial Accounting Standards No. 107, "Disclosures about Fair Value of Financial Instruments," ("SFAS
107") requires disclosure of fair value information about financial instruments whether or not recognized in the Balance
Sheet, for which it is practicable to estimate that value . In cases where quoted market prices are not available for
identical or comparable financial instruments, fair values are based on estimates using the present value of estimated
cash flows or other valuation techniques The resulting fair values can be significantly affected by the assumptions used,
including the discount rate and estimates as to the amounts and timing of future cash flows . Accordingly, the fair values
may not represent actual values of the financial instruments that could have been realized as of year end or that will be
realized in the future . Accordingly, the aggregate fair value amounts presented do not represent the actual value of the
Company.

The following methods and assumptions were used to estimate the fair value for financial instruments :

Cash and short-term investments
The carrying amount approximates fair value .

Investment securities
The fair values for fixed maturity securities are based upon quoted NAIC market prices .

Limited partnerships
The fair value of the Company's investments in limited partnerships is not practicable to estimate given the nature of the
financial instruments (i.e . no quoted market price is available) . These investments are not material .

Mortgage loans
The fair values for mortgage loans are estimated through discounted cash flow analyses, using interest rates currently
being offered far similar loans to borrowers with similar credit ratings. Loans with similar characteristics (e .g, commercial
versus residential) are aggregated for purposes of the calculations.

Guaranteed investment contracts
The fair value for the Company's liabilities under guaranteed Investment contracts is estimated using discounted cash flow
calculations based upon interest rates currently being offered by the Company for similar contracts with maturities
consistent with those remaining for the contracts being valued . Fair values for the Company's insurance contracts other
than investment contracts are not required to be disclosed under SFAS 107.

26



Borrowings
The fair value of borrowings, including the unsecured senior private placement notes . the encumbrances on properties
occupied by the Company and other obligations is estimated by discounting the future cash flows using estimated
borrowing rates at which similar types of borrowing arrangements with the same remaining maturities could be obtained
by the Company,

NOTE 3 Real Estate
Real estate is presented net of accumulaled depreciation and encumbrances as follows :

As of December 31,
(in thousands)

1994 1993

Properties occupied by the Company . . . . . . .. ... 570,322 $65,481
Properties acquired in satisfaction of debt 16,007 15,647
Accumulated depreciation . (9,522) (9,045)
Encumbrances .. . ... ... 29,233) (30,585)

Net real estate ._ . . . . . . . . . .. ....... 547,574 $41,498

As permitted by the Maryland Insurance Division, the carrying value of the real estate occupied by the Company was
increased in 1986 by $14,690,000 and in 1990 by $15,303,000 to reflect the then current market conditions . These
transactions increased statutory surplus over what it would have been had prescribed accounting practices been
followed .

The encumbrances include a mortgage on the Company's home office building which was entered into in December
1993 The mortgage bears interest at 6 .375% and is payable in monthly installments of $221,000 over nine years with a
lump sum principal payment of $20,974,060 due December 1, 2002 . The mortgage contains call provisions whereby the
entire principal balance, together with any accrued and unpaid interest may be declared due and payable on January 1,
1997 and January 1, 2000 or the interest rate charged may be adjusted on such dates . The carrying value and the fair
value of this encumbrance at December 31, 1994 was approximately $29,233,000 and $26,244,000, respectively . The
carrying value and the fair value of this encumbrance at December 31, 1993 was approximately $30,000 .000 and
$30,468,000, respectively . Another mortgage on a building owned by Ulico Casualty Company, with a carrying value of
$585,000 and a fair value of $731,000 at December 31, 1993, was prepaid in January 1994 at Ulico Casualty
Company's option . The carrying value of these properties other than land is being depreciated on the straight-line basis
over an estimated useful life of fifty years . Depreciation expense for 1994 and 1993 was $1,450,000 and $1,193,000,
respectively .

27



NOTE 4 Investment Securities

The NAIC carrying value , the amortized cost, and the NAIC market value of investments in debt securities (long-term
bonds and short-term investments) held at December 31, 1994 and 1993 are as follows.

1994

NAIL
Carrying
Value

Amortized
Cost

(in thousands)
Gross Cross

Unrealized Unrealized
Gains Losses

NAIC
Market
Value

U .S . 1 reasury securities _ .. _ ._ . . .. . . . . . . . . .. . .... .... ... . . . . . . .. .... ... . . $215,224 $215,224 $55 8(4,333) $210,940
Obligations of states and political subdivisions5,013 5,013 (251) 4,762
Utllity bonds .... . . . . . . . . .... ... . 5,567 6,529 2 (985) 5,546
Industrial and other corporate bonds 114,292 114,576 339 ((1,131) 113,784
Mortgage-backed securities 324,623 324,623 324:623
Total _ 5664,719 $665,965 $396 $(6,700) $659,661

1993
(in thousands)

NAIC
Carrying
Value

Amortized
Cost

Gross Gross
Unrealized Unrealized
Gains Losses

NAIL
Market
Value

U .S. Treasury securities . . ... _
Obligations of states and political subdivisions _
Utility bonds
Industrial and other corporate bonds
Mortgage-backed securities

Total _. . . . ... . .... . .. . . .... . ..

$178,474 $178,474 $1,477 S(332 ) 5179,619
1,056 1,056 1 1,057
9,518 9,841 252 (327) 9,766

162,750 163,084 1,449 (442) 164,091
321,691 321,591 36 321,727

$673,489 $674,146 S3,215 $(1,101) $676,260

The NAIC carrying value and NAIL market value of debt securities held at December 31, 1994 . by contractual maturity,
are shown below . Actual maturities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties .

1994
(in thcusandsi

NAIC Carrying Value NAIC Market Value

Due in one year or less S192,1 111 $192,116
Due after one year through five years 72,890 71,932
Due after five years through ten years 64,064 60,322
Due after ten years ..... .. . . . . . .. 11,041 10,669
Mortgage-backed securities . . . . .... . . . . . . . . . .. . . . . ... .... 324,623 324,623

Total _- .. _ $664.719 8659 661
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NOTE 5 Investment Income

Investment income, net of expenses, computed in confonnity with the practices and procedures established by the NAIC,
is as follows.

Year ended December 31,
(in thousands)

1994 1993

Income from investments,
Interest on bonds and nates . .... . . . . . . . . . . . . . . .. . .... . . . ... .... ... . . . . .. .... ... . . . . . . . . . . . . . .. $45,566 $51,283
interest on mortgage loans 18,089 16,887
Real estate (net of interest on encumbrances) .... .... . . .... .... . . . . . . . 10,059 8,643
Other income 8,446 7,561
Investment expenses (17,563) (15,115)

Investment income, net of expenses $64,597 $69,259

NOTE 6 Analysis of Realized and Unrealized Gains (Losses)

Realized gains (losses) and unrealized gains (losses), representing the change in the difference between NAIC market
value and cost (principally amortized cost for long-tern bonds), are summarized below

Year ended December 31 .
(in thousands)

1994 1993

Realized gains ( losses) on :
I ong-term bonds $659 $3.089
Real estate _ _ ( 8) (1,425)
Mortgage loans . . . . . .. . . .. ... . . . . . . _.. . . ... . . . . ( 195) 126
Common stock and other 12,777 18

Transfer to interest maintenance reserve . .... . . . . . . ... . . . . . . .. . ... ... . . . . . . .. . .... . . . . . . .. . ... . . 3 (1,720)
Capital gains tax _ (4,497) (.615)

Total net realized gains (losses ) _ $8,739 $(527)

Unrealized gains (losses) on :
Long term bonds $( 589) S426
Other (72) (548)

Total net unrealized losses $(661) $(122)

Gross realized capital gains on long term bonds were $694,000 and $3,213,000 in 1994 and 1993, respectively . Gross
realized capital losses on long-term hones were S35,000 and 5124,000 in 1994 and 1993, respectively .
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NOTE 7 Separate Account Business
Separate Account assets and liabilities are included in the balance sheet as of December 31, 1994 and 1993 . Separate
Account assets are valued at market value . Income, expenses and cash flows related to Separate Accounts are not
included in the consolidated statements of operations and 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 .

Net transfers to Separate Accounts from Union Labor Life's General Account (including Guaranteed Investment Contracts)
of $48,929,000 in 1994 ($70,101,000 in 1993) included transfers to the Separate Accounts of $72,231,000 and
transfers from the Separate Accounts of $23,302,000 ($85,414,000, and $15,313,000, respectively in 1993),

NOTE 8 Future Policy Benefits
Future policy benefits consist of the following reserves determined using statutory valuation standards :

As at December 31,

Life insurance . ... . . . . .. . .. . ... . . . . . . .. .. . . .. .. . . .. . . . . .... ... .
Annuities

Fund accumulations at guaranteed rates . .
Fund accumulations at earned rates
Other

Miscellaneous

(in thousands)

1994

$17 .020

169,072
199,642
92,698
12,253

1993

$16,889

191,015
206,568
93,757
16,294

Total reserve for future policy benefits $490,685 $524,523

The withdrawal characteristics of annuity actuarial reserves and deposit liabilities are as follows:

As of December 31,

1994
(in thousands)

1993

Annuities:
Subject to discretionary withdrawal with adjustment .. . . . . . ... . . . . ... .. . . . $209,820 $217,599
Not subject to discretionary withdrawal 251,592 273,741

ities ... . . ... . . . . . . . . ... . . . . . .. .... ... . ..461,412 491,340

Other deposits:
Subject to discretionary withdrawal without adjustment15,580 14,311
Not subject to discretionary withdrawal 214 155

Total $477,206 S505,806

The carrying amount and fair values of the Company's liabilities for guaranteed investment contracts at December 31,
1994 and 1993 are as follows:

(in thousands)

Carrying Amount Fair Value

1994-__ $173,888 $172,966
1993 . . . . . .. . .. 195,785 204,944
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NOTE 9 Policy and Contract Claims and Reserve for Casualty Losses and Loss
Adjustment Expenses

Activity in the liability for unpaid life, accident and health policy and contract claims is summarized as follows :

As of December 31,
(in thousands)

1994 1993

Balance at January 1 _ _ $63,705 $64,989
Less reinsurance recoverables .. . . . ... . . . . . . .. __ 1,798 952

61,907 64,037

Incurred related to :
Current year 154,203 190,251
Prior years _ _ (9,271) (7,187)

Total incurred _ 144,932 183,064

Paid related to
Current year 107,104 134,992
Prior years 42,884 50,202

Total paid 149,988 185,194

Net balance at December 31 56,851 61,907
Plus reinsurance recoverables 415 1,798

Balance at December 31 $57,266 $63,705

As a result of changes in estimates of insured events in prior years, the liability for unpaid fife, accident and health policy
and contract claims . decreased by $9,271,000 in 1994 and $7 .187,000 in 1993 .

Activity in the liability for unpaid casualty losses and loss adjustment expenses is summarized as follows :

As of December 31,
(in thousands)

1994 1993

Balance at January 1 . . . . ... .. .. . . .... .... ... . .. $63,245 $55,598
Less reinsurance recoverables .._ . . . 4,352 277

Net Balance at January 1 . .... ... . . . . . 58,893 55,321

Incurred related to:
Current year 28,622 21,276
Prior years . . .. . . . . . .. _ ... . . . . . . . . (5,261) (7,804)

Total incurred _ _ 23,361 13,472

Paid related to :
Current year .... . 2,760 2,347
Prior years 15,584 7,553
Total paid 18,344 9,900
Net balance at December 31 . .. . .... ... . . . .. . .... .... ... . .. . .... .... ... . . . . .. .... ... . . . . . .. .... ... . . . . . .. ... ... . . . . . .. . . 63,910 58,893
Plus reinsurance recoverables . . .... .... . .. . .. . .... .... .. . .. . .... .... ... . . . . . .. .... ... . . . . . . .... ... . . . . . . .. ... . . . . . . . . 12,158 4,352

Balance at December 31 .. . . ... . . . .. . .... ... . . . . . .. . .... .... .. . .. . . $76,068 $63,245

The reserves for loss and loss adjustment expenses decreased for prior years (net of reinsurance recoveries of $1,171
and $(138) in 1994 and 1993, respectively) in both 1994 and 1993 primarily because of the change in calculation of the
statutory minimum reserves after the most recent three year period from that needed to establish incurred claims at 60%
of earned premium to the estimated amount of pending claims .
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NOTE 10 Acquisition and Incorporations
On December 20, 1993, AMI Capital, Inc ., a Delaware corporation, was incorporated to serve as a mortgage banker and
to provide coinsurance of multifamily mortgage loans under the Federal National Mortgage Association's ("FNMA")
Delegated Underwriting and Servicing ("DUS") Program and to facilitate a merger of AMI Capital, Inc ("AMID"), a Georgia
corporation, which took place in January 1994 . On December 20, 1993, Thornapple Holdings, Inc ., a Delaware
corporation, was incorporated as a subsidiary of MRCo, Inc., to serve as the holding company for AMIC .

On December 30, 1993, Thornapple Holdings, Inc, acquired 100% of the Class C Common Stock of AMIC for
S8,C0D,000 . AMIC operates as a mortgage banker and provides coinsurance of multifamily mortgage loans under
FNMA's DUS Program. This acquisition was accounted for using the purchase method . As a result of the acquisition,
S3,000,000 of purchased mortgage servicing rights were capitalized These capitalized amounts are being amortized
over the expected life of the mortgage loan portfolio acquired, approximately seven years.

On June 18, 1993, Ulico Standard of America Casualty Company ("USACC")) a wholly-owned subsidiary of Ulico Holding
Company, Inc ., was incorporated to transact all classes of property and casualty lines of insurance, including but not
limited to, workers' compensation and surety insurance . Pursuant to an Assumption Agreement among Pacific States
Casualty Company, tJSACC and the Liquidator of Pacific States Casualty Company, USACC assumed certain assets and
liabilities of Pacific States Casualty Company . 1 he assumed assets and liabilities have been recorded and valued, based
upon preliminary determinations, In accordance with practices prescribed or permitted by the Department of Insurance,
State of California, Accordingly, this valuation may be adjusted upon a final determination . In 1993 and 1994, such
adjustments were made as direct increases and decreases to unassigned surplus .

NOTE 11 Reinsurance

ASSUMED - Group life and health Insurance is assumed under certain reinsurance agreements for Union Labor I_ite,
Premiums assumed and net gains resulting from these policies totaled $4,103,000 and $114,000, respectively for 1994,
and 81,308,000 and $21,000, respectively for 1993 . Liabilities assumed under these policies totaled $2,532,000 and
$613 .000 at December 31, 1994 and 1993, respectively.

CEDED - Union Labor Life maintains a reinsurance agreement whereby it cedes a majority of its group life disability
extended death business. Group lite and health insurance is ceded under certain other reinsurance agreements .
Premiums and net gains ceded under these agreements totaled $2,748,000 and $1,292,000, respectively in 1994 and
$2,265,000 and $1,643,000 respectively In 1993 . Liabilities ceded under these agreements totaled $28,788,000 and
$28,780,900 at December 31, 1994 and 1993, respectively .

In 1993, Union Labor Life entered into a reinsurance agreement whereby it cedes 70% of a defined portion of its group
annuity business and assumes 30% of related annuity business written by the reciprocal party . Premiums and benefits
ceded under this agreement totaled $3,877,000 and $371 .000, respectively, for 1994, and $477,000 and $10,000,
respectively in 1993 . Liabilities ceded under this agreement totaled $3,735,000 and $398,000 at December 31, 1994
and 1993, respectively. Premiums and net gains resulting from the business assumed under this agreement were
$277,000 and $16,000 : respectively in 1994, Liabilities assumed were $277,000 at December 31, 1994 .

Union Labor Life and U .S .A . Life cede individual life and health insurance under certain reinsurance agreements .
Premiums and net gains ceded under these agreements totaled $6,262,000 and $45,000, respectively in 1994 and
$831,000 and $217,000, respectively in 1993 . Liabilities ceded under these agreements totaled 56,503,000 and
$1,803,000 at December 31, 1994 and 1993, respectively .

Union Labor Life maintains certain reinsurance agreements whereby it cedes a majority of its direct marketing business .
Group life and health premiums ceded and net losses (gains) resulting from these policies totaled $5,892,000 and
$1 .117,000, respectively in 1994 and $2,318,000 and $(12.0,000) respectively in 1993 . Liabilities ceded under these
agreements totaled $4,922,000 and $3,362,000 at December 31, 1994 and 1993, respectively .

Ulico Casualty maintains agreements with several reinsurers ceding all losses on fiduciary and trustee liability policies in
excess of $2,000,000 . As of December 31 : 1994, no losses in excess of $2,000,000 have been incurred and
accordingly, no amounts are reflected as recoverable from fiduciary and trustee liability reinsurers at December 31,
1994 .

Additionally, Utica Casualty maintains a quota share reinsurance agreement ceding 80% of all specific and aggregate
group accident and health stop-loss policies .

Premiums ceded under all Ullco Casualty reinsurance agreements with reinsurers totaled $14,234,000 and $8,182,000
in 1994 and 1993, respectively . Loss and loss adjustment expense reserves ceded under all Ulico Casualty reinsurance
agreements with reinsurers totaled S4,150,900 and $1,991,000 at December 31, 1994 and 1993, respectively .
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For the workers' compensation line of business, the Company maintains certain reinsurance agreements whereby all
losses in excess of $350,000 per occurrence, up to a rnaximurn of $50,000,000 . are ceded Through December 31,
1994, no losses in excess of $350,000 have been incurred and accordingly, no amounts are reflected as recoverable
from reinsurers at December 31, 1994 .

NOTE 12 Income Taxes
The Company joins in the tiling of a consolidated life-nonlife Federal income tax return with all of its affiliates . In
accordance with the group's written tax sharing agreement, current Federal income tax expense is computed for each
member of the consolidated group based generally on separate return calculations for each entity . Any excess tax
computed on a separate return basis over the actual consolidated liability is paid to the loss members for utilization of net
operating losses.

Federal income tax expense on operations and capital gains tax of $256,000 and $4,497,000, respectively in 1994 and
$2,299,000 and $615,000, respectively in 1993 were incurred . Deferred tax expense of S1 .1 82,90C was incurred in
1994 .

At December 31, 1994, there were no net operating loss carryforwards available to offset future taxable income .
Alternative minimum tax credits of $800,000 may be carried forward indefinitely to offset future taxes payable .

NOTE 13 Benefits 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 1994 or 1993 Benefit and asset information relating to the
Union Labor Life pension plan, which assumes a 7% rate of return for computation of required contributions in 1994 and
1993 and 7% in 1994 and 7 .5% in 1993 for the calculation of the current liability, is as follows as of the most recent
valuation available :

As of January 1,
fin thousands)

Actuarial present value of accumulated plan benefits :
Vested benefits
Non-vested benefits

1994

$ 33,592
4,185

1993

$27,153
3,981

Total actuarial present value of accumulated plan benefits $37,777 $31,134

Plan assets ( actuarial value) $53,502 $50,183

b. Benefit and asset information relating to the Zenith Administrators, Inc . Central Region pension plan, which assumes a 9%
return in 1994 and 1993 for computation of required contributions and 8% in 1994 and 8 .5% in 1993 for the calculation
of the current liability, is as follows as of the most recent valuation available

As of January 1,
(in thousands)

1994 1993

Actuarial present value of accumulated plan benefits :
Vested benefits $2,936 $2,441
Non-vested benefits 230 216

total actuarial present value of accumulated plan benefits $3,166 $2,657

Plan assets (actuarial value ) . .. . . . . . . .. . .... .. . . . . . .. . .... ...._. . .. . .... .... ... . . . . .... .... ... . .. . .... .... ... . . . . . . $4,339 $3,724
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The Company also maintains an unfunded non-qualified defined benefit pension plan covering all employees eligible for
pension benefits that exceed the defined benefit maximum limitations . Ii Company accrued approximately $230,000 and
$132,000 in 1994 and 1993, respectively, as a direct charge to surplus, to record the actuarial present value of the
expected benefits under the supplemental plan .

d . In addition to providing pension benefits the Company also provides certain postretirement 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 $612,000 and $375,000 for retirees' health and life insurance
premiums during 1994 and 1993, respectively .

In December 1992, the NAIL adopted an accounting procedure requiring insurance companies to account for their
employees' postretirement benefits other than pensions on an accrual basis . This procedure, which is a modification of
Statement of l Accounting Standards No. 106, applicable to companies using GAAP (which encompasses other
companies not subject to NAIC accounting) will be adopted by the Company in 1995 . This pronouncement requires that
the projected future costs of providing postretirement benefits, such as health care and life insurance, to retirees and fully
vested employees be recognized as an expense as employees render service instead of when the benefits are paid . Upon
implementation, the Company will he required to recognize a transition obligation, which represents that portion of vested
future benefit costs related to services already rendered . This transition obligation may be recognized immediately in the
year of adoption or amortized over a period of up to 20 years . The Company's estimates of the transition obligation is
approximately 513,000,000 and the related annual amortization expense (assurning the transition obligation is amortized
over the maximum period) is approximately $700,000 .

NOTE 14 Borrowings

Notes payable at December 31, 1994 and 1993 consists of the following :

As of December 31,
(in thousands)

9.3% Unsecured senior private placement notes
due 1996 , less unamortized discount
(1994 - 5120 ; 1993 - $224)
94% Unsecured senior private placement notes
due 1998
9.5% Unsecured senior private placement notes
due 2000, less unamortized discount
(1994 - $224; 1993 - $267) . . . .. . .
MONYCO . Inc . Promissory note due
December 31, 1994 , prime
Promissory note with third party due
December 15, 1998, 6 .25°/0 . . . .... . .
Revolving line of credit agreement , ( 1993 - 7 %)
Other

Total . ._. .

1994 1993

$20,130 $20,026

6,000 6,000

4,776 4,733

2,500

2,600 2,600
3,773

390 453

$33896 $40,095

During 1993, the Company redeemed $9,250,000 of the unsecured senior private placement notes and incurred
approximately $500,000 of redemption fees . The fair value of the unsecured senior private placement notes was
approximately $33,125,000 at December 31, 1994 and approximately 536,115,000 at December 31, 1993 .

The fair value of the MONYCO, Inc . Note was approximately $2,549,000 at December 31, 1993 .

The fair value of the promissory note with a third party was approximately S2,470,000 and 2,634,000 at December 31,
1994 and 1993, respectively .
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At acquisition . AMI Capital, Inc . maintained a line of credit agreement with an unaffiliated financial institution in the amount
of $15,000,000 for use in the warehousing of mortgage loans that have been committed for purchase by FNMA . The
mortgage loans are the security for the line of credit . Advances on the line of credit bear interest at one percent over the
institution's prime rate (7% at December 31, 1993) . At December 31, 1993, this line of credit had a fair market value of
approximately $3 .773,000 . This line of credit was effective until February 5, 1994 . On February 1, 1994, AMI Capital, Inc .
entered into a $20 .000,000 line of credit arrangement with an unaffiliated financial institution for use in warehousing
mortgage loans that have been committed for purchase by FNMA. The line of credit expires August 31, 1995 . The
mortgage loans are the security for the line of credit . Advances on the line of credit bear interest at one halt of one
percent over the prime rate. The line of credit has certain net worth, leverage . liquidity, and other requirements that AMIC
must meet. At December 31, 1994, there were no amounts outstanding under this line .

Interest expense on borrowings totalled $3,389,000 and $4,719,000 for 1994 and 1993 respectively .

NOTE 15 Commitments and Contingencies

The Company is obligated under operating leases for office space and equipment under agreements expiring through
2002. Aggregate future minimum rentals under noncancellable operating leases as of December 31, 1994 are as follows :

Year Ending December 31,

(in thousands)

Minimum Lease Payments

1995 $12,474
1996 9,306
1997 8.354

7 .789
6 .981
8637

Included in the above table are amounts related to office space owned and occupied by the Company of $4,763,000
annually through 2000 . Rental expense, including rent impuled on property owned and occupied by the Company of
$5,472,000 in 1994 and 55,361,000 in 1993, approximated $14,996,000 in 1994 and $16,938,000 in 1993 .

At December 31, 1994 . Union Labor Life had commitments to fund mortgage loans through its Separate Accounts and
General Account approximating $161,917 .000 and S1 902,000, respectively . In addition, at December 31, 1994, AMIC
had commitments to make FNMA DOS Program fixed rate mortgage loans approximating $26,312,000 . Further, MRCo,
Inc ., as limited partner in Freedom Home Equity Partners-TH, L .P. ("Freedom"), had commitments to raise or underwrite
$21,022,000 in investment capital for Freedom in order to fund home equity conversion mortgages as of December 31,
1994. MRCo, Inc. also was committed at December 31 . 1994 to provide Securitas Financial Services, Inc . $9,000,000 for
the purpose of funding mortgage loans through a limited partnership, Securitas Financial Services, L .P., in which MRC0 . is
a limited partner .

AMID has entered into a loss sharing agreement with FNMA whereby losses from DUS Program mortgage loan defaults
are shared between AMIC, as servicer of the mortgage loans, and FNMA . AMIC's maximum loss exposure on each DUS
mortgage loan is twenty percent of the loan's principal balance . AMIC's DUS loan servicing portfolio at December 31,
1994 consists of multifamily loans in amounts ranging between $1,301,000 and $14,492,000 located throughout the
United States. At December 31, 1994, the aggregate outstanding principal balance of the loans being serviced was
approximately $539,349,000 . AMIC has not experienced a default or loss on a mortgage underwritten by AMIC since the
inception of the BUS Program . Of these loans, 35 percent are on mortgaged properties in the state of Texas .
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The Company's investment in mortgages includes The Diplomat Hotel with a principal balance of $13,800,0011 which has
been subordinated and on which a 100% reserve is maintained . Union Labor Life has guaranteed a $9,750,000 first
mortgage loan on the property payable May 30, 1995 and has a secured note of approximately $23,700,000 with TNDL,
Ltd ., a limited partnership interest of Union Labor Life, for renovation costs through December 31, 1994, Additionally, in
order to fund the operations of TNDL, Ltd ., Union Labor Life has agreed to provide financing for TNDL, Ltd's additional
cash requirements in 1995 .

As the state of Delaware ((Ulico Casualty Company's state of domicile) views Ulico Indemnity Company ("UIC') as an
unauthorized reinsurer. UIG executed a letter-of-credit with Citibank, N .A. to secure Ulico Casualty Company's credit
exposure . Pursuant to the trust agreement executed between [JIG and Citibank, N .A ., [JIG has pledged $23,452,923 in U .S.
Government securities in the event of nonperformance .

NOTE 16 Mortgage Loans

The Company's investment in mortgage loans include loans where a significant geographic concentration exists as shown
below

Number of
mortgage loans

(in thousands)

Balance at
December 31, 1994

%
of portfolio

California . .. ... . . . . . . 502 $48,749 29.0%
Florida 162 26,985 16.0%
New Jersey 24 16,677 9.9%
Illinois __ 103 12,598 7.5%
Mortgage loans where a geographic

concentration does not exist .. . . . . . .. . . . . . .. . . . . . . . . 899 63,325 37.6%

Total . ... .... .. . . . . . . .. . 1,690 $168,334 100.0%

The carrying amounts and fair values of the Company's investments in mortgage loans were as follows at December 31,
1994 and 1993 :

199
(in thousands)

Carrying Amount Fair Value

Commercial mortgages (net of $11,200
voluntary reserve for mortgages) $95,528 $98,060

Residential mortgages .- 61,606 63,666

Total .. ._. . -- $157,134 $161 726

1993
(in thousands)

Carrying Amount Fair Value

Commercial mortgages ( net of $9,200
voluntary reserve for mortgages ) . $120,014 $117,243

Residential mortgages . . . . . 45 ,249 52,647

Total . .. . . .. . .. . . . . .. . .. . ... . . . . . . .. . . .. . .... . . .. . .._ . . ._ . ._ . . .. ._. ... . $165263 $169,890
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Included in the Company's mortgage portfolio are 277 first lien single family residential home equity conversion mortgages
with a carrying value of $28.5 million, These loans, all of which are on property located in California, do not have a stated
maturity date . The loan proceeds received by the borrower are discounted from the nominal amount of the note based on
an actuarial estimate of the term of the note and a discount rate of 3,75%, Pursuant to the terms of the mortgages, the
Company is entitled to share in the appreciation of the value of the property in the proportion of the nominal loan amount
to the fair market value of the property at inception of the loan . subject to a limitation of return en investment of 13% in
the first four years of the mortgage . Principal repayment and payment of the Company's share of the appreciation of the
property are due when the mortgagor ceases to occupy the residence for a fixed period of time . In the interim, the
Company accrues interest using the discount rate of 3 .75% .

In December 1994, the Company entered into a participation agreement whereby it sold a 75% senior interest in a pool
of fixed rate first lien multifamily and commercial mortgages, retaining the remaining 25% interest with a carrying value of
$23 .3 million . The weighted average interest rate of this pool of loans is 9,124% . Although principal and interest
payments are allocated on a pro-rata basis between the carrying value of the portion sold and the portion retained, the
Company is required to use its portion of the principal repayments to repurchase, at par, the outstanding principal balance
sold under the participation agreement . Accordingly, amortization of the Company's investment of $23 .3 million is not
expected to commence until 1999 . In addition, the Company is restricted from disposing of its investment in this pool until
the senior interest in the pool has been liquidated .

NOTE 17 Preferred Certificates
The stockholders of the Company approved on January 21, 1992, a private offering of $300 million in convertible
preferred certificates (the "Certificates") . The ownership of the Company's Certificates is confined to labor organizations,
their members and their employee benefit plans . Holders of the Company's Certificates are entitled to receive cumulative
periodic payments at an annual rate of 8% of the face value of the Certificates, payable semi-annually . II periodic
payments are not paid within fifteen days of a payment date, the overdue payments accrue interest at 18%, and the
Certificates are redeemable at face value plus accrued and unpaid periodic payments at the option of the holder . The
holders are restricted from reselling the Certificates but at anytime during the three years after issuance date, the holder
has the option to convert one Certificate into a snare of the Company's Class A Stock, if the holder is eligible pursuant to
the Company's By-Laws to own additional shares of Class A Stock, or Class B Stock plus accrued periodic payments in
the forrn of additional shares at the rate of $25 .

Three years after the issuance of a Certificate, the Company shall either redeem the Certificate at $25 per Certificate or
convert the Certificate for similar terms, as noted above, except that if the Company elects to convert rather than redeem,
it shall pay the holder of the Certificate a conversion premium of $1 per Certificate in cash at the time of the conversion .
The Certificates are subordinated to the Company's outstanding senior private placement notes .
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