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On the cover : The men on this Chicago construc-

tion site represent all that makes Union Labor

Life's J For Jobs the premier mortgage investment

program in America for jointly managed trust

funds - excellent returns and jobs for organized

contractors and union members. More on this

story starting on page 15 .

Pictured at right : Abatement Workers Local

207 has relied on Union Labor Life for benefits

products and services for its members, such

as Joh Steward Ron Keller , for nearly a decade .

Also serving our unique market in a special

way, Anna Nguyen and Penny Zingg of Zenith

Administrators contribute to a unique medical

screening program Zenith operates for the

U . S. Department of Energy .
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Financial Highlights
for the years ended December 31

Dollars
in Thousands 1999 1998

Assets $5,025 ,475 $3,676,966

Total
Stockholders'
Equity 1 ,201,750 455,081
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Total Income 758,367 524,197

a

Net Income 58,900 8,282

i

Life Insurance a
in Force 15,214 ,880 13,769,985

Third-Party
Assets Under
Management 7,392,209 6,034,237
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As we begin this new millennium, I do so with a renewed

commitment to our mission to support the organized men

and women of America and those who lead them, It is

natural to begin this report by calling attention to the 164

percent increase in stockholders' equity . As we reported last

year, the gain in equity is in large part due to the investment

in Global Crossing Ltd . Our original stake of $7 .6 million in

that company has increased many times over, accounting for

combined after-tax realized and unrealized gains of more than

$1 billion at year-end .

In 1999, we continued our stock repurchase

programs and repurchased $15 million of stock at $53 .94

a share, up from $28 .70 in 1998 and $27 .06 in 1997, the

repurchase program's first year . We offer this program

to our stockholders as a means to value their shares

and as a mechanism to realize a measurable return on

their investment .

The increase in stockholders' equity is by any measure

phenomenal Its presence constitutes a cornerstone of finan-

cial stability that will enable the Company to strengthen its

ability to serve its unique market successfully in the new

millennium, and that is very good news .

Letter to Shareholders

At the same time, our business operations did not

experience uniform success in 1999 . We did not achieve

the goals we had set for ourselves . In this regard, a number

of steps were taken during the year to correct the problems .

The first order of business was to exit certain product

lines that had proven unsuccessful . In 1999, we discontinued

our Medicare supplement health insurance product . We

also exited the contract surety business and repositioned

our workers' compensation program . We are also exiting

the small-employer group health business as quickly as state

laws permit, and have just about completed our exit from

the group health reinsurance-assumed product line .

Operating income was also adversely affected by

costs associated with our efforts to restructure operations .

We relocated functions for group life and health and scaled

back property and casualty operations . While there were

costs associated with doing so in 1999, we expect improved

profitability as a result of these actions in years to come .

In addition, we absorbed $8 .8 million in costs associ-

ated with the Y2K problem . Although successful, the effort

to achieve a problem-free millennium date change was costly

in terms of both outright expense and, while not readily

measurable, lost opportunity ; substantial resources had

to he diverted into an essentially non-productive activity

to ensure that all operating systems continued to perform

properly . The good news is that it was a successful effort ;

all of our businesses crossed into 2000 without interruption .

Thus, even though we report consolidated net income

of $58 .9 million, the news is not altogether positive . While

other parts of our business contributed to profits, most

of the gain, by far, resulted from realized capital gains from

∎
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investments . I would prefer that it be the other way around .

Nonetheless, the gains from our investments provided

the financial resources needed as we took corrective

actions in 1999 .

It is fair to say that 1999 was a year of restructuring

and repositioning our core business operations, and refocus-

ing on what we do best - serving the labor movement. In

fact, there were a number of positive developments in our

core businesses . Of particular interest were the following :

• The property and casualty group's fiduciary liability

line surpassed last year's premium level by a significant

margin . You may recall that this important product line had

suffered through the loss of a long-term business associa-

tion . Its renewed growth signals rejuvenation in this key line

of business . Moreover, we completed the acquisition of a

property and casualty brokerage business, Tri-City Brokerage,

Inc ., to enhance further growth in the property and casualty

lines, and completed a major restructuring of the entire

property and casualty group, We had entered several new

product lines in the early 90's as part of a strategy to provide

added resources for labor. Unfortunately, they were not

i5w

Total Income
in milirons

successful , and therefore we have implemented a plan

to eliminate certain product lines , reduce costs , improve

marketing , and develop an approach to the property and

casualty business more focused on labor's needs .

• Zenith Administrators continued on a positive trend,

with increases in new business and fees , and we are seeing

improved profitability .

• On a consolidated basis, the mortgage operations

achieved gains in this market that were excellent for

investors in our J For Jobs separate account . At year-end,

the J portfolio had a total market value of almost $1 .2 billion,

consisting of 117 mortgages with a market value of $1

billion . In addition, the 39 outstanding loan commitments

represented close to 10 million square feet of future

development and are expected to generate over 19,000

full-time construction jobs for union tradesmen .

• Trust Fund Advisors ' fee income continued to grow,

as did its assets under management , which now total

$4 .9 billion . Total assets under management , by TFA and

Union Labor Life , rose to $7 .4 billion .
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• Group life and health premiums increased

substantially last year . In addition, strides were made

in the development of our care management business .

We introduced a new health benefit plan for health and

welfare funds and a new prescription benefit management

product that promises to contribute to better disease

management and lower costs .

• We acquired a life insurance company shell,

which when renamed will enable us to offer improved

products and services to the union members we serve

throughout the country.

I continue to stress the need for improving our

core businesses-those businesses that serve labor. Like

most corporations, we are challenged to improve service

and achieve and sustain reasonable profit levels, Unlike most

corporations, we are mission-driven and do not try to unrea-

sonably profit from our customers . Having said that, we

do have to operate responsibly; we cannot lose sight of our

shareholders who in many cases are also our customers .

So we continually strive to improve service and provide

quality, cost-efficient products .

Third -Party Assets Under
Management

+n biilims

My belief is that self-sustaining product lines and

operations that support our mission will in turn get the

market support they need to grow. We are concentrating

on strengthening our core businesses in insurance,

asset management, and third-party administration .

It is imperative that we continue to improve in all areas

of service and quality .

As I said, we must maintain our unique focus if we

are to provide quality programs to labor at the highest service

level possible and at a fair price .

We now have a solid financial base for the company .

In the years ahead, we will be working to make our

businesses more competitive and further strengthen

our commitment to serve labor . But it is equally fundamental

to this enterprise that we continue to search for new

approaches and methods to better serve the organized

sector of the work force, to prosper in labor's behalf .

That is our mission,

Robert A . Georgine

Chairman, President and Chief Executive Officer
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You wouldn't know it from the number of trustees in the photos above who serve on its several

i r atement Workers Local 207 of the International Association of Heat and Frost

Asbestos s i •

number (25A) and a total of 62 members in the Detroit area . Still, when Tom Dyl, the local's business

manager. called Scott Senci, Union Labor Life's central region vice president, for help setting up

a comprehensive health and welfare program, he didn't hesitate . Good thing .

1

. 2,500 Workers National Health and Welfare Fund . And Union Labor Life has been with them throughout members, and is now responsible for the Abatement

a tremendous run of growth and evolution .
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,"Scott Senci made life for me a

lot easier in those early days,

as far as my decision making

process goes," said Dyl. "To me,

he's the epitome of what Union

Labor Life stands for : he's honest,

forthright, and had no problem

helping us formulate plans and

ideas of where to go with a brand

new union."

"They have always been a

unique local," said Senci . "The

union members they serve are

abatement people, specially

trained to go in and remove

asbestos and lead from older

buildings. These activities are

strictly regulated by state and

federal laws because of environ-

mental concerns , and places a

somewhat different emphasis

on the type of health care require-

ments they have . ""

The local, which started in

Michigan and Ohio , now has

members in over 20 states, and

will continue to grow as the need

for these specialized workers

increases .

"To be honest , we've never

looked elsewhere for coverage,"

commented Dyl. "Every time we

made a move to grow, which can

be very complicated , Scott and

Union Labor Life always provided

us with the options we needed to

continue to go forward ."

Growing with a company is

important, but with a specialized

group, flexibility is also an impor-

tant asset .

"It's important for the prod-

ucts that we provide Local 207
to be mobile," said Senci . "There

are only so many of these

workers nationwide , and if a

member is in Kentucky today,

he might be in West Virginia

tomorrow . He needs to have a

health care program that can

travel with him."

Dyl agreed . "It's a tremen-

dous advantage having a network

set up like Scott has done for us .

Many of our workers do travel a

lot, and wherever they go, we can

be sure they 're covered ."

Currently , Local 207 has a

broad range of Union Labor Life

products including stop loss,

life and accidental death and

dismemberment , utilization man-

agement services, prescription

drug benefits, and access to PPO

networks . What's more , Dyl sees

a continued long-term relation-

ship for the future .

"We couldn 't have made

a better move than to include

Union Labor Life in our local

union in the beginning , and our

feelings haven 't changed," he

said . "i n today's marketplace

with health care costs continually

growing , we've done very well .

This June we will have our

first increase in our hourly contri-

bution to medical costs since

1991 . That's nine years without

an increase , and Union Labor Life

is one of the main driving forces

behind that remarkable fact ."

""I mean this from the heart,"

concluded Dyl. "Union Labor Life

is something special , and I can't

imagine a better partner for

Local 207."

In the first photo on the previous

pages of Local 207's funds

trustees, Gary Fujawa , interna-

tional vice president, International

Association of Heat and Frost

Insulators and Asbestos Workers,

left, joins Tom Dyl, second from

left, business manager, Abate-

ment Workers Local 207, at the

annual meeting of trustees of

the local ' s health and welfare,

pension , and training trust funds

in Naples, Florida. With them, left

to right in the four photos are

Bud Turner of Prime Insulation

Inc. and Tom Burcham, right, of

Master Mechanical Insulation, Inc .

Steve Henderson , Local 207 West

Virginia ; Walter Johns of Merit

Abatement; Mike Harrell, Local

207 North Carolina; and Marlene

Spiegel of AC&S Contracting .

Jim Sheaffer of National

Abatement Corporation; Dan

Somenauer, Local 207 Michigan ;

and John Tesija of Novara Tesija

Michele & Priehs , attorneys

at law .

Jack Bauer, Local 207 Ohio;

John Martin of Choice Insulation ;

Steve Holder, Local 207 Ohio;

and Neil Pittman , Local 207

training director.

Pictured left, Tom Dyl,

business manager, Abatement

Workers Local 207 .
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Group Life and Health
The group division traces its origins to the founding of

The Union Labor Life Insurance Company whose mission

was, and is, to listen to the needs of unions, their members,

jointly managed trust funds, and organized employers .

After more than 70 years, this remains our mission today .

However, our group life and health business is constantly

changing to meet the needs of our market in ways not

imagined by our founders

The group life and health business achieved another

year of significant growth, as revenues rose 15 percent in

1999 to $3046 million, with all major large-group lines of

business reporting increases . For the year, large-group sales

totaled $32 .3 million in premium and fees . As a leading

provider of benefit services to jointly managed trust funds,

Union Labor Life added 99 new large-group clients in 1999,

while increasing its share of the jointly managed market

to approximately 20 percent .

The very positive growth and profitable results from

most of the large-group lines were offset by significant

losses from the non-core areas of small-group health and

reinsurance-assumed businesses. Also, claims costs related

to our health conversion business exceeded prior-year levels .

Continuing losses experienced in our small-group health

insurance business resulted in actions to exit the Michigan

and Florida small-group markets as quickly as state laws

permit . We are also completing the termination of the

reinsurance-assumed business ; approximately 30 reinsurance

treaties have been terminated, and others will be cancelled

as they come up for renewal . In addition, we have restruc-

tured our major medical and Medicare health conversion

business to reduce future drains from those lines .

Cooling towers loom

above father and son,

Mike Wise , senior and

junior, at an Allegheny

Power System plant

in West Virginia .

They ' re members

of Abatement Workers

Local 207 and are

covered by benefits

provided by Union Labor

Life. Local 207 has been
a client throughout its

growth across more than

20 states in the eastern
United States .

Total life insurance in force was $15 .2 billion

at year-end . This positive trend continues as welfare funds

and unions turned to Union Labor Life for competitive .

rates and responsive service . During the year, we gained

52 new group life insurance clients representing $5 4 million

in additional annualized group life insurance premiums .

∎
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Members of group life

and health client

Abatement Workers

Local 207 ply their

special skills in more

than 20 states, such as

West Virginia, where

Mona Glover works

as a supervisor for

Prime Insulation of

South Charleston .

She's on the job at an

Allegheny Power

System station .

During the year, we redefined our group life and health

product lines under the UlliCare name . We are introducing

the UlliCare name as our brand of products and services,

along with a new slogan - "Insurance and Care Manage-

ment in a New Light." Our managed-care products currently

offered under the UIIiCare brand include UIIiCare Care

Management, UIIIiCerePlus, UIIiCarePPO and UIIiCareRx .

Our UlliCare Care Management program, one

of Union Labor Life's original managed care products,

provides URAC-accredited integrated solutions to managing

health costs . It includes patient-oriented inpatient, outpatient,

and specialty utilization management ; large-case manage-

ment, and demand management capabilities that are

designed to lower health costs for our clients and enhance

benefits for their participants . These products continue

to gain market acceptance as a way to facilitate the delivery

of successful medical care while controlling costs .

UIIiCarePlus, an exclusive provider organization, was

first introduced in California as a cost-effective, member-

sensitive alternative to restrictive HMO plans . In 1999,

a similar product was introduced in the northeast that offers

a three-level benefit plan with broad provider access,

freedom of choice, and disease-focused managed-care

features that will be tailored to the Greater New York City,

New Jersey and Pennsylvania markets .

The foundation for the northeastern region's

UIIiCarePlus product is UlliCarePPO, our preferred provider

organization (PPO), which is one of the region's most

comprehensive provider networks designed specifically

for jointly managed trust funds .

The newest product introduced under the UIIiCare

banner is UlliCareRx, an innovative prescription drug benefit

management program . Prescription drugs represent today's

fastest growing health-benefit cost . All available studies

indicate that this trend will continue . At the same time,

however, revolutionary new pharmaceutical products are

appearing that not only cure but also can prevent serious

illnesses ; but they are also very expensive . Our approach

is to work with the funds to manage the utilization of these

and other medicines to interdict the course of diseases

before there is a need for costly medical care .
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UlliCareRx offers jointly managed trust funds and

organized employers a way to control prescription costs

in a fully integrated retail-card and mail order program . But,

equally important, the program communicates prescribing

and efficacy data to member patients' physicians so that they

can better manage their patients toward positive outcomes .

With programs, such as UlliCareRx, Union Labor Life

continues to respond to the jointly managed trust fund

market's desire for cost-effective, member-sensitive health

benefit programs . With the goals of increasing Cur share of

the market and meeting our obligation to our shareholders,

we are committed to delivering innovative, customized

group life and managed-care services that answer the

market's demands for flexible, patient- and cost-sensitive

managed care solutions .

To achieve these goals, we made a number of opera-

tional improvements, as well During 1999, we completed

major system installations to increase service to our

customers while improving the efficiency and effectiveness

of our claims management, utilization management, and

underwriting functions . We also created the position of vice

president, managed care and medical director, for Union

Labor Life and appointed a physician, widely experienced

in managed care and health plan operations, to direct the

Company's care management programs .

These steps and others under development are being

taken to ensure that "UlliCare - Insurance and Care Manage-

ment in a New Light" is not just a slogan, but our

commitment to continually earn the lasting confidence of our

clients and the unique market that we serve .

Individual and Direct Response Marketing

The Company has the potential to provide consumer-

oriented insurance products to 14 million active and seven

million retired union members and their families through

UNIONCARE, Inc ., its individual and direct response

marketing company. We make these products available

in two distinct ways :

• The individual life and health operation offers

its products through a national network of independent

agents; included are life insurance and annuities that

provide protection and a chance to save for the future .

In addition, a new long-term care product was recently

introduced to help people avoid the loss of all savings

in retirement due to costly nursing home care .

• The direct response operation offers a broad

line of supplemental products through the mail and

telemarketing programs ; included are term life insurance,

accidental death and dismemberment, hospital income,

and graded benefit life . Here, again, we are helping union

Suited up to do battle

with asbestos is Joseph

Houchins, a member

of Abatement Workers

Local 207 and protected

by a full spectrum

of Union Labor Life

insurance and care

management services .



members protect their families' financial security and to

keep them from having large out-of-pocket expenditures

due to unexpected events .

Total new sales for the two businesses amounted

to $20 .4 million in annualized premiums .

In 1999 , the individual and direct response operations

added products , expanded their distribution networks, and

took steps to eliminate unprofitable products . Most notably,

we are no longer writing Medicare supplement insurance .

To bolster its ability to reach all union members with

Its life Insurance and savings opportunities , the Company

Drawing a power drill

from his toolbox, Worthy
Hall takes on a task for

employer Global Power

Company of Canton, Ohio .

He's a member of

Abatement Workers
Local 207 in West Virginia .

The local has been a

group life and health

client for nearly a decade .

acquired an insurance company shell. Admitted in 46 states,

the company, which will be renamed, will underwrite a series

of universal life insurance policies that are designed to offer

a balanced combination of protection and savings . Once

the company is fully established, product offerings will be

expanded .

During the year, the individual operation filled two

important gaps in its product line for active and retired union

members. They are a disability income policy and a life

insurance policy for people who would not qualify for

coverage at standard rates . It also continued to improve

its national agent organization through new associations

and consolidations .

Also during the year, the direct response operation

mailed about 15 million product offers to active and retired

union members' homes . These mailings are conducted

nationally under the auspices of the international unions .

Four new union clients joined direct response market-

ing programs in 1999 . This represents a 25 percent increase

from 1998, bringing the total to 8 .2 million active and retired

union members who receive the Company's insurance offers

through the mail .

In the interest of furthering the services to our direct

response clients, two new products joined the line-up in

1999. A prescription drug program is now available to provide

discounts on prescriptions, as well as on vision and hearing

products . And a new health insurance product offers

coverage for specific illnesses, such as critical care cancer.

In the new year, we anticipate additional product

improvements and are working on other ways to enhance

the services to all unions and their members, including

direct access to products and services via the Internet .

We are creating a more customer-reponsive operation .
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Property and Casualty
In 1999, following an in-depth analysis of the business,

the property and casualty operation underwent significant

restructuring to strengthen its core insurance product lines :

fiduciary liability, union liability, and commercial lines, The

company repositioned its workers' compensation insurance

program and discontinued its contract surety bonding busi-

ness. All marketing and underwriting were consolidated

within our wholly owned subsidiary, Ulico Insurance Group .

Major progress was made in regaining Ulico's prior

position in the fiduciary market, and other actions were taken

to expand the union liability and commercial lines .

Although the Company has significantly reduced its

general market workers' compensation business, Ulico

remains committed to writing alternative dispute resolution

(ADR) workers' compensation insurance . ADR employs the

principles of collective bargaining to resolve disputes in less

adversarial and costly settings, while delivering an overall

higher level of benefits and medical care to the injured

worker . The Company believes that this product provides

a needed service and an economic benefit to unions, union

workers, and organized employers . It is currently offered

in California, New York, and Florida, and will be expanded

to other jurisdictions as permitted by law .

Unlike the ADR workers' compensation program,

the surety product did not fit within management's focus

of providing core products for union and union-related

organizations . The Company exited this business in the

fourth quarter of the year, putting the operation in a run-off

mode under the management of a highly experienced surety

insurance carrier .

At year-end, net earned premiums for the property

and casualty lines were $48 .1 million, compared with

$47 1 million in 1998 . The lack of overall growth was prima-

rily due to the reduction in writing in the general workers'

compensation market, But the decline in this product line

was counter-balanced to some extent by a strong growth in

fiduciary liability premium .

Fiduciary liability has historically been one of

Ulico's more profitable businesses . Gross premium written

increased 30 percent in 1999, from $16 .5 million to $21 .4

million . Earned premium decreased to $13 .5 million from

$14.5 million .

Earned premium for union liability grew from $5 .2

million to $5 6 million in 1999, an eight percent increase .

During the fourth quarter, the fiduciary liability management

team, responsible for the turnaround in fiduciary liability,

assumed the added responsibility for the underwriting and

marketing of the union liability product .

Gross premium written in commercial lines increased

two percent to $8 .8 million in 1999 . Net earned premiums,

however, declined 44 percent from $12 .1 million to

$6.8 million due to the discontinuance of writing general

contractor liability business in California . Our traditional

union-oriented commercial business remained stable,

and we anticipate greater emphasis on this line in 2000 .

The company finalized the acquisition of Tri-City

Brokerage, Inc ., in the fourth quarter . One of the nation's

leading providers of specialized insurance products, Tri-City

is expected to strengthen Ulico's presence in all lines for

labor unions, jointly managed trust funds, and organized

employers . Specifically, Tri-City brings expertise in marketing,

distribution, and underwriting management, as well as the

ability to develop new products to serve this market .

With the acquisition of Tri-City Brokerage and

the consolidation of the property and casualty business

under Ulico Insurance Group, we are positioned to move

forward. With the development of new products and

services, along with the renewed focus on our traditional

product lines, we expect, not only to protect, but to

strengthen our market share .
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Terry Lynch is the business manager of Local 17 of the International Association of Heat and Frost

Insulators and Asbestos Workers. He is also a trustee of the jointly managed trust fund serving his

union. The trust fund had invested in Union Labor Life's Separate Account J, J For Jobs, which

in turn, had invested in the construction of a building in downtown Chicago, which meant jobs

for members of his union, like Bob Rakowski, above .

On a blustery Chicago spring day, Lynch was in the construction office at 550 West Washington.

He had reason to feel good about the 16-story, $58.5-million Class A office building going up around

him. The construction of the nearly completed building had done some very important things for his

.b
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J For Jobs, which uses jointly

managed trust fund money to

invest in union-built commercial

real estate projects, has won

a lot of support from people like
Lynch. "The most important thing

for my union is the return on our

investment . That's certainly the
primary thing," he said . "But

when we can have a great return

on our investment, and also

provide union workers with jobs,

that's what it's really all about .

It's a great feeling of satisfaction
to be a part of it."

Pat Corrado is owner of

Interstate Mechanical Insulation

Company, one of the contractors

on the site, and a member of the

board of directors of the Illinois
Regional Contractors Association

(IRCA). He agrees that J For Jobs

is a win-win situation for unions
and union companies. "I'm privy

to labor-management meetings

where pension funds are dis-
cussed with our trustees . I can

tell you that all the company

owners I've talked to are excited

about an investment program
that gives solid returns, and

creates more work for union

members . That, of course, also
means more work for the compa-

nies employing these men and

women," he said.

Union Labor Life 's Scott

Hockenberry sees the one-two

punch of strong investment

returns and the creation of union

jobs as the edge J For Jobs has

over similar investment options

for jointly managed trust funds .
"We're a strong program for

those two reasons," he noted .
"Obviously, the first part of the

equation is an above-average

return to the investors; that's the

thing they're looking for first and

foremost . The added benefit is,

we create union jobs ."

"One of the most satisfying

things in all this , from a personal

standpoint ," said Lynch, "is

knowing that my son, Jason, who

is a fourth generation pipe cover,

is working at 550 West Washing-

ton and is going to have a good

retirement fund."

On the 550 West Washington

J For Jobs site, pictured at left,

are Pat Corrado, an organized

contractor; union tradesmen

Edward Jensen and James

Gerard; Union Labor Life's Scott

Hockenberry; union tradesman

Jason Lynch; union local business

manager and pension fund

trustee Terry Lynch ; and union

tradesman Bob Rakowski .

Trust Fund Advisors : A Top

Performer and a Bit More

"I was a diesel mechanic at

Yellow Freight before I took this

job in 1986," said Herb Elam,

directing business representative

of the Automobile Mechanics'

Local 701 with the International

Association of Machinists and

Aerospace Workers. "I've never

forgotten what it's like to do that

job. Knowing how hard our folks

work for the money that's

invested on their behalf keeps

me very motivated ." Trust Fund

Advisors, Local 701 's top per-

forming asset manager, never

forgets the working men and

women who benefit . That's one

thing that stands out with Elam .

"I think TFA, because of its

unique historical union affiliation,
understands labor better than

other investment companies .

Most union trustees come out
of the shop . They never had time

to go to school and learn about

diversified portfolios and other
topics related to finance and

investment ," he said . "TFA

understands this . They don't
come in talking over our heads .

They help educate our trustees

on the important issues . That's
something unique, and that's

one of the things that make the

Company special .
"Greg Gosney, TFA's repre-

sentative who we deal with, has

three things that union members
value above all else : honesty,

integrity and loyalty," added
Elam. "Put those traits together
with a company that has some

of the best numbers in the

country, and doing business
with them is a no-brainer."
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Investment Services
Investment services achieved another year of record

performance, contributing significantly to the earnings

and assets of the Company. Both ULLICO Inc .'s asset

management business and its overall diversified investment

activities continued to show improvement in 1999 .

The asset management business again exceeded the

previous year's record gain. Total assets under management

rose to $7 .4 billion . The growth was due to both appreciation

of underlying assets as well as new sales of $778 million .

Trust Fund Advisors, Inc. (TFA), a SEC-registered

investment advisor, gained $376 million in new assets

under management and added 16 new clients . Fee income

increased 23 .3 percent to $23 .7 million . Union Labor Life

gained $403 million in new assets under management,

including $142 million in additional commitments from

the New York State Common Retirement Fund, and

19 new clients .

The best performing asset management products

for 1999 were TFA's growth equity portfolio and Union

Labor Life's growth equity Separate Account M . Total

assets of TFA's growth equity business surpassed $3 billion .

Assets held in Separate Account M rose to $133 million ;

the account's five-year annual return was 34.5 percent .

Large-cap technology, Internet, and telecommunica-

tions-related stocks fueled the rise in the growth equity

products. The growth equity philosophy is based on the

selection of companies that are leaders and pioneers in their

industries, with accelerated earnings growth potential . While

volatility is inherent in these types of equities, the Company

believes that, over time, investors will be suitably rewarded .

In addition to growth equity, TFA offers a diverse

selection of investment styles, including value equity,

small-cap equity, international equity, and fixed-income

securities . By utilizing these actively managed styles, jointly

managed pension funds are able to optimize total fund

return, while reducing risk-

J For Jobs
Separate Account J - J For Jobs - offers pension funds

the opportunity to participate in one of the leading mortgage

investment programs in the United States . The account

provides first mortgages to developers, secured by income-

producing properties . It delivers superior results, generates

union construction jobs, and increases contributions into

jointly managed trust funds .

Thomas Gregg, above left,

a business representative
for TFA client Automobile

Mechanics' Local 701,

visits with mechanic and
union member James

Migala at Jerry Gleason

Chevrolet in Forest Park,
Illinois .

Ceramic Tile Finisher
Dennis Tucker, right,

International Union of

Bricklayers and Allied
Crafts Workers , finishes

a job for Bourbon Tile

& Marble , Inc., at
550 West Washington,

Chicago, a J project .
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At year-end, total net asset value of the J account

increased $113 million to $1 .2 billion, with a portfolio consist-

ing of 117 mortgages and cash committed to future project

financing. Eighty percent of this asset growth came from

new-client deposits and the balance from reinvested income .

The account generated $93 million of interest income for

its clients, doubling the level achieved five years ago . During

the last five years, annual net client deposits have increased

three-fold, from $27 million per year to $86 million .

Twenty-four mortgage loan commitments Issued

in 1999 totaled $750 million, surpassing 1998's results of

$735 million . It is estimated that these commitments will

generate about 11,000 union construction jobs representing

about 22 million hours of work .

Despite an adverse interest-rate environment through-

out much of the year, J For Jobs outperformed leading

fixed-income indices . Its return for the year exceeded both

the Salomon Broad Based Index and the Lehman Brothers

Aggregate Index ; performance strengthened over the fourth

quarter as U . S . Treasury rates stabilized .

Investor confidence in the J account continued to

increase. The co-investment program with the New York

State Common Retirement Fund was increased to $1 billion

from $400 million . Under the agreement, Union Labor Life

and the Fund have each committed to invest S500 million in

the state of New York for union-built projects . On a combined

basis, at year-end, over $400 million was committed and/or

funded for projects in the state .

ULLICO Inc . maintains interests in additional real

estate activities through MRCo, Inc . They include AMI

Capital, Inc ., a multi-family housing and commercial property

loan originator licensed by Fannie Mae, and Financial

Freedom Senior Funding Corporation, which markets home

equity conversion programs to senior citizens .

AMI Capital continued the expansion of its loan

portfolio in office, industrial, and retail properties in addition

to its multi-family housing business . It closed loans totaling

$231 .2 million in 1999 .

Further consolidation of the reverse mortgage busi-

ness occurred in 1999 as expected . Financial Freedom

acquired Transamerica HomeFirst Corporation (THF) in June,

1999, giving it access to markets in 35 states, including

New York, New Jersey, Illinois, and Florida, as well as a

deeper presence in California . The $200 million transaction

included THF's mortgage servicing operation and its existing

reverse mortgage loan portfolio . Subsequently, Lehman

Brothers, the global investment bank, securitized the loan

portfolio, issuing more than $300 million in bonds . This was

the first U . S . securitization of a reverse mortgage loan

portfolio .
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The Private Capital Fund
Union Labor Life offers participation in private capital

investing to pension fund clients through Separate Account

P, the Private Capital Fund . The Fund enables jointly

managed trust funds to invest in promising companies

on a commingled basis .

The investment objectives of the Fund are to earn

higher than market returns and, similar to what Separate

Account J does for organized contractors and union

members, the Fund also seeks to maintain and create

union jobs and profits for organized employers .

With the objective of higher returns, however, comes

the potential for higher risk . The Fund posted a loss for the

year, total return fell 24,8 percent compared with results

in 1908- The loss is attributed to the write-down of certain

investments, as well as the volatile nature of Internet market

valuations . In particular, Value America, for which we held out

high hopes in last year's report, has experienced significant

economic hardship .

In terms of investment performance, Lending Tree,

Inc stands out . Lending Tree is an Internet loan center that

connects borrowers online to a network of lenders who bid

for the borrowers' business . Through good management and

effective promotion, Lending Tree has captured a significant

share of the online loan market . Subsequent to year-end,

Lending Tree went public, with the potential of enhancing

the value of Separate Account P's investment .

In addition to managing pension assets for jointly

managed trust funds, ULLICO Inc's investment services

business unit manages investments for the corporation and

its subsidiaries. In 1999, the Company's consolidated invest-

ment portfolio generated more than $51 million in income

and realized capital gains of $199 million . At year-end, the

primary subsidiary, Union Labor Life, held an extremely

high-quality and liquid bond portfolio, more than 95 percent

of the portfolio was rated as investment grade .

Carole Ramsden , left, an

apprentice electrician and

Electrical Workers (IBEW)

Local 134 member,

completes a fire alarm wiring

job for Shamrock Electric

Company at 550 West

Washington , Chicago .

Pictured below; Bruce Rosen-

quist , president, Pollard

Motor Company, left ; Herb

Elam, directing business

representative of Automobile
Mechanics ' Local 701, stand-

ing; and Tom Verne, business

representative for Local 701,
are trustees of Local 701's

pension fund, served by Trust

Fund Advisors .
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Courtland R. Smith, or -C .R.- as his friends in Richland, Washington, know him, is a lot of things to a lot of

people. He's a pipefitter, a husband, a world traveler, a custom wine-rack builder, a nice guy, and a

person who has tested double positive for sensitivity to beryllium .

Beryllium, a lightweight, corrosion-resistant element used in nuclear reactors, is just one of a

number of potentially dangerous, health-threatening elements former workers at the Hanford (Wash-

ington) U.S . Department of Energy nuclear facility may have been exposed to . These workers now

have the opportunity to be medically screened through the revolutionary Hanford Building Trades

Medical Screening Program, administered by Zenith Administrators .

N
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"Hey, if there's something

wrong , it's only obvious you

should know about it,"" said

Smith. "The Department of

Energy has funded this program,

and I think it's great that people

have the chance to see how

they ' re doing ."

The program, led by the

Center to Protect Workers ' Rights .

includes such notable players as

Duke University Medical Center,

Medlantic Research Institute

of Washington [D.C.] Hospital

Center, the University of Cincin-

nati Medical Center, and Zenith

Administrators . In addition, the

program has been endorsed by

the Building and Construction

Trades Department of the AFL-

CIO and the Central Washington

Building and Construction

Trades Council .

Richard Berglund is the presi-

dent of the Central Washington

Building and Construction Trades

Council , and he feels the program

has been designed to take full

advantage of those closest to,

and most familiar with, the local

situation . "The people who are

actually running the screening

office are former building trades

members," he said. "They are the

ones best able to help those who

come in for screening interviews

because they were part of it all,

too."
One of the staff Berglund is

referring to is Hank Hartley, office

manager and former building and
construction trades worker.

"Hank has been around this
area a long time , and people
know him. Heck , I know his dad

and his brother, too," said C.R .
Smith. "He's taken the time to

learn his stuff about the hazards

people may have been exposed
to, and people respect him for it .
He's also a familiar face, which

makes him easier to talk to for
a lot of folks ."

One of those folks is Penny

Zingg , a registered nurse who

grew up in the tri-cities area of

Pasco , Richland , and Kennewick,

adjacent to Hanford , and is now
the nurse coordinator for the

Building Trades Medical Screen-

ing Program for Zenith in Seattle .

Richard Hepner and Marilyn

Johnston, at left, are client

services managers at Zenith

Administrators in Seattle. They

manage several U.S. Department

of Energy screening programs

around the country.

"When I came on board, my

main responsibility was to set up

the protocols with the doctors
doing the examinations in the tri-

cities area and to coordinate with

Dr. Knut Ringen , the principal
investigator for the program, on

how he wants this program to

run," said Zingg . "Actually being
one of the 'down-winders,' as

those of us who lived in the area

are called , is a benefit in being

able to go into the area with

some recognition and credibility."
Credibility is a big part of the

program, according to Marilyn

Johnston , client services manager

for Zenith , Seattle, who was the

initiator of Zenith 's involvement.

"Our participation in the program

has definitely been an out-of-box

experience for most of us here,"

she said. " This is a first-time

event for us, as far as working

under a federal grant program

goes, and we developed our pro-

cedures as we went along. Being

credible is the crux that the rest

of our success is based on ."

Zenith is also administering the

program for other DOE sites in
Georgia,Tennessee , and Alaska .

As far as C .R. Smith is con-
cerned , Zenith Administrators and
the rest of the Hanford Building

Trades Medical Screening team

are helping the Department of
Energy do the right thing .

"This is important stuff,"
he said. " People gotta know."
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Administrative Services

ULLICO Inc . provides administrative support services

to clients through Zenith Administrators, Inc ., and

The Union Labor Life Insurance Company .

In 1999, Zenith's total fees for services were

$62 .3 million, an increase of 14 percent over 1998

Zenith is the largest third-party administrator serving

the jointly managed trust fund market, It offers customized

services in three major categories . general fund administra-

tion, pension benefit management, and health claims

management .

Zenith's 32 offices nationwide handle a multitude

of complex tasks for clients that include maintaining records,

paying bills, administering outside PPO and HMO vendor

relations, and keeping track of pension fund eligibility

data and payments . These services result in sizable cost

savings for the funds .

In 1999, Zenith managed pension benefits for 86

funds, representing 135,000 pensioners and payments

of more than $750 million . The Company processed more

than four million health claims, totaling $700 million, for

225 clients .

Richard Berglund, president

of the Central Washington

Building and Construction

Trades Council, left, and

Hank Hartley, Hanford

Outreach Office manager,

pause in front of the

Pasco, Washington,

medical screening office .

Administrative Assistant

Elaine Monlux, below,

looks on from the Pasco,
Washington , medical

screening office .

The Company gained 64 new clients in 1999, repre-

senting an annualized revenue gain of $5 .4 million .

The focus for the year 2000 will be twofold : adding

to the Company's client base and upgrading its systems to

expand its leadership in the market .

Union Labor Life also provides claims management

services to clients whose health care plans are self-funded-

In 1999, the Company processed $167 .5 million in health

benefits for fully insured and self funded plans . This amount

was paid out in approximately 796,000 checks, averaging

$210.52 per check . The operation's error rate, which is an

important industry performance measure, consistently comes

in under the industry standard of one percent . Union Labor

Life's rate was 0 .45 percent in 1999 .
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Management's Discussion
and Analysis of Consolidated
Financial Condition
and Results of Operations

The discussion that follows provides an overview of our

results for 1999 with comparisons to 1998 . All financial data

are presented in accordance with Generally Accepted

Accounting Principles (GAAP( This report is supplemented

by the more comprehensive consolidated financial state-

ments and related footnotes beginning on page 28 .

ULLICO achieved several financial milestones in

1999 . Nineteen ninety-nine was a historic profit year for the

Company, with consolidated net income reaching $58 .9

million . Profits were fueled by an after-tax realized gain on

the sale of approximately 10 percent of our holdings in Global

Crossing Ltd, stock, a private capital investment that has

appreciated substantially since going public in 1998 . The

Company's remaining shares and warrants in Global Crossing

stock were marked to market at December 31, 1999, result-

ing in a potential after-tax unrealized gain of $908 .4 million .

Future market variability could change the value of this

investment significantly. The Global Crossing stock value and

growth in our core businesses also pushed total assets over

the $5 billion threshold, with ULLICO's consolidated total

assets ending the year at $5,025,475,000 .

Excluding the Global gain, ULLICO experienced

an operating loss of $45 .8 million for 1999, compared with

$8 .3 million net income in 1998 . Nineteen ninety-nine results

were disappointing for the insurance operations . The life and

health and property and casualty companies experienced

overall claims loss ratios in excess of 100 percent for several

lines of business . Most recent data suggest that claims infla-

tion is rapidly on the rise again, particularly for medical

expenses, and actions are being taken to assure a proper

balance between benefit costs and profitability for the

affected product lines .

In 1999, the Company decided to exit several tan-

gential lines of business to refocus our attention on our core

union market . Losses on the discontinued lines of business

(small-employer group health, Medicare supplement agency

business, group health reinsurance assumed, surety bonds,

general market commercial workers' compensation, and

contractor commercial liability) contributed $51 .5 million

pre-tax operating losses in 1999 that are not expected to

recur in 2000 due to reserve strengthening, policy expira-

tions, and termination of reinsurance arrangements in 1999 .

The Medicare supplement agency business was sold in

October, 1999, for $0 .9 million, although the gain is spread

over the next five years or so . The surety business was sold

in November, 1999, for $1 .0 million .

Two unusually large claims in the property and casu-

alty business in early 1999 also negatively impacted results

by $7.0 million on a pre-tax basis . Management has assessed

these claims and does not believe they represent a trend

in the fiduciary line of business .

Non-recurring Year 2000 (Y2K) costs of $8 .8 million

contributed to the loss in 1999 . The costs exceeded the

$3.3 million spent in 1998 . The Company experienced no

systems difficulties as the clocks rolled over into 2000 and

prepared adequately to meet regulatory requirements .

Insurance operation restructuring charges of $7 .8

million also negatively impacted results in 1999 . The restruc-

turing related principally to consolidation of the property and

casualty back office functions (finance, accounting, actuarial,

compliance and information systems), closure of the surety

offices, and consolidation of certain group life and health

claims and managed-care operations to Pennsylvania .
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Although investment returns remained strong overall,

a write-off of $7 .1 million in private capital investments

occurred in 1999 . On a more positive note, Financial

Freedom Senior Funding Corporation earned a one-time

$3 .2 million fee upon securitization of approximately $200

million in reverse mortgages obtained in its June, 1999,

HomeFirst acquisition . Fee revenue will also continue as

HomeFirst retained the servicing rights to the S200 million

mortgage portfolio .

But for the one-time and non-recurring items

discussed above, after-tax net income from continuing

operations would have been $4 .9 million . While still

a disappointment, the Company believes it has taken

action to stem the flow of losses in the future .

Traditional workers' compensation writings have

decreased substantially, in favor of the Company's alternative

dispute resolution (ADR) workers' compensation product for

coverage on union projects . Although it is hard to predict the

volatile workers' compensation market, we do not expect to

continue to generate the level of losses that have been expe-

rienced over the last several years . Our product development

team is reviewing the pricing, benefit, and reinsurance struc-

ture of the ADR product to at least break even on the

coverage, and this product should still serve as a more

economical alternative to our union customers .

Group life and health conversion business (which

is a required option to insureds leaving a group) generated

a $5 .0 million pre-tax loss in 1999, and has historically shown

high loss experience due to constraints in premium rates

that are set by the states .

For the remaining continuing operations, results

were positive . Overall group health premiums grew

16 percent to reach $177 million in premiums ; stop loss

health coverage continues to be a strong product far our

group insurance lines . Group life insurance premiums grew

more than 10 percent to reach over $54 million in premiums

due to growth in new business . A new life insurance shell

company was acquired in October, 1999, that is licensed

in the majority of states, to enable us to grow our individual

universal life insurance product .

Alex Griffin , a member of the

Chicagoland Laborers Local 6,

works on the construction of

550 West Washington , a down-

town Chicago office building

funded by J For Jobs.
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Direct written premiums for the fiduciary line

surpassed the 1998 level by $4 .9 million, to reach

$21 .4 million, indicating the Company has turned the corner

in re-establishing the fiduciary business after defection

of the managing general agent led to a significant decline

in premiums in 1998. The Company established in-house

capabilities in the marketing and underwriting areas for

the property and casualty products to become self-sufficient .

In November, 1999, the Company also completed the acqui-

sition of Tri-City Brokerage, Inc ., a property and casualty

insurance brokerage business, which is expected to further

enhance the growth in the property and casualty lines .

Fee-based income operations also grew in 1999 .

Zenith Administrators, Inc . maintained an upward trend,

with new business and fee increases accounting for

a 14 percent increase over the prior year to reach

$62.3 million in fee income . Zenith's profitability, although

impacted by higher than anticipated Y2K expenses,

continued on a positive trend .

Trust Fund Advisors, Inc . (TFA) fee income grew

23.3 percent over the prior year, to reach $23 .7 million,

showing sustained growth in our assets under management,

which now total $7 .4 billion for third parties and Union Labor

Life's separate accounts and accumulation funds . TFA main-

tained its level of profitability in 1999 . Financial Freedom,

assisted by a fee on securitization, achieved profitability in

1999 . AMI Capital, our mufti-family mortgage operation,

generated a loss in 1999 for the first time since we acquired

it, due to adverse market conditions .

Sales, general and administrative (SG&A) expenses

decreased as a percentage of total income to 31 percent

in 1999 compared with 35 percent in 1998 . The absolute

growth was due to internal staffing of the property and

casualty underwriting and marketing functions, business

expansion and new offices for Zenith and AMI Capital, newly

acquired companies such as HomeFirst and Tri-City Broker-

age, and a higher level of SG&A allocated from reinsurers

due to growth in reinsurance .

Total assets grew $1 .2 billion in 1999 to surpass

$5 .0 billion . The majority of the increase was due to an

increase in the value of the Global Crossing stock investment

and growth in our continuing lines of insurance .

Total stockholders' equity at December 31, 1999,

surpassed $1 .2 billion, reflecting a $746 .7 million increase

from December 31, 1998, due principally to the Global

Crossing realized arid unrealized gains noted above . The

Company also redeemed $15 million in stock, as part of its

stock repurchase offer in November, 1999 . The net result

was a 164 percent increase in stockholders' equity for 1999 .

The Company's retained earnings increased $47 .0 million

due principally to the Global Crossing gains, which were

partially offset by the after-tax loss from operations

and stock tender and redemptions to reach $78 .8 million

at December 31, 1999 .

Stephanie Brown, a senior

programmer analyst in

Zenith's Seattle office, assures
medical screening patients

privacy throughout the

screening process .
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Report of Independent Accountants

pRiCEWA7ERHOUSECWPERS

To the Board of Directors and Stockholders of ULLICO Inc .

In our opinion, the accompanying consolidated balance sheets and the related

consolidated statements of income and changes in retained earnings, changes

in stockholders' equity and cash flows present fairly, in all material respects,

the financial position of ULLICO Inc. and its subsidiaries (the "Company")

at December 31, 1999 and 1998, and the results of their operations and their

cash flows for the years then ended in conformity with accounting principles

generally accepted in the United States . These financial statements are the respon-

sibility 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 auditing standards generally accepted in the

United States , which require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material

misstatement . An audit includes examining , on a test basis, evidence supporting

the amounts and disclosures in the financial statements, assessing the accounting

principles used and significant estimates made by management , and evaluating

the overall financial statement presentation . We believe that our audits provide

a reasonable basis for the opinion expressed above .

Washington, D.C .
March 24, 2000
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ULLICO Inc ∎

Consolidated Balance Sheets
0

(in thousands, except share amounts)

∎
1999

As of December 31,
1998 ∎

Assets

Fixed maturities : ∎
Available for sale, at market $ 314 478 $ 309 977

0
, ,

Held to maturity, at amortized cost 1,298 2,594

Equity investment in Global Crossings Ltd isee Note 3) 1,533,742 379,542 ∎
Other e uit securities at market 18230 42 163q y , , , ∎
Investments in limited partnerships 134,386 53,271

Mortgage loans :

Held for investment, net of reserves 125,362 100,307
U

Held for sale 20,055 22,714 U

Real estate, net of reserves

Short-term investments

8,824

208,241

8,910

302,108
r

Total Investments 2,376,568 1,221, 586 ∎

Cash 46,293 9,474
U

Investment income due & accrued 7,486 6,723 ∎
Premiums and other receivables 93,127 55,236

R i bl iti ld 1005 0ece va e on secur es so ,
Reinsurance recoverable 289 587 229 273

E
Property and equipment, net of depreciation

,

51,433

,

41,579

Intangible assets, net of amortization 33,589 19,236 ∎
Deferred acquisition costs, net of amortization 20,475 18,970
Income taxes receivable - current 78

Other assets 34,075 34,538 0
Separate account assets 2,072,842 2,035,174

0
Total Assets $ 5,025,475 $3,676,966

∎
The accompanying notes are an integral part of the financial statements .
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ULLICO Inc .

Liabilities

Policy and claim

Health

Consolidated Balance Sheets
(in thousands, except share amounts)

reserves :

Life & annuities

Property & casualty

Deposit-type annuity contracts

Policyholder funds on deposit

Policyholder dividends payable

Unearned & advance premiums. . . . . . . . . .
Total Policy Liabilities

Notes payable

Accounts payable & other liabilities

Reinsurance balances payable

Brokerage premiums due and unearned commissions

Accrued pension & other postretirement benefits

Income taxes payable - current

Income taxes payable - deferred

Separate account liabilities

Minority interest

Total Liabilities

Stockholders ' Equity

Capital stock ($25 par value ; 2,000,000 shares authorized ;
issued and outstanding 315,472 in 1999 and 316,633 in 1998)

Class A common stock, voting ($1 par value ; 12,000,000 shares
authorized; issued and outstanding 7,780,103 in 1999
and 7,987,549 in 1998)

Class B common stock, nonvoting ($1 par value ; 12,000,000
shares authorized ; issued and outstanding 133,280 in 1999
and 1998)

Capital surplus

Unrealized gains, net of deferred tax

Retained earnings

Total Stockholders' Equity

Total Liabilities & Stockholders ' Equity

The accompanying notes are an integral part of the financial statements.

As of December 31,

1999 1998

$ 148,296

266,311

110,456

131,058

32,583

23,061

22,356
734,121

$ 113,879

167,664

153,576

197,842

32,523

24,744

19,951

710,181

144,432

106,795

84,398

31,143

30,387

591

616,543

2,072,842

2,473

$3,823,725

$7,887

7,780

133

181,979

925,209

78,762

$ 1,201,750

$ 5,025,475

136,039

73,934

94,438

22,866

146,85b

2,035,174

2,398

$ 3,221,885

$7,916

7,988

$ 455,081

$2,676,966

0



ULLICO Inc .

Consolidated Statements of Income
and Changes in Retained Earnings
(in thousands)

U

∎
a

For the years ended December 31,

1999 1998

Income ∎
Premium income :

Health $ 237,651 $ 216,515 U
Life & annuities 68,079 61,232
Property & casualty 48,055 47,104 ∎

Fee based income 146 271 122 587
Investment income, net of expenses

,
48,201

,
53,262 r

Realized gains on investments 199,537 7,594
Net gain on mortgages held for sale 4,459 8,046 U

Other income 1146 7 857, , ∎
Total Income 758,367 524,197

Benefits & Expenses
Policy and contract benefits :

Health 228,841 186,354

U

Life & annuities 58 887 51 227 U
Interest on deposit-type annuities and policy funds

,
11,196

,

17,499

Losses incurred - property & casualty 32,719 26,657 ∎
Loss adjustment expenses property & casualty 14,587 7,074
Dividends to policyholders 11,981 14,408 U

Total benefits and claims expenses 358,211 303,219
Commissions 7,617 1,628

U

Sales, general & administrative expenses 236,864 182,045
Restructuring and Year 2000 costs 16,709 3,333

m Taxes, licenses & fees 14,295 11,753 I
Interest expense 11,393 9,034

Total Expenses 645,089 511,012

Net Income before Federal and State income taxes 113,278 13,185
State income tax (expense) benefit (19, 339) (532)
Federal income tax (expense) benefit (34, 923) (4,045) U

Net Income before minority interest 59,016 8,608
Minority interest (116) (326)

Net Income $ 58 900 $ 8 282, , ∎
Retained Earnings, beginning of year $ 31,824 $ 29,835

Dividends to referred certificate holders (836) Up
Dividends to stockholders (4 892),
Tender offer and redemptions (11,962) (565) I

Retained Earnings , end of year $ 78,762 $ 31,824

The accompanying notes are an integral part of the financial statements . U

U
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ULLICO Inc .

∎ Consolidated Statements of
Changes in Stockholders' Equity

U (in thousands)

For the years ended December 31,a 1999 1998

U Stockholders' equity, beginning of year $ 455,081 $ 244,782

Comprehensive Income :a
Net income 58,900 8,282

∎ Accumulated other comprehensive income :

∎
Change in unrealized gains, net of $627,406 and

$157,186 in tax for 1999 and 1998, respectively 702,573 211,258

0 Total comprehensive income 701,473 219,540

Other items∎
Di id idd (5 728)v en s pa ,

∎ Issuance of stock 500 1,471

Reinvested dividends and conversion fees 285
0

Conversion and other fees (888)

U Tender offer (15,000) (4,296)

Redemptions (304) (85)
0 . . ..

T t l
. . .. . . .. . . .. . . .. .. .. .. .. . . .. . . .. . . .. . . .. . . .. .. .. .. .. .. .. . . .. . . .. . . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . . ... . .. . . .. . . ... . .... ... . ... . ... . .... ... . .... .... .. . . .. .

(14 804)itth (9 241)o a emso er. . . . . . . . . . . . . . . . .. . . . .. . . . . . . . . . . . . _ . . . .
, ,

0 Stockholders' equity, end of year $ 1,201,750 $ 455,081

∎ The accompanying notes are an integral part of the financial statements.

U
∎
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ULLICO Inc .

Consolidated Statements of Cash Flows
(in thousands)

Cash flows from operating activities :
Net Income
Adjustments to reconcile net income to net cash provided by (used in)
operating activities :

Interest credited to investment-type annuity contracts and policy funds
Amortized deferred policy acquisition costs
Capitalized deferred policy acquisition costs
Deferred income taxes
Depreciation and amortization expense
Net realized gains on investments
Mortgages originated for sale
Mortgages sold
Change in investment income due and accrued
Change in premiums and other receivables
Change in reinsurance recoverablelpayable
Change in other assets
Change in policy liabilities
Change in other liabilities
Change in current Federal income taxes

For the years ended December 31,

1999 1998

$ 58,900 S 8,282

11,196 17,499
9,031 2,056
(10,536) (9,327)
(532) 6,222
3,104 5,158

(199,537 ) (7,594)
(251,519) (391,202)
254,417 375,026
(7631 421

(37,891) (7,839)
(70,354'( (30,492)
462 3,468

90,665 38,822
71,526 2,221
669 (4,311)

Change in other, net (6,624) (4,122). . . . . . . . . . . . . . . . . _ .. . . . . . . . . .
Cas h (used in) provided by operating activities (77,786) 4,288
Cash flows from investing activities :
Proceeds from sales and maturities of investments :

Fixed maturities
Equity securities
Real estate
Mortgage loans
Limited partnerships

Purchases of investments :
Fixed maturities
Equity securities
Mortgage loans
Limited partnerships

Purchases of property and equipment
Other
Cash flows provided by investing activities
Cash flows from financing activities :

Investment product deposits
Investment product withdrawals
Dividends and preferred certificate payments
Issuance of stock
Purchase of common stock
Proceeds from borrowings
Repayment of borrowings

104,273 104,562

(179,194) (147,994)
(5,728)

500 1,468
(15,143) (4,374)
226,776 410,930
(218,383) (357,123)

Other (161) (605). .. . .. . .. . . . . . . . . . . . . .. . . .. . . . . . . .. . . ._ . ._ ., . . . . . ._ . ., . . ., . . . . . . . .. .. . _. . . . . . . . . . . ., . . . . . . . . . . . .
Cash provided by (used in) financing activities (81,332) 1,136
Net change in cash and short term investments (57,048) 72,289
Cash and short term investments, beginning of year 311,582 239,293

Cash and short term investments, end of year $254,534 $ 311,582

The accompanying notes are an integral part of the financial statements .

99,987 163,456
243,778 16,951

7,988
40,273 33,709
19,491 4,542

(119,326) (57,915)
(26,405) (26, 798)
(64,623) (40,106)
(73,483) (24,582)
(19,172) (9,045)
1,550 (1,3351

.. . . ._ . .- - . . _ . . . . .
102,070 66,865
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ULLICO Inc.

Notes to the Consolidated Financial Statements
For the Years Ended December 37, 7999 and 7998

Note 1-Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of ULLICO Inc ., a financial holding

company, and its subsidiaries (collectively, "ULLICO" or "the Company") . ULLICO Inc .'s principal wholly owned

subsidiaries include The Union Labor Life Insurance Company ("Union Labor Life"), Union Standard of America

Life Insurance Company ("USA Life"), Bradford National Life Insurance Company ("Bradford"), UNIONCARE, Inc .

("UNIONCARE"), Ulico Casualty Company ("Ulico Casualty"), Ulico Indemnity Company ("Ulico Indemnity"), Ulico

Standard of America Casualty Company ("USA Casualty"), USACC Property ("USACC"), Ulico Insurance Group, Inc .

("Ulico Insurance Group"), Tri-City Brokerage, Inc . ("Tri-City"), Zenith Administrators, Inc ("Zenith"), Trust Fund

Advisors, Inc . ("TFA"), AMI Capital, Inc . ("AMI Capital"), Financial Freedom Senior Funding Corporation ("Financial

Freedom"), HomeFirst, Inc. ("HomeFirst"), MRCo . Inc . ("MRCc"), Ullico Mortgage Corporation ("Ullico Mortgage"),

Genpar, Inc . ("Genpar"), and Ullico Management Company ("Ullico Management") .

Union Labor Life was founded in 1925 by the officials of the American Federation of Labor to provide low cost insurance

protection to union members and their collectively bargained union benefit plans . ULLICO Inc . was formed in 1987 to

facilitate the restructuring of the insurance subsidiaries and to enable the Company to expand its investment services

capabilities through noninsurance subsidiaries . Ownership of ULLICO's stock is restricted to labor organizations, their

members, their members' benefit trusts, and directors and officers of the Company .

The activities of the Company cover a broad range of financial services provided principally to labor unions and their

members, including life and health insurance, managed care and administrative services, property casualty insurance,

investment advisory services, asset management, and mortgage banking and servicing activities . All significant

intercompany balances and transactions have been eliminated in consolidation .

a 0-
Basis of Presentation

a

∎
∎

a

S
0

U

∎
a

U

The financial statements are prepared in accordance with accounting principles generally accepted in the United States

(GAAP) . The preparation of financial statements requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities at the date of the financial statements and reported amounts of revenues

and expenses during the reporting period . Actual amounts could differ from these estimates due to a number of factors,

including changes in the level of mortality , morbidity, interest rates and asset valuations, and such differences could

occur in the near term .

Certain of the 1998 amounts have been reclassified to conform to the 1999 presentation .

∎
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Principal Accounting Policies

Invested Assets

Bonds and other fixed maturity securities which may be sold are designated "available for sale" and are reported at market

value. Fixed maturity securities that the Company has the intent and ability to hold to maturity are designated as "held

to maturity" and are reported at amortized cost, Equity securities (common stocks and preferred stocks) are reported

at market value . Changes in the market value of fixed maturities available for sale and equity securities, net of deferred

income taxes, are recorded as a separate component of stockholders' equity, and accordingly have no effect on net income .

Short-term investments include money market funds and other short-term investments whose maturities at the time

of acquisition were one year or less . These investments are carried at amortized cost which approximates market value .

Mortgage loans "held for investment" are carried at unpaid principal balances, less impairment reserves . For mortgage
loans considered impaired, a specific reserve is established . A general reserve is also established for probable losses

arising from the portfolio but not attributable to specific loans . Mortgage loans are considered impaired when it is probable

that the Company will be unable to collect amounts due according to the contractual terms of the loan agreement . When

a mortgage loan has been determined to be impaired, a reserve is established for the difference between the unpaid

principal of the mortgage loan and its fair value . Fair value is based on either the present value of expected future cash

flows discounted at the mortgage loans's effective interest rate or the fair value of the underlying collateral. Mortgage
loans "held for sale" are carried at the lower of cost or market, using the specific identification method .

Real estate investments are carried at cost, less accumulated depreciation . Foreclosed real estate is carried at lower

of cost or fair value .

Mortgage and real estate valuation reserves have been provided for impairment of mortgages and real estate . Changes

in the reserves are reflected in realized gains or losses .

Limited partnerships that are invested in publicly traded stocks are carried at market value . Otherwise, limited partnership

investments are reported at cost net of equity adjustments to arrive at the carrying value .

∎
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Investments that have experienced an other than temporary decline in value are written down to fair value by a charge 6

® to realized losses. This fair value becomes the new cost basis of the particular investment. ∎

Benefit Reserves and Policyholder Contract Deposits

Life and health insurance products consist principally of group insurance policies . Most of the Company's group life and

health insurance policies are participating . Therefore, in addition to guaranteed benefits, they pay dividends, as declared

annually by the Company based on its experience . The group life and health insurance claim reserves are based on
projections of historical claim development. The policy reserves are based on assumptions for mortality and morbidity

rates consistent with the cash values . Investment rates are consistent with the Company's dividend practices . For most

life policies, reserves are based on the American Experience Mortality Table and the 1941, 1958, or 1980 Commissioners'
Standard Ordinary (CSO) mortality table at interest rates ranging from 2 .25% to 6% .

Investment-type annuity products consist primarily of guaranteed investment contracts (GICs) and single premium annuity
contracts . Annuity reserves consist principally of liabilities for group pension funds that are deposited on behalf of groups

to provide immediate and future retirement benefits to group members .

Benefit reserves and policyholder contract deposits on annuity products are determined following the retrospective

deposit method and consist of policy values that accrue to the benefit of the policyholder, before deduction of
surrender charges .

a
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i The reserves for losses and loss adjustment expenses for property and casualty insurance policies include estimates

for losses and claims reported prior to the balance sheet date, estimates of claims incurred but not reported (based

on projections of historical developments), and estimates of expenses for investigation and adjusting all incurred

and unadjusted claims . Reserves are continually monitored and reviewed, and as settlements are made, the reserves

are adjusted .

Premiums , Charges and Benefits

. Premiums for life policies are recognized when due . Premiums for property and casualty and accident and health policies

are generally earned over the contract term .
i

Benefits claims (including an estimated provision for claims incurred but not reported), benefit reserve changes, and

expenses lexcept those deferred) are charged to income as incurred . Certain 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 .

Certain investment-type annuity contracts are treated as deposits . Revenues for investment-type products consist

of policy charges for the cost of insurance, policy initiation, administration and surrenders during the period . Expenses

include interest credited to policy account balances and benefit payments made in excess of policy account balances .

∎ Credited interest rates range from 4 .7% to 8.7% in 1999 .

i Deferred Policy Acquisition Costs

The costs that vary with and are directly related to the production of new business have been deferred to the extent

deemed recoverable. Such costs include commissions and certain costs of underwriting, policy issue and marketing .

The deferred costs are amortized and charged to income over the expected life of the policies .

Investment Income

Bond premium and discounts are amortized into income over the life of the related security as an adjustment to yield using

the effective interest method .

Realized capital gains and losses on sales of investments are based upon specific identification of the investments sold

and do not include amounts attributable to separate accounts .

Policyholder Dividends

As of December 31, 1999, approximately 76% of the Company's in force life and health business was written on a

participating basis . Dividends are earned by the policyholders ratably over the policy year. Dividends are included in the

accompanying financial statements as a liability and as a charge to operations .

∎
Reinsurance

Premiums, benefits and expenses are recorded net of experience refunds, reserve adjustments and amounts assumed

from or ceded to reinsurers, including commission and expense allowances .

Separate Accounts

Union Labor Life maintains separate account assets and liabilities, representing net deposits and accumulated net invest-i

ment earnings less fees, held primarily for the benefit of tax-qualified group pension contract holders, which are reported

at market values or estimated fair values in the Company's consolidated balance sheet . The Company does not bear the

investment risks . The assets consist primarily of equity securities, publicly traded long-term bonds, mortgages, real estate

∎
∎
U

and short-term investments .
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Income Taxes

Deferred income tax assets have been recorded for temporary differences between the reported amounts of assets

and liabilities in the accompanying financial statements and those in the Company's income tax returns,

Property and Equipment

Union Labor Life and USA Casualty own their respective home office buildings . The buildings are carried at cost,

net of accumulated depreciation using a 50 year useful life. Capitalized software includes purchased software and direct

costs associated with internally developed software . Software is amortized over 5 years . Depreciation and amortization

expense is determined using the straight-line method . Accumulated depreciation and amortization on property, equipment,

and software is $42 .7 million and $39 .5 million at December 31, 1999 and 1998, respectively .

Intangible Assets

Intangible assets include acquisition related items such as goodwill, customer lists, mortgage servicing rights and value of

insurance in force . Acquisition intangibles are amortized over periods up to 20 years . Accumulated amortization on intangible

assets is $10 .6 million and $8 .0 million at December 31, 1999 and 1998, respectively .

Acquisitions

HomeFirst, Inc .

In June, 1999 Financial Freedom acquired 100% of the stock of Transamerica HomeFirst, Inc . (then renamed

the company HomeFirst, Inc .), a reverse mortgage company. The acquisition is accounted for as a purchase

for accounting and financial reporting purposes . The fair value of assets received exceeded the purchase price

resulting in negative goodwill of $1 .7 million, which is being amortized over 5 years . Concurrent with the

acquisition, approximately $200 million in reverse mortgages were sold and securltized, with HomeFirst retaining

the mortgage servicing rights .

Bradford National Life Insurance Company

In October, 1999 Union Labor Life Insurance Company purchased 100% of the stock of Bradford National Life Insurance

Company for $12 .5 million . Included in the purchase price is $2 .5 million of goodwill, which is being amortized over

a 20 year period . All business written by Bradford prior to the acquisition has been ceded 100% under an assumption

reinsurance agreement to American Founders Life Insurance Company . The acquisition is accounted for as a purchase

for accounting and financial reporting purposes . This new insurance subsidiary will begin operations under the name
National Union Life Assurance Company in May 2000 . ULLICO plans to write universal life insurance business in this

new insurance entity.

Tri-City Brokerage

In October, 1999 ULLICO formed a new property and casualty marketing and underwriting company called Ulico Insurance

Group, which is intended to support the Ulico Casualty insurance companies . Capital of $7 .8 million was contributed to the

new entity. In November, 1999, Ulico Insurance Group acquired 100% of the stock of three commonly-owned wholesale
property and casualty brokerage businesses : Tri-City Brokerage, Inc ., Tri-City Brokerage of Illinois, Inc ., and Tri-City Brokers,

Inc . for $5 .3 million and assumed notes payable of $4 .3 million . The purchase price exceeded the net value of assets

received, resulting in goodwill of $12 .8 million, which is being amortized over a 20 year period . The Company committed
$3.5 million in additional capital to fund working capital needs, $2 .8 million was contributed in November, 1999 . The acqui-

sition is accounted for as a purchase for accounting and financial reporting purposes . The property and casualty group

plans to expand its marketing capabilities through Tri-City Brokerage .
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Note 2-Investment Securities

The amortized cost, gross unrealized gains, gross unrealized losses and estimated fair value of investments available for

sale as of December 31, 1999 and 1998 areas follows hn millions)

1999
Gross

Amortized Unrealized
Available forSale Cost Gains

1998

0
U

0

0

0

∎
0

∎
0

a
a
∎
∎
∎

Amortized
Cost

U .S. Treasury securities $ 121 .7 $ 0.3 $ 1 .7 $ 120.3

Industrial and other corporate bonds 60.6 0.5 0.9 60.2

Mortgage backed securities 135.3 1 .1 2 .4 134.0. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Fixed maturities available for sale 317.6 1.9 5.0 314.5

Equity securities 27.7 6.4 3.9 30.2

Equity investment in Global Crossings Ltd 7 .0 1,526.7 - 1,533.7

Limited Partnerships 107.9 26.5 134.4

Mortgage Loans held for sale 20.0 -

Total Available for Sale $480.2 $ 1,561 .5

Available for Sale

U .S. Treasury securities
Industrial and other corporate bonds

Mortgage-backed securities.. .. .. .
Fixed maturities available for sale

Equity securities

Equity investment in Global Crossings Ltd

Limited Partnerships

Mortgage Loans held for sale

Total Available for Sale

$ 113 .2

51 .4

137.7

302.3

38.2

14.6

50 .1

Gross Estimated
Unrealized Fair
Losses Value

- 20.0

$8.9 $2,032 .8

Gross Gross Estimated
Unrealized Unrealized Fair
Gains Losses Value
$ 4.2 $0.1 $ 117.3

1 .7 2.5 50.6

4.4 142.1

10.3 2.6 310.0

8.1 4.1 42.2

364.9 - 379.5

3.7 0.5 53.3

22.7 - - 22.7

$427 .9 $387.0 $7 .2 $807 .7

0
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The amortized cost and estimated fair value of fixed maturity securities at December 31, 1999 by contractual maturity are

shown below (in millions) :
w

0

Available for Sale
Amortized

Cost
Estimated
Fair Value

0
Due in one year or less $ 13 .9 $13 .9
Due after one year through five years 127 .7 126.4 I

Due after five years through ten years 49 5 48 7. . ∎Due after ten years 126.5 125.5

Total Available for Sale $317,13 $ 314.5

0
Sales of fixed maturities available for sale were $66 .2 million and $137 .9 million for the fiscal years ended December 31,
1999 and 1998, respectively .

The held to maturity fixed maturities are carried at amortized cost of $1 .3 million and $2 .6 million at December 31, 1999
and 1998, respectively. They are primarily private placement investments whose fair value is not readily available . Fair

value is estimated to approximate amortized cost .

Held to Maturity

Due in one year or less
Due after one year through five years

Due after five years through ten years

Total Held to Maturity

Amortized
Cost

Estimated
Fair Value

$ 1 .1 S 1 .1

0 .2 0.2

-

S 1 .3 $ 1 . 3

0
0

I

0

N
0

N
Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay

obligations with or without prepayment penalties . Mortgage-backed securities are included based on their final maturity . 0

0

Realized gains (losses) on investments for the years ended December 31, 1999 and 1998 are summarized as follo

(in millions),

ws

N

0

N
Realized Gains (Losses) 1999 1998
Fixed maturities available for sale $(4.9) $2 .8 0

Equity securities 199.0 3 .0 ∎
Mortgage loans held for investment (0 .2) 0 .8
Real estate 0 .3 r
Limited partnerships 6 5 0 7. . 0
Short-term investments (0 .9)

Total Realized Gains $ 199 .5 $7 .6 N
∎
0
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Gross realized gains on investments were $211 .8 million and $8 .6 million for the years ended December 31, 1999 and

1998, respectively . Gross realized losses on investments were $12 .3 million and $1 .0 million for the years ended

December 31, 1999 and 1998, respectively.

Net unrealized appreciation on available for sale securities as of December 31, 1999 and 1998 is summarized as

follows (in millions) :

1999 1998

Net unrealized appreciation (depreciation) :

Fixed maturities $ (3.1) $ 7.7

Equity securities 2.5 4.0

Investment in Global Crossings Ltd 1,526 .7 364,9

Limited partnerships 26.5 3,2

Deferred income taxes (627.4) (157 .2)

Net unrealized appreciation $925.2 $ 222 .6

The changes in net unrealized gains, net of deferred taxes, were $702 .6 million in 1999 and $211 .2 million in 1998 .

Net investment income, by type of investment, is as follows for the years ended December 31, 1999 and 1998

(in millions) :

Gross investment income :

Fixed maturities

Equity securities

Mortgage loans :

Held for sale
Held for investment

Real estate
Limited partnerships

Short-term investments

1999 1998

$22.4 $24.1

0.9 1.1

6.1

6 .0

0 .7

(0 .9)

16 .1

Other, net 0.3
. . . . . . . . . . . . . . . . . . . . . . . .
Gross investment income 51 .6

Less investment expenses (3 .4)
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5 .0

6.4

0.6

2 .8

14 .6

0 .3

54.9

(1 .6)

Net Investment Income $48-2 $ 53 .3

∎



Note 3-Investment in Global Crossings Ltd

During 1997, the Company invested $7 .6 million in GT Parent Holdings LDC commonly referred to as Project Nautilus,

a private placement investment . In 1998, Global Crossings Ltd ("Global Crossings") was incorporated and the Nautilus

operations were merged into this entity . On August 19, 1998, Global Crossings became a publicly traded entity . In June,

1999 the Company sold 3,070,738 shares of Global Crossings as part of the U .S . West tender offer, realizing an after-tax

gain of $108 .4 million .

At December 31, 1999, the Company recorded at market its entire remaining position in Global Crossings, including

unexercised warrants, resulting in a potential after-tax unrealized gain of $908 .4 million . Future market variability could

change the value of this investment significantly . At December 31, 1998, the Company recognized an after-tax unrealized

gain of $213 .5 million, excluding unexercised warrants . SEC restrictions on the sale of the stock prohibited the Company

from recording the entire holding at fair market value at December 31, 1998 .

At December 31, 1999, the Company's unexercised warrants include the right to subscribe for and purchase, in whole

or in part, 697,934 shares of Global Crossings common stock at a purchase price of $9 .50 per share at any time prior

to August 12, 2008 .

Note 4-Mortgage Loans-Held for Investment

Mortgage loans held for investment and the related reserves are as follows at December 31, 1999 and 1998
(in millions).

1999 1998

Commercial mortgages $84.2 $58 .9

Residential mortgages 428 43 .0

Less: Mortgage valuation reserves (1.6) (1 .6)

Net mortgage loans $ 125.4 $ 100.3

A reconciliation of the reserve balance , including general reserves , for mortgage loans for 1999 and 1998 is as follows

(in millions) :

1999 1998

Balance, January 1 $ 1 .6 $2 .1

Charge-offs, net of recoveries - -
Increase (decrease) to reserves - (0 .5)
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∎ The Company's mortgage loans held for investment, net of related reserves, for significant States at December 31, 1999 is

as follows (dollars in millions) :

0 Number Balance % of portfolio

∎ District of Columbia 5 41 .5 33.1%
California 30 13 .1 10.4%

0 Florida 12 9 .2 7.4%

Iowa 1 7 .0 5.6%

0 Virginia 27 6.6 52%
Maryland 17 5 .9 4.7%

Other States and Municipalities .. . .. . .. . . .. . . .. . . . . . . .. 44 42 .1 33.6%. . . . . . . . . . . . . . . . . . . . . .
Total 136 $ 125 .4 100.0%

U

0

U

0 Note 5-Real Estate

∎ Investment real estate (excluding home office properties) is as follows at December 31, 1999 and 1998 (in millions) :

0 1999 1998

Foreclosed $4 .2 $4.2
0

Investment 4 .9 5.0

0 Less: Real estate valuation reserves
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .

(0 .3) (0 .3)
. .._ .._ .._

Net Real Estate Investment $8 .8 $8.9
0
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Note 6-Claim Reserves

Activity in the liability for unpaid life, accident and health claims for 1999 and 1998 is summarized as follows

(in millions) :

1999 1998

Balance, January 1

Less: reinsurance recoverables. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . .
Net balance, January 1

Incurred related to :

$ 102.5 $ 84 .1

9.0 7.5

93.5 76.6

Current year 275.6 224.2

Prior years 0.9 3.7.. .. .. .. .. .. .. .. .. .. . .. . . .. . . .. . . .. . . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . . .. .. .. . . .. .. .. . . .. . . .. .. .. . . .. . . .. . . .. . . . .. . . . . . . . . . . .. . . .. . . .. . . .. . . . . . .. . . .. . . .. . . .. . . .. . . .. .. .. .. .
Total incurred

Paid related to :
Current year

Prior years
. . . . . . . . .. . .. .. . .. . .. . . . . .. ... .. . ... . .. .

Total paid

Net balance, December 31

Plus reinsurance recoverables

276.5 227.9

184.7 150.4

71.7 60.6

256.4 211 .0

113.6 93.5

14.9 9.0
. . .. .... .. .. . . .. .. .. . . .. . . .. .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . .. .. . . . .. .. .. . . . . . ._ . . . . . . . . . . .

Balance , December31 $ 128.5 $ 102.5

Activity in the liability for unpaid property and casualty losses and loss adjustment expenses for 1999 and 1998 is

summarized as follows On millions) :

1999 1998

Balance, January 1 $ 153.6 $ 136.4

Less : reinsurance recoverables 76.6 45.4. . .. .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Net balance, January 1 77.0 91 .0

Incurred related to :

Current year 35.2 30.1

Prior years 15.0 (0.2)
.. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . ... . .. . . .. .. .. .. .. .. .. .. .

Total incurred 50.2 29.9

Paid related to :

Current year 9.6 10.0

Prior years 39.7 33.9
. . . . . . . .. . .. . . . . . . . . . . . . . . .. . . . . . . .. . . . . . . . .. . .. . ._ _

Total paid 49.3 43.9

Net balance, December31 77.9 77.0

Plus reinsurance recoverables 32.6 76.6

Balance, December31 S 110.5 S 153 .6
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During 1999, the Company's property and casualty operations experienced adverse development from prior accident

years in several lines of its business, totaling $15 .0 million . Two large and unexpected losses were incurred in the other
liability line of business relating to prior accident years . Unexpected losses were also incurred in the California contractors'

block of business in the commercial lines, which has been in run off since 1998 . Finally, the workers' compensation line

of business in Florida incurred additional loss development during 1999 which related to prior accident years .

Note 7-Reinsurance

In the normal course of business, the Company assumes risks from and cedes certain parts of its risks with other

insurance companies . The primary purpose of ceded reinsurance is to limit losses from large exposures .

Reinsurance contracts do not relieve the Company of its obligations to policyholders . To the extent that reinsuring

companies are later unable to meet obligations under reinsurance agreements, the Company would be liable for these
obligations . The Company evaluates the financial condition of its reinsurers and limits its exposure to any one reinsurer .

Union Labor Life maintains certain reinsurance agreements under excess of loss, quota share, and catastrophe

coverage whereby it retains a maximum of $625,000 of coverage per policy for group health and stop loss, $100,000 per

life for group life and $50,000 per life for individual life insurance policies .

The property and casualty subsidiaries also maintain certain reinsurance agreements for the workers' compensation line

of business, where all losses in excess of $350,000 per occurrence, up to a maximum of $50,000,000 are ceded and for

the fiduciary and trustee lines of business where all losses in excess of $2,000,000 are ceded, and for the casualty lines
where all losses in excess of $350,000 are ceded . An excess property contract is maintained for all losses in excess of
$200,000. An excess surety contract is also maintained covering losses in excess of $750,000 .

On January 1, 1997, the Company's property and casualty subsidiaries entered into a quota share reinsurance agreement .
Under this treaty, 25% of the net unearned premium reserve as of December 31, 1996 and 25% of the Group's net
written premium for policies incepting in 1997 were ceded to the reinsurer . In return, the reinsurer accepted 25% of

the losses and loss adjustment expense on such policies, subject to an aggregate loss limit of 74% of their share of the
premium. If the aggregate losses should exceed 98% of the aggregate premium, the reinsurer shall then be liable for the
losses in excess of 98% up to 108% . This contract was terminated on a run off basis at the expiration of the agreement
as of December 31, 1997 .

On January 1, 1998, the Company's property and casualty subsidiary entered into a 75% quota share agreement with

American Home Assurance Company on the worker's compensation business . This agreement applied only to workers'

compensation and employer's liability policies for which at least 70% of the estimated annual premium were subject to
Collectively Bargained Workers' Compensation Agreement .

Life and health premiums assumed from other companies totaled $55 .1 million and $47 .0 million in 1999 and 1998,
respectively . Life, health, and annuities premiums ceded to other companies totaled $51 .7 million and $35 .6 million
in 1999 and 1998, respectively .

Premiums ceded by the Company's property and casualty subsidiaries totaled $124 .6 million and $100 .6 million in 1999
and 1998, respectively . Loss and loss adjustment expense ceded under these agreements totaled $124 .2 million and
$75.3 million at December 31, 1999 and 1998, respectively .

Premiums assumed by the Company's property and casualty subsidiary totaled $11 .7 million and $15 .7 million in 1999
and 1998, respectively .

∎
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Note 8-Benefit Plans

The Company maintains two funded noncontributory defined benefit pension plans that cover certain eligible employees .

The Company sponsors several unfunded non-qualified defined benefit, supplemental pension, supplemental retirement,

and deferred compensation plans . The Company also maintains five defined contribution 401(k) plans that cover substan-

tially all employees . The Company's funding policy for the defined benefit plans is to contribute annually the maximum

amount deductible for Federal income tax purposes . The primary defined benefit pension plan has been fully funded for

Federal tax purposes since 1986 .

The 401(k) defined contribution plans provide that the participants may contribute up to 14% of their compensation

with the Company making matching contributions on the first three percent . The Company made contributions

of $0.9 million in 1999 and $1 .5 million in 1998. In addition, the Company made profit sharing plan contributions of

$0.5 million in 1999 and 1998 .

The Company provides post retirement health and life insurance benefits for certain eligible employees . In 1998, post

retirement life and health insurance benefits were changed for current and future employees . These plan modifications

reduced the 1998 post retirement benefit expense by $0 .9 million .

Qualified Pension Non qualified Post
Benefits Pension Benefits Retirement Benefits

1999 1998 1999 1998 1999 1998

Benefit obligation at
December 31 $70.4 $76.3 $30 $3-1 $19 .9 $21 .5

Fair value of plan
assets at December 31 126.3 112 .2

Funded status 55.9 35.9 (3 .0) (3 .1) (19 .9) (21 .5)

Accrued benefit cost
recognized in the
Balance Sheet (0 .6) (0 .5) (2 .7) (2 .4) (20 .5) (18 .2)
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Qualified Pension
Benefits

Non qualified
Pension Benefits

Post
Retirement Benefits

1999 1998 1999 1998 1999 1998

Weighted -average
assumptions as of
December 31

Discount rate .5% .5% .5% .5% .5% .5%

Expected return on
plan assets 9 .0% 8 .1% - - - -

Rate of compensation
increase 5 .4% 5.4% 5.0% 5.0% 5.0% 5.0%

For measurement purposes, an 8 .2 percent annual rate of increase in the per capita covered health care benefits was
assumed for 1999 . The rate was assumed to decrease gradually to 5 .5 percent for 2006 and remain at that level thereafter .

Qualified Pension
Benefits

Non qualified
Pension Benefits

Post
Retirement Benefits

1999 1998 1999 1998 1999 1998

Benefit cost $0.3 $0.4 $0.4 $0.4 $2 .9 $25

Employer contribution 0.2 0.5 - -

Plan participants' contributions -- - - -

Benefits paid 2 .7 2 .5 0 .1 0 .1 0 .7 0 .6

Note 9-Income Taxes

The Company files a consolidated life-nonlife Federal income tax return including all eligible subsidiaries . The components

of Federal income tax (expense) benefit are as follows (in millions) :

1999 1998

Current

Deferred

Federal Income Tax (Expense ) Benefit

$ (37 .2)

2 .3

$ 134 .91

$ 4.0

(8 .0)

$(4.0)

The reconciliation of taxes computed at the statutory rate of 35% to the income tax (provision) benefit is as follows

tin millions) :

1999 1998

Federal income tax at statutory rate $(32.8) $(4.3)

Preferred certificate dividends and conversion fees - 0.6

Other, net (2 .1) (0 .3)

Federal Income Tax (Expense ) Benefit $ (34 .9) S(4.0)

Federal income taxes paid were $35 .6 million for 1999 and $1 .5 million for 1998, respectively .



0

The tax effects of items comprising the Company's net deferred income tax (liability) asset are as follows at December 31,

I

IN
1999 and 1998 (in millions) :

0
1999 1998

Deferred Tax Liability 0
Deferred policy acquisition costs S 3.6 $ 5.1

Accelerated tax depreciation 6.8 6.6 I

Net unrealized gain on available for sale securities 627 4 157 2 0. .

Mortgage servicing rights 4.4 6 .1

Deferred tax gains 2.6 0.9 I

Other 11 .4 1 .2
0

Subtotal deferred tax liability 656.2 177.1

Deferred Tax Asset 0

Insurance reserves 14.4 9.9
0

Pension and postretirement benefits 9.6 9.2

Real estate and mortgage write-downs 0.9 2 .4 ∎
Policyholder dividends 3.3 3 .1

Intangible assets 1 .1 1 .3 0

Nonlife net operating loss carryforward - 2.6 ∎
Other 10.3 1 .7

Subtotal deferred tax asset 39.6 30.2 ∎
. . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . . .. . . .

Net Deferred Tax Asset ( Liability) $ 1616 .6) $1146 .9) I

0
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0
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Note 10-Borrowings

Notes payable at December 31, 1999 and 1998 consist of the following (in millions) :

1999 1998

Term loan with banks, variable rate (6.56% and 6 .78% at 12/31/99
and 12/31/98, respectively) $ 56.0 $ 70 .0

Line of credit with banks, variable rate (average of 6 .79% at 12/31/99) 20.0 -

Lines of
rate

credit with banks, collateralized
(average of 7 .49% and 7 .39%

with mortgage loans, variable
at 12/31/99 and 12/31/98, respectively) 38 .8 40 .0

Line of c
varia

redit with bank, collateralized w
ble rate (7 .38% and 6 .66% at

ith home office building,
12/31/99 and 12/31/98, respectively) 25.0 25.0

Other 4.6 1 .0

Total Borrowings $ 144 .4 $ 136 .0

The scheduled maturities, including mandatory principal prepayments, of the notes payable are as follows (in millions) :

2000 $ 108.4

2001 14.9

2002 14.9

2003 5.7

2004 0.5

Total $144.4

In 1998, ULLICO Inc . entered into a syndicated term loan with three banks for $70 .0 million, at a variable rate

subject to a maximum of LIBOR plus 1 .50% and a minimum of LIBOR plus .75% . The Company has pledged its

investment in Global Crossings, Ltd as collateral for this note . The Company retains its rights as a Global Crossings

shareholder and its rights to negotiate the stock subject only to financial terms of the note . During 1999, ULLICO Inc .

entered into interest rate swap agreements with two banks which effectively locks in a LIBOR rate of 5 .81%. This

results in the interest rate on the term loan being subject to a maximum of 7 .31 % and a minimum of 6 .56% .

In 1999, ULLICO Inc . entered into a syndicated line-of-credit with three banks for $27 .2 million , at a variable rate subject

to a maximum of LIBOR plus 1 .38% and a minimum of LIBOR plus . 63% . At December 31, 1999 , there were $20.0 million

of loans outstanding on this line of credit-

AM I Capital has $130 .0 million in lines of credit arrangements with outside financial institutions for use in warehousing

mortgage loans . At December 31, 1999, $38 .8 million was outstanding under these lines as reflected above .

In late 1997, Union Labor Life obtained a line of credit, secured by a first mortgage on its home office building . In late

1999, this line of credit was extended for an additional two year term . Outstanding advances owed on this line of credit at

December 31, 1999 were $25 .0 million at an interest rate of LIBOR plus 1 .25%, which was 7 .38% on December 31, 1999 .

Interest paid was $10 .7 million and $8 .6 million for the years ending 1999 and 1998, respectively .
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Note 11-Commitments and Contingencies

Leases

The Company leases office space, data processing and copier equipment and certain other equipment under

operating leases expiring on various dates between 2000 and 2006 . Most of the leases contain renewal and purchase

options based on prevailing fair market values . Lease payments totaled $7 .6 million and $6 .8 million for the years ended

December 31, 1999 and 1998, respectively .

Aggregate future minimum rent payments required under noncancelable operating leases in effect at December 31, 1999

are summarized as follows (in millions) :

Year ending
December 31 :

Minimum Lease
Payments

2000 $7 .5

2001 5.9

2002 4 .1

2003 3.6

2004 2.1

Thereafter 4 .4

Total $27 .6

Financial Instruments With Off-Balance-Sheet Risk

∎
U
∎

∎
0

0

E

∎
U

a

∎

0

0
U

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the

financing needs of its borrowers . These financial instruments include investment commitments related to its mortgage

loans and extension of limited lines of credit . These instruments involve, to varying degrees, elements of credit and inter- U

est rate risk in excess of the amount recognized in the balance sheet ∎
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At December 31, 1999 Union Labor Life and AMI Capital had outstanding commitments to fund mortgage loans as

follows (in millionsh :

1999

AMI Capital-FNMA DUS and GNMA programs $43 .0

AMI Capital -MRS or Whole Loans to Customers 49 .1

Union Labor Life-General account mortgages 103 .2

Total Mortgage Commitments $ 195 .3

Home Office Building

Union Labor Life is in the process of marketing its home office property in anticipation of acquiring a new home office to

be located in the District of Columbia . In late 1999, Union Labor Life committed to a developer to fund a construction loan

and mortgage on a property it may acquire at a future date as its next home office building . As of December 31, 1999

the Company had funded this mortgage in part with advances of $34 .9 million at a 7 .14% interest rate and a maturity

date of October 2002 .

Loan Losses

AMI Capita' has a loss sharing agreement with Federal National Mortgage Associaton (FNMA) whereby losses from the

Delegated Underwriting & Servicing (DUS) program mortgage loan defaults are shared between AMI Capital as servicer

of the mortgage loans and FNMA . AMI Capital's maximum loss exposure on each DUS Program mortgage loan is twenty

percent of the loan's principal balance .

AMI Capital's loan servicing portfolio at December 31, 1999 consists of multifamily property loans in amounts ranging

between $0 .6 million and $50 .0 million located throughout the United States . At December 31, 1999, the aggregate

outstanding principal balance of the loans being serviced was approximately $1 .5 billion . Of these loans, 15% are on

mortgaged properties in the State of Texas and 10% are on mortgaged properties in the state of Massachusetts . AMI

Capital has not experienced a default or loss on a mortgage underwritten by AMI Capital under the DUS Program . AMI

Capital has posted letters of credit in favor of FNMA in the amount of 56 .4 million . At December 31, 1999, the letters

of credit are collateralized by cash of $5 .1 million and certificates of deposit of $1 .3 million .

AMI Capital's allowance for loan losses is determined based upon management's current estimate of its share of future

losses on DUS Program loans . Such estimate considers the financial operations of the income producing multi-family

properties securing each loan, the economics of the market in which the properties are located, as well as the payment

history of each loan . These facts, as well as management's evaluation of such, could change in the near term .

Consequently, subjective judgement is used to determine the allowance for loan losses .

E



The activity in AMI Capital's loan loss reserve account is as follows (in millions} :

S

r

1999 1998 a
Balance, January 1 $2 .4 $2.0

Provision for loan losses 0 .1 0.4 i
Balance , December 31 $ 2 .5 $2.4 a

a
Deposits Held in Escrow

AMI Capital holds debt service and collateral funds in escrow for the benefit of mortgagors for hazard insurance, real

estate taxes, and other financing requirements . At December 31, 1999 and 1998, the funds held in escrow totaled $37 .2

million and $39 .5 million, respectively. These funds and the offsetting liabilities are not presented on the Company's finan-

cial statements in accordance with industry practice . Pursuant to the requirements of the Fannie Mae DUS, FHA and

GNMA programs, the Company maintains bank accounts, holding escrow funds, which have balances in excess of the

FDIC insurance limit .

FDIC Limit

The Company maintains its own funds in bank accounts with balances in excess of the FDIC insurance limit .

Litigation and Unasserted Claims

The Company is involved in various litigation, as both plaintiff and defendant, which has arisen in the ordinary course of

business. In the opinion of management and legal counsel, the litigation will not have a material effect on the Company's

financial position .

Note 12-Capital
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10 The ownership of the Company's stock is restricted to international and national trade unions and other organizations of r

labor and members thereof and to directors and officers of the Company .

During 1998, the Company's remaining Preferred Certificates converted to Class A Stock . Prior to conversion, the

Preferred Certificates bore an annual rate of 8%, payable semi-annually . Upon conversion, the Company paid the holder a

conversion premium of $1 per certificate in cash or at the certificate holder's direction, additional stock, at the time of con-

version . In 1998, 882,550 Certificates were converted to shares of Class A Stock and 9,791 shares of Class A stock were
issued in lieu of paying interest and conversion fees in cash .

The Company made a tender offer during 1999 and 1998 which resulted in the repurchase of 278,086 and 149,693 shares,

respectively, of Class A common stock totaling $15 .0 million and $4 .3 million, respectively. The securities in 1999 were

tendered at $53 .94 per share and the securities in 1998 were tendered at $28 .70 per share, which was the book value per

share at the previous December 31 . The difference between the originally recorded amount for the securities and the

repurchase price was charged to retained earnings .
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Changes in stockholder accounts consist of the following (in millions) :

Capital
Stock

Class A
Common
Stock

Class B
Common
Stock

Capital
Surplus

Balance, January 1, 1999

Tender offer

Issuance of stock

Redemptions

Balance , December 31, 1999

$7.9

-

-

S7.9

$8.0

(0 .3)

0 .1

-

$7.8

$0.1

-

-

-

$0.1

$ 184 .6

(2 .9)

0 .4

(0 .1)

$ 182 .0

Capital
Stock

Class A
Preferred

Certificates

Class B
Common
Stock

Common
Stock

Capital
Surplus

Balance, January 1, 1998 $8.0 $21 .9 $7 .2 $0.1 $ 166 .3

Reinvested dividends and conversion fees - - 0.3

Conversions of preferred certificates - (21 .9) 0 .8 - 21 .1

Conversion and other fees paid - - (0.9)

Tender offer - - (0.1) - (3.6)

Issuance of stock - - 0.1 - 1 .4

Redemptions (0 .1) - - -. . . . . . . . . .

Balance, December 31, 1998 $ 7 .9 $ 0.0 $8-0 $0.1 $ 184 .6

At December 31, 1999, the insurance subsidiaries had statutory capital and surplus of $173 .6 million determined in accor-

dance with statutory accounting practices utilized in filings with insurance regulatory authorities . The maximum amount of

dividends that can be paid by the insurance companies to ULLICO Inc . during 2000 without approval of the Insurance

Commissioner of the insurance companies ' domiciled States is $11 .6 million .



Note 13-Fair Value of Financial Instruments

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 values of estimated cash flows

or other valuation techniques . Estimated fair values can be significantly affected by the methods and 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 by the Company as of year end

or that will be realized in the future .

Fair values for the Company's insurance contracts other than investment contracts are not required to be disclosed under

SFAS 107 . However, the estimated fair value and future cash flows of liabilities under all insurance contracts are taken into

consideration in the Company's overall management of interest rate risk, which minimizes exposure to changing interest

rates through the matching of investment maturities with amounts due under insurance contracts . Management believes

that disclosing the estimated fair value of all assets without a corresponding revaluation of all liabilities associated with

insurance contracts can be misinterpreted . The aggregate fair value amounts presented do not represent the actual value

of the Company .

The following summarizes the major methods and assumptions used in estimating the fair value of financial instruments :

the carrying amount of cash, short-term investments, and policy loans is considered a reasonable approximation for their

fair value . Fair values for fixed maturity securities and equity securities are based upon quoted market prices .

The fair value for Global Crossings Ltd was determined using the quoted market price at December 31, 1999 and 1998,

respectively . However, certain of the shares owned by the Company of Global Crossings Ltd are restricted as to sales by

agreement and under SEC rule 144, so the full share value was not reflected at December 31, 1998 .

The fair value of the Company's investments in limited partnerships is not practical to estimate due to the nature

of the majority of the financial investments (i .e . no quoted market price is available) . The fair value of mortgage loans are

estimated through the use of discounted cash flow techniques using interest rates currently being offered for similar loans

to borrowers with similar credit ratings . Mortgage loans with similar characteristics are aggregated for purposes of this

analysis . Annuity contracts and policyholder funds on deposit liabilities are valued using discounted cash flow techniques

based upon interest rates currently being offered by the Company for similar contracts with maturities consistent

with the contracts being valued . The fair value of borrowings is estimated by discounting contracted future cash flows

using interest rates for which similar types of borrowings with comparable maturities could be obtained by the Company .
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December 31, 1999 December 31, 1998

Financial Instrument
Carrying
Value

Fair
Value

Carrying
Value

Fair
Value

Fixed maturities $3158 $315 .8 $312-6 $3126

Equity securities 30.2 30.2 42.2 42.2
Equity investment in Global Crossings Ltd 1,533,7 1,533 .7 379.5 748.6

Short-term investments 208.2 208.2 302 .1 302 .1
Policy loans 1 .5 1 .5 1 .6 1 .6

Mortgage loans held for investment 125.4 127.5 123.0 131 .8

Mortgage loans held for sale 20 .1 20 .1 22 .7 22 .7

Policyholder funds on deposit 32.6 32.6 32.5 32.5
Deposit-type annuity contracts 131 .1 130.3 197.8 198.7

Notes payable 144.4 143.2 136.0 138.6
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