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One of a Kind

Three fundamental facts

set ULLICO Inc. apart from

other financial services companies .

The first is our heritage .

We were founded by organized labor

more than 75 years ago to serve labor.

The second is our commitment to our mission .

We work with unions, trust funds, and organized employers

to develop and deliver a full line of products and services

designed to meet labor's evolving needs for life , health, and

property and casualty insurance , pension asset management,

and third -party administration .

The third is our people.

We recruit , train, and retain high-quality people

to serve the men and women of labor

with compassion day-to-day on behalf of

the ULLICO Family of Companies .

Rich in individual years in service and

dedication to the union movement,

they are the living heritage of the Company.

B Background photo: Real Estate Investment Banking Group's Herb Kolben, at left, Dan Fox,
Nyya Wellington, and Kevin Justh .
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Two thousand and one was one of the more
eventful years in recent memory. This is

true to some degree for ULLICO and to a

much greater extent for the world in general .

We join our brothers and sisters in
organized labor, our fellow Americans, and

people worldwide in sympathy for the loss

of so many innocent lives and in condemna-
tion of the savagery of the attacks on

September 11 .

We made $1 .3 million in benefit pay-

ments to families of victims of the attack

on the World Trade Center. We are proud
to say that we fully and promptly met our

obligations to the families of the union men

and women lost on that terrible day .
The attacks aggravated an already stum-

bling economy, and many jobs, particularly

union jobs, were lost . The economic condi-

tions resulted in a decline in investment
returns for both ULLICO and our customers .

It also affected the rate of growth for some

of our investment products .
Overall, in 2001, we placed even greater

emphasis on implementing the strategy of

strengthening core businesses while contin-

uing to manage the remaining effects from
already exited unprofitable, marginal or non-

core businesses . The strategy is working .

Losses from discontinued lines maintained
their steady decline, and we were also

able to bring closure to several outstanding

legal issues that originated from those

businesses .
ULLICO had a net income of $12 .7

million for the year, while total consolidated

assets declined $587 .1 million from year-end
2000 to $3 .7 billion at December 31, 2001

Stockholders ' equity totaled $367.5 million,
a healthy level for ULLICO .

While we saw improvements in many

areas of the Company, we did feel the effect

of the dramatic downturn in the investment

arena . The decrease in funds under man-
agement, which resulted from the decline

in the overall market valuation , had a direct

effect on the fees earned . Consequently,
our investment operations were not quite as

profitable as in the past . Nevertheless, we

still had a good year. The majority of the

assets under management for third parties
showed positive returns . In particular, we

were able to produce another excellent rate

of return for J for Jobs investors, The
account has now reached $1 .84 billion in

assets and has every expectation of

maintaining both its growth rate and its

rate of return .
The economic conditions also challenged

investments for our corporate accounts . As a

result, there was a drop in the value of some
of those investments , most notably Global

Crossing, Ltd .

We have been preparing for the time
when Global Crossing did not loom so large

in our fortunes . That time is here . As I am

sure everyone is aware by now , Global

Crossing declared bankruptcy in January of
2002. By that time, we had written down

all but S20 million of the investment 's value .

Despite the precipitous decline in the value
of its shares , we had already protected a

significant amount of the value in Global

Crossing . Still, at December 31, 2001, we

held approximately 18 .6 million shares of

Global Crossing and some warrants .

3



4

6

4 .3

4

2

3 .7

2000 2001

1500

603 .0

. . . . . . .. . _. . ... . . . . .
367.5

0 . . . . ...w ~,..~susar . .. . . .. . .. . . . ..__ . .

2000 2001

Assets Total Stockholders ' Equity
in billions in millions

Income from continuing insurance operations was

mixed in 2001 . We took advantage of an opportunity to
acquire the portion of our Direct Marketing business
that had previously been reinsured with our former joint

venture partner. This has already added significantly to
operating earnings in 2001, and we expect that it will do

so in the years to come as well, Offsetting this favorable
development in our life and health operations, however,

was the dramatic increase in health care costs during

the year .
Our Group Life and Health operations performed

well in 2000 ; we saw a significant trend reversal in 2001,

due primarily to losses from health insurance . Loss ratios

for that business were at an all-time high . Corrective
actions are already underway, but the impact on 2001 was

significant . A review of the health care market, in general,

provides clear evidence that we are not the only ones
facing increased costs . As we look toward the future,

we are taking actions to assure that the costs of managing

this business are at appropriate levels, and we are seeking
ways to improve productivity .

We are encouraged by the results for our Property

and Casualty operations . The continuing product lines

were profitable, as a whole, with the outlook being posi-
tive . The dispute with a former business associate of

the fiduciary liability line was completed successfully

during the year, with a favorable settlement reached,
resulting in a significant addition to income for the
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P&C group in both 2000 and 2001 . It also provided us

with an opportunity to regain business previously lost .
Offsetting these positive results, however, is the

continued impact of the discontinued P&C product lines

and the costs associated with an arbitration of a reinsur-

ance dispute related to one of the exited product lines .
If there is any good news related to the discontinued

business, it is that we continue to put it behind us, and

as we move further away from the period in which the
business was written, the impact should be lessening

to an even greater degree .

The most problematic product line from the past is
workers' compensation insurance, which has also taken its

toll on many other insurers in this market . Unfortunately,

claim costs have continued to rise well above all expecta-

tions on business written several years ago, but we are
working diligently to minimize the impact on our Company
in the future . One of the frustrations is that, even though

we stopped writing this form of business in 1999, we
continue to pay claims for injuries sustained by workers in

the years we provided coverage .
Another very encouraging sign is the progress of Zenith

Administrators. Its upward trend in fee income continued
in 2001, with the steady growth stemming from new clients
and fee increases . Profitability remained strong due to rigor-

ous cost containment and improvements in technology .
In general, our core businesses are making the kind of

progress we need if we are to have sustained, profitable
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growth from year to year . Although we are encountering

some problems in our continuing businesses like everyone

else in the current economic environment, our problems

are manageable . They can be resolved. The Company is

ready to respond successfully to the challenges ahead .

Last year, I reported that the Company was negotiat-

ing to acquire the Amalgamated Bank of Chicago, which,
like ULLICO, was founded to serve organized labor . The

merger made sense because the bank wanted to expand

its labor-related services, and we wanted to add banking
to our financial services . Unfortunately, the Federal Reserve

System, which governs such mergers, was not amenable

to our proceeding with it at this time . Additional negotia-

tions are now underway with the bank so we may

continue our discussions with the Federal Reserve .

The Company repurchased $38 .5 million of its own

stock in 2001 . The combination of stock repurchases and

dividends from 1997 to date has exceeded $107 million .

The average return on investment has compared favorably

to most investment opportunities over the same span
of time, Having said that, it is not realistic to expect

such returns to persist over the long term . The income

that resulted from one investment cannot be anticipated

to happen again, and we must be realistic in our approach
to business in the future . Management must continue

to show improvement in core businesses to maintain

a reasonable rate of return on investment for our
shareholders .

So it is with pride that I can say, on behalf of the

Company, that we have served our shareholders and our

customers well and faithfully for over three-quarters of a
century, and we fully expect to continue doing so for many

years to come, as we move into this new century . Founded

by organized labor and owned by organized labor, ULLICO

is committed completely and unreservedly to meet
the needs of organized labor in all of our businesses . No

other financial services company serving organized labor

today can match our heritage or commitment to the work-
ing men and women of America . Each and every one of

us who serves our customers day to day can say, without

hesitation or qualification, that ULLICO is one of a kind .

Thank you for your support .

Robert A. Georgine
Chairman, President
and Chief Executive Officer
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Heritage .
Commitment. People .

It is people who embody our heritage

and our commitment of service to organized men

and women, their unions , and their employers .

It is people like Grace Whitfield -Chopra , at left,

who meets the needs of others with a smile .

Grace, a member of Local 153 of the Office and

Professional Employees International Union (OPEIU),

has been with ULLICO for 11 years and

is a senior claims examiner in the

Life Claims department .

Like Grace,

nearly 1 ,800 ULLICO employees

serve the people of labor.
7
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Group Underwriting Assesses the Risks .
Group Sales Meets the Needs .

s Case Management Guides the Care .

roup Underwriting

researches the complexi-

ties of risk and provides
Union Labor Life with the infor-

mation it needs to make the

right decisions regarding cover-
age and pricing of insurance

products . Some of those whose

contributions make a difference
include :

Vice President Bob Logue,

who heads Group Underwriting .
He's spent his entire career

serving the Taft-Hartley market,

joining the company in 1978
as a service representative

in Group Administration .

Bob ensures his department

takes consistent approaches to

determining premiums .
Stephen Caramenico,

who began with the Company

14 years ago as a senior under-

writer and now is a manager in

Group Underwriting , is respon-

sible for life and accidental

death and dismemberment

product lines, the Northeast

underwriting region , and West
Coast stop-loss underwriting .

Tom Miller, also a manager

in Group Underwriting, likes

the mathematical and technical

aspects of underwriting that

Underwriting 's Thomas Miller,

at left , Ravi Malhotra , Robert

Logue , Robyn Zona, and

Stephen Caramenico in

Washington, DC.

help the Company evaluate

risks .

Senior Group Underwriter
Robyn Zone handles Taft-

Hartley business proposals and

renewals from the New England
area, mostly for life insurance

and stop -loss products .

Ravi Malhotra , an associate
group underwriter, whose work

ethic may be summed up as

"do it right away, don 't sit on
it," has been with Union Labor

Life since 1987 .

New York, New York

With more than 50 years of

service between them, New
Yorkers Bob Krupoff and Bill

O'Brien wouldn't have it any

other way - that is, being New
Yorkers, Yankee fans, and

working out of Union Labor

Life's Manhattan sales office .
Bob, who joined the Company

in 1971, is a health benefits

executive. Bill, a senior group
field accountant and a member

of OPEIU Local 153, came on

board in 1981 . Bob sells and
services our products; Bill keeps

the records straight . For many

long-time clients in the greater
New York City area, they are

Union Labor Life .



Group Sales ' William O 'Brien,

at left, and Robert Krupoff in
New York City .

Operation ;

Group Life
-1 LI--.14-l

T he Group Life and Health
division is a leading provider of
insurance, care management,

and administrative services to jointly
managed trust funds under the
UIIiCarel brand . In 2001, the group
division focused its efforts on tech-
nology upgrades, new sales growth
in its insurance and fee-business lines,
and in the consolidation of operations
to deliver improved customer service
to its clients and their members .

The division added 128 new
clients and $33 .4 million in new group
premium and fees in 2001 . Stop-loss
insurance accounted for the majority
of new sales, as 99 new clients pur-
chased this product to protect them-
selves against excess or catastrophic
losses from health benefit claims .

Total group premium and fees
from continuing lines rose to over $302
million, a five percent increase over 2000 .
Group life insurance business also

continued to rise, as $1 .1 million was
added to the life insurance in force,
which totaled $20.6 billion at year-end .

The Health Insurance Portability
and Accountability Act of 1996
(HIPAA) was a prominent factor in the
division's efforts to review, upgrade,
and consolidate operating systems
during the year. HIPAA mandates
protection of medical records and
protected health information main-
tained by health care providers,

Eighteen years ago, Jane

Gruenebaum, at right , director of

Care Management , was one of

the first two registered nurses to

he hired to provide a new service

for Union Labor Life's group

clients. Today, 25 RNs , like Case

Manager Barbara Shaffer, who

is based at the Company's

Pennsylvania Service Center, help
members navigate the health care

maze to get the care they need

for themselves and their families .
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N Grace Whitfield -Chopra , at left,
and co-workers : Regina James, a

15-year employee and health

claims examiner specialist, has a

well-deserved reputation for tak-

ing responsibility for her work

and being accurate and timely;

Cora Fields, a 22-year employee

and life claims supervisor who

worked with her staff to produce

a one-day turnaround on the

claims on lives of union members

killed in the attack on the World

Trade Center ; Tonya Walker, a

senior life claims examiner and

16-year employee who points out

that the phones in her office are

always answered by people, not

voice mail , and Kirk Miles , senior

policy insurer, who handles eligi-

bility benefits for group policies

and has been helping customers

for 15 years . All except Cora

Fields are members of OPEIU

Local 153 .

hospitals, health plans, health insurers,
and health care clearinghouses .
These regulations are also intended

10 to reduce administrative costs by
mandating standard electronic transac-
tions, which, when implemented, are
expected to improve the efficiency
and effectiveness of the health care
system generally .

We are fully committed to comply
in all respects with the HIPAA regula-
tions and have designated a Corporate
Privacy Officer to establish and moni-
tor the company's privacy procedures,
practices, and training . Project teams
to address the HIPAA EDI/Transactions,
Privacy, and Security requirements are
working internally and with our clients
and business associates to ensure
compliance with these requirements .

Also during the year, work
continued on Union Labor Life's Data
Warehouse system. An invaluable
analysis tool, it provides in-depth
claims utilization information through

analysis of pharmacy, medical utiliza-
tion, risk management, and predictive
analysis reports, and it includes a
back-end fraud-protection component .
The flexibility of the Data Warehouse
system allows clients to receive
reports within hours and days, not
the weeks and months typically seen
in less flexible systems . Additional
enhancements to the Data Warehouse
system will provide clients with web-
enabled reporting in the near future .

UlliCarePPO°', Union Labor Life's
Preferred Provider Organization (PPO)
program, joined claims processing
and customer-service operations in
the Company's Pennsylvania Service
Center. In addition to providing
access to a number of regional PROs,
UlliCarePPO now offers Union Labor
Life clients access to Beech Street's
nationwide PPO network, giving fund
members the flexibility of obtaining
PPO care while traveling outside of
their home and fund areas .

The acquisition of GrandFund, a
California-based marketing company,
by UlliCare, Inc. was completed in
October. GrandFund's primary focus
has been the sale of PacifiCare
Health Systems' HMO products to
Taft-Hartley benefit funds and other
plans primarily in California . Currently,
GrandFund services clients represent-
ing 45,000 members and $170 million
in annual PacifiCare premium . During
the fourth quarter of 2001, GrandFund,
in conjunction with PacifiCare's phar-
macy benefit manager, Prescription
Solutions, introduced the MyUnionRx
product, an HMO model to manage
the dramatic increase in pharmacy
costs. Going forward, GrandFund
is expected to provide opportunities
to expand Union Labor Life's group
life, stop-loss, and care management
business, while offering RacifiCare's
higher-end managed care products
to Union Labor Life's current
client base .



N The well-tuned quartet

from Group Premium Billing

includes Sandy Couvson, at

left, a senior records clerk

and virtuoso at client fund

administration ; Debbie Bell,

a senior income accounting

clerk who holds first chair in

keeping premium numbers

current; Cheryl Pringle, who

recently left Premium Billing

to wield the baton as an elec-

tronic data processing editor

for Reporting Services, and

Hazel Johnson, a senior

records clerk who has been

a stellar performer with the

company for 30 years. All

four are members of OPEIU

Local 153 .

UlliCareRx', Union Labor Life's
managed pharmacy benefit program,
expanded its comprehensive offering
to unions, jointly managed trust funds,
and organized employers through its
new arrangement with Merck-Medco .
UlliCareRx provides access to a full
spectrum of cost-management tools
and quality benefit options, such as
effective formularies, integrated mail-
service management, drug-utilization
review programs, and a national
network of retail pharmacies . Other
cost-saving components include the
Advanced Therapeutic Intervention
program, a strategy for keeping
members and their families healthy,
as well as providing cost efficiencies
for client funds .

Our UlliCare Care Managemen'
program, created in 1985 to assist our
clients in managing their health costs,
experienced significant growth in
new clients and overall membership,
adding 29 new clients and resulting

in a 10 percent increase in members
serviced compared with 2000 levels .
This program is especially appealing
to self-funded clients seeking addition-
al cost containment, particularly those
currently utilizing our stop-loss product .
UlliCare Care Management core
services are hospitalization utilization
review and large-case management,
which are often offered as a package
with our PPO and indemnity health
insurance products . In 2001, UIIICare
integrated its care management
system with its health-claims payment
system to create a streamlined
approach to providing health claims
and related services, while assisting
members in managing their utilization
of health care services . The American
Accreditation HealthCare Commission,
also known as URAC, awarded
UlliCare Care Management its two-
year re-accreditation in 2001 . This
is the third, consecutive accreditation
for our care management program,

beginning with its first participation
in 1997 .

Delivering quality customer
service is the group division's number
one priority . New and enhanced tech-
nology is in place today and is helping
us achieve measurable improvements
in claims processing and other vital
services to members. We remain
committed to delivering high-quality,
innovative insurance, care manage-
ment, and administrative products,
while developing new cost-contain-
ment strategies for our clients and
their members .
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You can't have too many

good team players. Two of

ours are Nila Patel, at left, a

secretary 11 with Individual Life

Sales, and Juanita Virgil, an

advertising assistant in Direct

Response Marketing. Nila has

an undergraduate degree in

chemistry from India, her

homeland, and has worked

at ULLICO Inc . since 1989 .

Juanita handles promotional

materials on a variety of com-

pany products and also keeps

track of state insurance regula-

tions . Both are members of

OPEIU Local 153 .
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Individual Life and Health

T he Company offers consumer-

oriented insurance products and

services to a potential market

Union Privilege, AFL-CIO . Union
Privilege offers a variety off high-

quality discounted consumer products

and services to union members and

their families .

of 16 million active and seven million

retired union members and their

families through its individual and direct

response marketing business. The

products and services are designed to

complement negotiated benefits and

are voluntary. They are distributed in

two ways :

• The individual life and health

operation offers its products and

services through a national network

of independent agents .

• The direct response operation

offers a line of products through the

mail, the Internet, and telemarketing

programs . These programs are

conducted in cooperation with the

international unions representing the

members and retirees, as well as

Individual Life and Health
In 2001, $3 million in new premium

was written, 25 percent of it produced

through ULLICO Life Insurance
Company, a subsidiary of Union Labor

Life newly formed to expand the

product lines offered to members .

During the year, new relation-

ships were established with over 100

additional local unions . By year-end

2001, we were offering our voluntary

products to the members of more

than 560 local unions .
More than 1 .4 million union

members were offered voluntary life

and health products through local union

mailings in 2001, compared with 1 .1

million in 2000 . Over 174,000 mem-

bers responded to these offerings in

2001, compared with 140,000 in

the prior year . Both results represent

increases of over 20 percent .

In 2001, we established a network

of senior market specialists to focus

on meeting the needs of retired union

members . We initially began offering

the recently introduced long-term care

and home health care products to this

market . These products and other

senior life products are projected to

be in 48 states in 2002 .

Also in 2001, a number of product

offerings were transitioned to ULLICO

Life Insurance Company. Among

them were whole life insurance, now

available to members in 22 states,

and universal life, now being offered
in 28 states .



Additional steps taken in 2001

positioned the operation for growth in

2002 . A portfolio of cash - value life

insurance products , also underwritten

by ULLICO Life Insurance Company,

is projected to be available in 46 states .

This will coincide with the filing of new

term life insurance products also from

ULLICO Life .

We expect that the development

and offering of these products, now

directly underwritten by ULLICO Life,

will enable us to improve our services

to active and retired union members,

Direct Response Marketing
In 2001, Direct Response Marketing

exceeded its goal for annualized

premiums, welcomed new unions

into the program, launched on-line

sales and services, and introduced

new products .

The operation achieved annualized

premiums of $17 .2 million, a 122-

percent increase over plan .

Seven new unions - six interna-

tionals and one local -joined the

program to offer voluntary benefits

directly to their 2 .4 million members .

Laying the foundation for future
growth, the operation expanded distri-

bution through the Internet with the

launch in the first quarter of the year

of www,unioncare .com. The website

offers online transaction services to

union members . In its first nine

months of operation, the website

recorded over one million visits, and

plans are underway to expand its

capabilities to provide more ways for

members to obtain the insurance

protection they want .

Direct Response Marketing

also expanded its product portfolio .

The operation introduced long-term

care insurance and a prescription drug

discount card program . A group retiree

medical program was also launched .

The hospital indemnity product under-

went a major revision to make its

design more modular to allow individual

members to select the benefits that

are just right for them .

One of the operation's major long-

range objectives was to become totally

self-sufficient. The first step in achiev-

ing that objective was the purchase

of a block of business from a former
venture partner. This investment is
expected to provide a very good return
and add to profits for many years
to come .

During the year, the operation

undertook additional strategic alliances

to improve customer service and

develop and implement marketing

strategies. Our objective is to segment

the market by matching each offer to

those union members who would find
it most valuable . The new alliances

should provide greater flexibility and

efficiency in marketing and administer-
ing the business, while enhancing

the services provided to all union
members .

13



S On the street in San Francisco
are Gari Mungo and Johnna

Hester of Ulico Insurance

Group. Gari's job is to help
Ulico maintain its position as

the market leader in fiduciary

and union liability insurance
by building strong business

relationships with brokers and

providing the products they
need . He's underwriting

manager for both the fiduciary

and union liability insurance
programs. Johnna, an adminis-

trative assistant in marketing

for Ulico , tracks business
information and works with

clients , consultants, and

prospects .
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Iico Insurance Group, the favorably settled . Ulico immediately business, while one-third goes to

Company's property and began to recover $10 million in prof- another carrier . Ulico retained 85
casualty operation, continued itable premiums . Historically, fiduciary percent and 95 percent of the book in

to carry out its restructuring plans liability has been Ulico's leading 2000 and 2001, respectively, against
initiated in early 2000 . In 2001, impor- product line . The settlement, coupled an entrenched MGA and a large carrier

tant steps were taken to strengthen its with the introduction of a new and with a nationally recognized brand

core insurance product lines : fiduciary improved policy form, should enable name . In mid-2001, the MGA and the

liability, union liability, and commercial Ulico to regain the business lost to nationally recognized carrier withdrew
lines, and to support its alternative the MGA when it defected in 1997 . from the union liability market .

dispute resolution (ADR) workers' In 2000, the book of business for The commercial lines business
compensation insurance program . the union liability line was successfully improved during the year, with earned

At year-end, net earned premiums transferred from an external MGA to premiums increasing from S7.2 million

for the property and casualty continu- the internal underwriting staff . That to $9.1 million .
ing lines were $41 .3 million, compared move continued to pay off in 2001 . Ulice discontinued its general
with $30.4 million in 2000 . The The effort resulted in retention of the market workers' compensation insur-

increase is attributable to a growth book of business virtually intact, an ance business in 2000, but continues

in premiums across all core lines achievement improved upon in 2001 . to support development of its ADR
of business . A successful transition of this kind workers' compensation program .

In October of 2001, litigation is considered rare in the competitive All employs the principles of collec-

against the former managing general property and casualty insurance busi- tive bargaining to resolve disputes in

agent (MGA) of our union trustee fide- ness, where the general rule is that less adversarial and costly settings,

Diary liability line was successfully and the MGA retains one-third of the while delivering an overall higher level



∎ Administrative Assistant

Johnna Hester, at right,

and Underwriting Manager

Gari Mungo, below.

of benefits and medical care to the

injured worker. It is a strategic product

that provides benefits to the labor

movement beyond the risk protection

of the product itself . Considerable

time has been devoted to setting

up the program to maximize the

Company's investment and minimize

operational loss risks .

In August of 2001, Ulico formed

an exclusive strategic alliance with
Zurich North American Construction,

a unit of Zurich Financial Services, to

co-brand and market ADR workers'
compensation insurance . The program

is currently offered nationwide, with a

centralized underwriting office based

in Kansas City, MO . The strategic

partnership will enable Ulico to tap into

Zurich's distribution force .

Ulico Insurance Group is well-posi-

tioned to achieve its growth objectives

and has developed new administrative
systems that should further enhance

customer service .
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Jenny Notte (at left),

Eric Buchanan, Rosanne

Orrico , and Megan Meisner

in Downers Grove, IL .

16

We Take Care of Everything . . .

he lady in red is Rosanne

Orrico, executive assis-

tant and all -around-takes-

care-of-everything person for

Trust Fund Advisors in Downers

Grove, IL. It was a close call
for us in 1991 ; Roz was laid off

when Union Labor Life closed

its medical claims office in
nearby Oakbrook just as newly

formed TFA opened its Midwest

office in the Chicago area .

Roz now has a total of 18 years

with the Company and TFA's

clients have someone they can
reach any time. The days fly by.

Ask Roz.

Also delivering top-notch
client service are Regional

Executive Jenny Notte,

Client Service Executive Eric

Buchanan , and Marketing

Coordinator Megan Meisner.

Jenny has 16 years with the

Company ; starting out in Union

Labor Life's group underwriting,

she came to TFA in 1995 from

group sales and now works

with pension fund clients in

the Midwest . Eric came to

TFA about two years ago from

the Auto Mechanics, IAM .

Megan has three years with

the Company and works

on the J for Jobs business,

Union Labor Life's $1 .84-billion

real estate debt financing

program .

. . . and Then Some.
This foursome makes a differ-

ence for Investment Services
in Washington, DC: Senior
Regional Manager Michael

Stratos, finds the equity proper-

ties that provide the Company's
investors with competitive

returns. Mike joined ULLICO

in 1995 . DeeDee Liddell joined

the Mortgage Department in

1986. Until recently, she man-

aged the commitment portfolio,

but was just named manager,

Loan Administration . DeeDee

knows the beauty of the deal

is in the details ; her passion

on the job is to ensure that the

requirements of real estate
commitments are met. Ray

Linares is manager of Real

Estate Investment Marketing
and produces reports that

promote the quality of the

Company's mortgage and equity

instruments. Ray started with

Union Labor Life in 1988 .

Senior Securities Analyst

Barbara Riley, who works in

the Private Capital Group area,

checks the financials of compa-

nies being considered as poten-

tial investment opportunities .

She's been with the Company

since 1984 .



Michael Stratos (at left),

DeeDee Liddell , Ray Linares,

and Barbara Riley in

Washington, DC.

~~rvir_pc

nvestment Services contended with

a difficult economic and financial
market environment during 2001 .

Economic recession prompted the

Federal Reserve to lower short-term

rates 1 1 times and the Federal Funds

rate ended the year at 1 .75 percent, a

historic low . The major market indexes

all lost value, with the NASDAQ

Composite down 21 percent for

the year .
Despite these challenges, Invest-

ment Services again contributed signifi-

cantly to the Company's results . The

Company's October 2000 prepaid

forward sale of Global Crossing, Ltd .

shares generated over $68 million at

income for 2001 and provided some

protection against the stock's drop in

value. In 1997, the Company invested

$7.6 million in Global Crossing, and,

to date, we have sold shares that

have produced $484 .7 million in cash

on a pre-tax basis . Last year's forward

sale income, combined with fee-based

income, produced another solid year

for Investment Services .

Real Estate Investment Banking

Group

J for Jobs (Separate Account J) contin-

ued its decade-long trend of returning

superior results for jointly managed

trust funds . J again outperformed the

industry by generating a gross return

of 9.59 percent, which was 115 basis

points greater than the Lehman

Brothers Aggregate Index benchmark .

J also generated over 12,000 full-time

union construction jobs . The account

continues to provide superior debt

financing secured by first mortgages

to developers nationwide . It invests

primarily in new developments and

projects requiring substantial renova-

tion that must be 100 percent

union-built .

J for Jobs - 10 years of results
Periods

(Years)

Total

Return

Lehman

Index

10 8.73% 7 .23%

5 9.35% 7 .43%
3 8.38% 628%

1 9.59% 8 .44%

At year-end, the market value of J

was $1 .84 billion, an increase of over

$296 million, or 19 .2 percent, from the

year before The fund generated

17
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$131 .5 million in total revenue, including

$117 million of interest income .

New deposits in the J account

were strong again last year, netting

$155.5 million . The group originated

26 new loans for net commitments of

$507 million . Several of the commit-

ments were in participation with other

lenders, and all construction work

complied with the 100 percent union

construction requirement. Thus, gross

commitments - J's plus participants

totaled in excess of $1 .4 billion and

will generate over 12,000 full-time

union jobs .

USA Realty Fund, a separate

account principally engaged in equity

investments in income-producing

properties, is now fully approved in 27

states and the District of Columbia .

The new account began soliciting

commitments from qualified plans at

the beginning of the second quarter

2002 and expects to be seeking

suitable investment properties by year-
end 2002 .

The properties will not only be

built 100 percent union, they will he

operated, maintained, and renovated

union .

Early in the year, the Company sold

AMI Capital for $30 million, realizing a

gain on the sale of approximately $51

million, as well as the repayment of a

S7-million loan to MRCo .

Trust Fund Advisors
As it was for most equity investors,

2001 was a challenging year for Trust

Fund Advisors (TFA) . Major equity

indices experienced a second consecu-

tive year of negative returns, with

the technology sector proving to be

the dominant factor in driving down

equity market returns . With a weight

of almost 20 percent of the S&P 500

index, technology's minus 23 .9 percent

return had a chilling effect on the

0 Fifty years of experience help

Richard Stretton and Sharon
Smith keep the Company's

Information Technology (IT)
services up and running .

Sharon , director of IT, works

closely with in-house business
units and her department to

create solid , efficient system

applications for Investments
and Group Operations . She's
been with ULLICO for more than

18 years . Rich is a senior infor-
mation systems analyst who

develops creative solutions to

technical problems and inno-
vates procedures . He began
with the Company in 1970 as

a programmer trainee in the
former New York City headquar-

ters of The Union Labor Life

Insurance Company .

overall index return, and growth equity

investors bore the brunt of the market

downturn. Small-cap equity, as meas-
ured by the Russell 2000 index, was

the only major equity benchmark to

post a positive return in 2001, outper-

Executive Assistant
Rosanne Orrico



forming other equity classes for the
first time in eight years

The market downturn had a gener-

ally negative effect on TFA . Assets

under management by TFA at year-end

totaled $3.19 billion, compared with

$3.86 billion at the end of 2000. The
reduction in assets under management

is the result of negative portfolio

performance . Large-cap growth equity,

TFA's largest product, representing 64

percent of the total asset base in 2000,

averaged a minus 27 .12 percent during

2001 . By the end of the year, large-

cap growth equity had declined to

53 percent of the total asset base .

In contrast, value equity assets

managed by TFA grew from three

percent to nine percent of the total

asset base, and have outperformed

growth equity by approximately 40

percent over the past two years . Small-

cap equity returns were strong in 2001,

and fixed-income assets under man-

ager7ment remained stable throughout

most of the year .

TFA's primary focus in 2001
was retention of clients in a negative,

volatile investment environment . TFA

gained $249 million in assets from nine

new clients last year. An additional

$264 million was allocated to TFA from

current clients, for total assets gained

of $513 million, In a volatile environ-

ment, the new assets gained last year

compares very favorably with the $746

million awarded in 2000 .

TFA lost six accounts during the

year, although two accounts were

merged into existing business . A total

of $499 million in assets were lost

during the year due to either benefit

withdrawals or termination . The

assets lost in 2001 were, however,

substantially lower than the $1 .12 bil-

lion withdrawn in 2000 due to portfolio

reallocation . If growth equity continues

to underperform other asset classes,

we anticipate our clients will transfer

additional assets to growth equity

as they rebalance their portfolio and

conform to investment guidelines .

Until the market recovers, it will

be necessary to continue to focus our

time and resources on client service,

an effort that is paying off in terms of

client retention and new allocations

from current clients. At the same

time, we are concentrating on attract-

ing new business for all of our equity

products , which will diversify TFA's

asset base and better protect the

Company through all market cycles .

79

∎ Union Labor Life's Real Estate Investment Banking Group , led by Vice President Herbert Kolben, left,

puts union pension assets to work through the $1 .54 -billion J for Jobs mortgage account , a national

leader in long-term, fixed-rate first mortgages, as well as construction loans, on income -producing prop-

erties built or renovated 100 percent union . Meeting with Herb are Daniel Fox, director, Specialty

Investments , Nyya Wellington , portfolio analyst , and Kevin Justh, senior portfolio manager .



Nathaniel Curry and Barbara

Alger in Chicago .
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The Apex of Zenith Administrators :
The People Who o the Clients' Work .

s the largest third-party

administrator serving

the Taft-Hartley market,

Zenith and its people, like

Nathaniel Curry, Barbara Alger,

Michelle Chang , and Betsy

Wolfe , provide a range of serv-

ices to client funds . They take

care of the details ; their jobs

are to pay health claims and

pension benefits to fund mem-

bers , and they do it coast to

coast, from offices close to

where the members live and

work , like Chicago and San

Francisco .

"Good morning , Zenith
Administrators, may I help
you." Receptionist Barbara

Alger greets callers as she

begins another day - nearly

23 years of them - at the front

desk of Zenith 's Chicago office .

A member of UFCW Local 546,

she clocks in regularly at eight

and from then on is the office's

primary point of contact

for clients and members .

Undaunted even by Chicago's

challenging winter weather,

Barb wouldn 't have it any

other way .

Signing on as a programmer

trainee right out of North-

western University in 1981,

Nathaniel Curry, vice president,

Information Technology, now

manages systems for Zenith's

East and Central Divisions and

business operations for the

Chicago region , one of Zenith's

largest operations. Nate says

that Zenith's approach to

designing and adapting its own

systems technology sets it

apart from other third-party

administrators . It enables

Zenith to meet the specific and

individual needs of the union

pension and health and welfare

plans it serves .

Michelle Chang , client serv-

ices and claims manager in the

San Francisco office and opera-

tions manager for the Los

Angeles and Stockton offices,

leads her staff of 40 so compe-

tently there has been no

turnover in the offices for the

last seven years . She and her

team administer the claims of

50 groups of union members

and families , a total of some

75,000 lives covered . Michelle

started as a part -timer in 1984

and began her full -time career

with Zenith in 1988 .

Betsy Wolfe, assistant client

services manager for Zenith

Administrators in San

Francisco , is involved in the

day-to-day operations of the

administrative functions of

trust funds and tracks the

impact of constantly changing

federal legislation on health

insurance. She's been with the

company five years .



Michelle Chang , at left and

below, and Betsy Wolfe in

San Francisco .

dministrative

LLICO Inc. provides adminis-

trative support services
to clients through Zenith

Administrators, Inc ., and The Union

Labor Life Insurance Company .
In 2001, Zenith had revenues

of $73 .6 million, compared with

revenues of $71-4 million in 2000,
an increase of $2 .2 million .

Zenith is the largest third-party

administrator serving the jointly

managed trust fund market . From

some 30 offices nationwide, it offers

customized services in three major

categories : general fund administra-

tion, pension benefit management,

and health claims management .

Zenith is recognized not only as the
largest Taft-Hartley administrator, but

one that provides a high quality of

service to its clients .
In 2001, Zenith processed more

than $1 .74 billion in benefit payments

for clients . That included the payment
of approximately $945 million in health

and welfare claims (in over 5 .6 million

releases) for 244 clients, and approxi-

mately $797 million in pension and

annuity distributions to 147,751 recipi-

ents for 79 clients .
During the year, Zenith continued

to add clients to its website service .

and now has 30 clients participating .

These clients are able to access

information about their specific

plans through the website,

www.Zenithadmin . com, or they

may request Zenith to create a web-

site designed specifically for them .

This new service also allows

members and providers to view bene-

fits and program information on line

through the website . It extends the

hours during which participants may

communicate with their plans, from

the usual eight - hour, five-business-day

week to full 24/7 availability . It is

another, and an increasingly important

way, for Zenith to stay in touch with

plan members .

Zenith has also been working with

Union Labor Life to provide clients with

a solution to meeting requirements

called for under the Health Insurance

Portability and Accountability Act

(HIPAA) . The formation of a HIPAA

team and an implementation plan

ensure that clients will be compliant

with the law.
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ULLICO Inc .
Management's Discussion and Analysis
of Consolidated Financial Condition
and Results of Operations
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The discussion that follows provides an overview

of our results for 2001 with comparison to 2000 .

AI financial data are presented !n accordance with

Generally Accepted Accounting Principles (GAAP) .

This report is supplemented by the more compre-

hensive consolidated financial statements aria

related footnotes beginning on page 26 . Certain

of the 2000 amounts have been reclassified to

conform to the 2001 presentation .

Consolidated net income for the year ending

December 31, 2001, was $12 .7 million, consisting

of $17.1 million in pre-tax income, offset by a $4 .4-

million income tax expense and minority interest

adjustment . To some extent, the economic condi-

tions of 2001 had an impact on our operating results .

Consistent with the overall stock market, our invest-

ment fees and returns declined in 2001 . There were

some investment write-downs of publicly traded

securities, triggered by the other-than-temporary

impairment requirements of SFAS 115 . Also,

there were some added losses from discontinued

business and from settlement of certain reinsurance

disputes .

Earnings in 2001 benefited from the adoption of

a new GAAP accounting pronouncement, SFAS 133,

Accounting for Derivative Instruments and Hedging

Activities , effective January 1 , 2001 . As a result,

$45.5 million after-tax gains were realized in 2001

due to SFAS 133, principally related to our hedge of

Global Crossing stock . Results in 2000 included

$151 .8 million in after-tax gains and hedge income

from Global Crossing stock

While there were positive earnings r esults in

most of our continuing businesses , including our

investment products , direct marketing operations,

property and casualty , and Zenith Administrators, the

Company still had some fairly substantial negative

impact from certain discontinued product lines and

one of our on -going product lines . The largest single

factor among the discontinued product lines is the

workers' compensation business, but it should

continue to dissipate as we move further away

from the period :n which the pol icies were written .

Otherwise , most of the remaining discontinued

products have run their course with no further signif-

icant impact expected. Among the continuing lines



of business, we saw a significant increase in the
claims ratio for our group health line, which caused

a substantial loss for that product group .

Ir, addition, accounting guidance involving the
assessment of other than temporary decline in

market value of our investment portfolio resulted

in management's decision to reduce the carrying
value of certain investments . In totals, these actions

caused an after-tax decrease in earnings of $16 .8

million .
There were also some non-recurring, one-time

items that affected operating results . The after-tax

impact from those items are as follows :
• $1 .3 Trillion in benefit payments to families

of victims of the World Trade Center disaster,

September 11, 2001 .

• $3.3 million due to higher expenses than

planned for establishing a regional claims center in

King of Prussia, PA, and implementing a new health
claims system, combined with a one-time fee to

terminate a preferred provider arrangement for that

same operation .
• $7 .4 million for settlement of reinsurance

contract arbitration/litigation .

Focusing once again on continuing operations,

results are trending in the right direction in most

areas . Net premium income increased $73.2 million .

Most of the premium growth ($62 3 millionl was in

the life and health insurance business . Part of this

growth is attributable to the acquisition of the previ-

ously reinsured portion of the direct marketing

business . This acquisition is expected ro provide

additional earnings and a very good return on invest-

ment in the years to come . Property and casualty

premiums increased $10 .9 million . Further imrirove-

ment is expected in 2002 as a result of the settle-

ment with the former managing general agent for

our fiduciary line of business that should a`aow the

Company to recover the majority of the premium

revenue lost in orior years .

Fee-based income declined $16 .3 million

compared with the prior year, principally due to the

divestiture of AMI Capital and Tri-City Brokerage .

However, Zenith Administrators had added fee

growth in 2001 . Sales, general, and administrative

expenses declined $55 .1 million, principally due to

the divestitures of ANTI Capital and Tri-City Brokerage

and settlement of prior-year contingency matters .

Further gains from sales of Global Crossing

shares are not anticipated, since Global Crossing,

Ltd. filed for bankruptcy protection on January 28,
2002, in connection with a restructuring of its

balance sheet . The bankruptcy petition has not had

any impact on our forward-sale transaction . At

December 31, 2001, the value of the Global Crossing

stock included in investment assets was $19 .8

million . If the Global Crossing stock becomes vworth-

less in 2002, $5 .1 million would be a realized invest-

ment loss after taxes, and a $7 .8-rnillion after-tax

unrealized gain would be eliminated from stock-

holders' equity.

In connection with the issuance of the 2001
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financial statements, the Company revised its 2000

financial statements to adopt Emerging Issues Task

Force (I'll 87-23, Book Value Stock Purchase

Plans . For 2000, this revision caused an increase in

sales, genera! and administrative expenses of $11 .7

million and a like amount decrease in net income .

For 2001, the same treatment caused a decrease

in sales, general and administrative expenses of
$4.6 million and an increase in net income of the

same amount .

Total assets declined $587 .1 million from
24 prior year-end, to settle just above $3 .7 billion at

December 31, 2001 . Separate account assets had

a net increase of $23 .4 million primarily as a result

of growth in the J for Jobs account of $296 .7 million

This increase was offset for the most part by the

discontinuance of our management of a specialized

separate account (PPIII) which resulted in a decline

of $280.7 million . Separate account client retention

has remained high . Short-term investments and
cash declined $218 .9 million as reinsurance balances

were paid down and payment of the stock tender

offer to our shareholders was completed . The value

of our Global Crossing investment declined $321 .1

million, in concert with the overall technology stock

market trends . Premiums, accounts, and notes

receivables decreased $25 .7 million, reflecting

greater collections in 2001 . Reinsurance recover-

ables declined $61 .6 million, and reinsurance

balances payable declined $40 .5 million as a result

of exiting Small Group and Reinsurance lines .

Deferred acquisition costs increased $61 .6 million
principally as a result of buying out our joint venture

partner in our direct marketing business . Notes

payable decreased $162 .7 million due to pay off of
our bank term loan, paydown of our lines of credit,

and divestiture of AMI Capital .

Total stockholders' equity declined $235 .5 million
in 2001 The $12 .7 million increase in stockholders'

equity from operating income was offset by a

$210 .2-million decline in after-tax unrealized gains
on our investment portfolio . In addition, the

Company redeemed $38 .5 million in stock in 2001 .

Looking back five years, ULLICO has grown and
has a stronger balance sheet today as a result of

investment returns, and our shareholders have

benefited as well . ULLICO's total assets have grown
from $2.9 billion at December 31, 1997, to over $3 .7
billion at December 31, 2001 . Stockholders' equity
has grown from $244.8 million at December 31,
1997, to $367 .5 million at December 31, 2001, even

after considering that distributions and redemptions

to shareholders exceeded $107 .0 million over the
last five years .



Report of Independent Accountants
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PricewaterhouseCoopers LLP
1301 K Street, N .W. 800W
Washington DC 20005-3333
Telephone (202) 414 1000

Report of Independent Accountants

To the Board of Directors and Stockholders of ULLICO Inc.-

our opinion , the accompanying consolidated balance sheets and the related consolidatedIn
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, 2001 and 2000, 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 of America. These financial statements are the responsibility of the
Company's management ; our responsibility is to express an opinion on these financial statements
based on our audits . We conducted our audits of these statements in accordance with auditing
standards generally accepted in the United States of America, 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 our opinion .

As indicated in Note 1, the Company has revised its 2000 financial statements .
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Consolidated Balance Sheets
(in thousands, except share amounts)

As of December 31,
2001 2000

Assets
Fixed maturities available for sale, at fair value $ 258,251 $ 287,610

Investment in Global Crossing Ltd . 19,808 340,855
Other securities, at fair value 25,343 39,737

Investments in limited partnerships 121,345 126,720

Mortgage loans :

Held for investment 149,961 190,491

Held for sale - 63,980
Real estate 7,835 8,671
Short-term investments 149,201 359,227

Other invested assets 111,150 43,400

Total Investments 842,894 1,460,691

Cash 15,452 24,361
Accrued investment income 6,282 9,652

Premiums, accounts and notes receivable 96,904 122,570
Reinsurance recoverable 193,249 254,879

Property and equipment 48,886 48,953

Goodwill and other intangible assets 11,970 31,376
Deferred policy acquisition costs 90,937 29,308
Current income tax recoverable 57,577 -

Other assets 50,357 43,175
26 Separate account assets 2,323,794 2,300,435

Total Assets $ 3,738,302 $4,325,400

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



Consolidated Balance Sheets
(in thousands, except share amounts)

As of December 31,
2001 2000

Liabilities

Policy and claim reserves,

Life, health & annuities $ 323,815 $ 328,777

Property & casualty 140,974 130,999
Deposit-type annuity contracts 188,130 190,795

Policyholder funds on deposit 37,200 34,202
Policyholder dividends payable 20,014 24,165

Unearned & advance premiums 29,427 24,352

Total Policy Liabilities 739,560 733,290
Notes payable 125,343 288,086
Accounts payable & other liabilities 74,636 124,676
Reinsurance balances payable 19,291 59,820

Brokerage premiums payable - 45,768
Accrued pension & other postretirement benefits 36,423 34,090

Current income taxes payable - 13,958
Deferred income taxes 51,725 119,036

Separate account liabilities 2,323,794 2,300,435
Minority interest - 3,174

Total Liabilities $3,370,772 $3,722,333

Stockholders' Equity
Capital stock ($25 par value, 2,000,000 shares authorized ; $ 6,808 $ 7,539 27

issued and outstanding 272,306 at 12/31/01 and 301,563 .7
at 12131/00)

Class A common stock, voting ($1 par value ; 12,000,000 shares 6,414 7,751
authorized ; issued and outstanding 6,413,716 at 12/31/01
and 7,751,053 at 12/31/00)

Class B common stock, nonvoting ($1 par value ; 12,000,000 1,204 133
shares authorized ; issued and outstanding 1,203,550
at 12/31/01 and 133,280 at 12/31/00)

Capital Surplus 177,251 183,674

Unrealized gains (losses), net of deferred tax 6,913 217,102

Retained earnings 168,940 186,868

Total Stockholders' Equity $ 367,530 $ 603,067

Total Liabilities & Stockholders' Equity $3,738,302 $4,325,400

The accompanying notes are an integral part of these financial statements



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

For the years ended December 31,
2001 2000

Income

Premium income :
Life, health & annuities $367,263 $333,032

Property & casualty 45,485 45,167
Fee based income 179,852 196,148
Net investment income 38,254 53,317

Net realized investment gains 50,303 257,766
Net gain on mortgages held for sale 8,791 3,828
Other income 9,725 11,350

Total Income 699,673 900,608

Benefits & Expenses

Policy benefits and claims :

Life, health & annuities 297,620 278,759
Interest credited to policyholder account balances 13,499 12,014
Losses and loss adjustment expenses - property & casualty 38,624 45,049
Policyholder dividends 14,123 14,097

Total benefits and claims expenses 363,866 349,919
Commissions 24,835 22,344
Sales, general & administrative expenses 264,652 319,710
Taxes, licenses & fees 11,959 11,069

28
Interest expense 17,228 13,334

Total Expenses 682,540 716,376

Net Income before Federal and State income taxes 17,133 184,232
Income tax (expense) benefit (3,636) (71,852)

Net Income before minority interest 13,497 112,380
Minority interest (750) (390). . .. . . . .. . .. . . . . . . . . . . .

Net Income $ 12,747 $111,990

Retained Earnings , beginning of year $ 186,868 $ 78,762
Tender offer and redemptions (30,675) (3,884)

Retained Earnings , end of year $168,940 $186,868

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



Consolidated Statements of
Changes In Stockholders' Equity
On thousands)

For the years ended December 31,
2001 2000

Stockholders' equity, beginning of year $603,067 $ 1,201,750

Comprehensive Income :

Net income 12,747 111,990

Accumulated other comprehensive income :

Change in unrealized gains, net of $1113,234) and $(51 0,444)

in tax for 2001 and 2000, respectively (210,188) (708,107)

Total comprehensive income (197,441) (596,117)

Other items :
Issuance of stock - 1,424

Reduction in note receivable 432 432

Tender offer (30,000) -

Redemptions (8,528) (4,422)

Total other items (38,096) (2,566)

Stockholders ' equity, end of year $367,530 $ 603,067

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

For the years ended December 31,
2001 2000

Cash flows from operating activities :
Net Income $ 12,747 $ 111,990
Adjustments to reconcile net income to net cash provided by operating activities :

Interest credited to policyholder account balances 13,499 12,014
Amortized deferred policy acquisition costs 13,738 11,790
Capitalization of deferred policy acquisition costs (75,368) (19,680)
Amortization and depreciation expense 8,414 6,215
Deferred income taxes 51,033 12,937
Net realized (gains) losses on investments (50,303) (257,766)
Gain on sale of subsidiary (3,140) (3,313)
Mortgages originated for sale (408,316) (303,190)
Mortgages sold 461,785 263,094
Interest accretion on notes payable 8,329 -
Change in premiums and other receivables 13,557 (13,156)
Change in reinsurance recoverable/payable 21,101 2,557
Change in brokerage premiums payable (17,599) 14,625
Change in policy liabilities 5,937 (9,846)
Change in other liabilities (33,013) 26,352
Change in current income taxes (70,614) 13,367
Other, net (14,754) (12,221)

Cash used in operating activities (62,967) (144,231)

Cash flows from investing activities :
Proceeds from sales and maturities of investments :

Fixed maturities 95,761 59,033
Equity securities and other invested assets 11,468 258,363
Mortgage loans 49,007 38,383
Limited partnerships 24,566 67,000
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Proceeds from sale of subsidiary, net of cash sold 4,489 (1,151)
Purchases of Investments :

Fixed maturities (61,032) (20,847)
Equity securities and other invested assets (17,019) (48,279)
Mortgage loans (20,401) (106,041)
Limited partnerships (21,640) (96,260)

Purchases of property and equipment (14,857) (16,418)
Purchase of intangible assets (13,251) -
Other, net (10,072) 1,284

Cash flows provided by investing activities : 27,019 135,067

Cash flows from financing activities
Investment product deposits 108,165 109,822
Investment product withdrawals (121,331) (112,011)
Issuance of common stock - 1,424
Purchase of common stock (38,528) (4,422)
Proceeds from borrowings 324,872 420,479
Repayment of borrowings (456,165) (277,074)

Cash (used in) provided by financing ac tivities (182,987) 138 ,218

Net Charge in Cash (218,935) 129,054
Cash and short term investments, beginning of year 383,588 254,534

Cash and short term investments, end of year $ 164,653 $383,588

The accompanying ne:(es are an integral part of these financial statements .



Notes to the Consolidated Financial Statements
For the Years Ended December 31, 2001 and 2000

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"), ULLICO Life Insurance Company ("ULLICO
Life"), UNIONCARE, Inc., ULLICARE, Inc ., GrandFund LLC ("Grand Fund"), Ulico Casualty Company
("Ulico Casualty"), Ulico Indemnity Company ("Ulico Indemnity"), Ulico Standard of America Casualty
Company ("USA Casualty"), USACC Property, Ulico Insurance Group, Inc ., Zenith Administrators, Inc .,
Trust Fund Advisors, Inc ., MRCo . Inc ., ULLICO Mortgage Corporation, Genpar, Inc ., GBL Holdings, Inc .,
ULLICO Transport Company, and ULLICO Management Company .

During 2001 and 2000, the Company sold Tri City Brokerage, Thornapple/AMI Capital, and Financial Freedom/
Homefirst . The results of these companies are included in operations through the date of disposition .

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 international and national trade unions , 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 and casualty insurance, investment advisory services, asset management and mortgage banking
and servicing activities. All significant intercompany balances and transactions have been eliminated in
consolidation .

3asis of Presentation

The financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (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 2000 amounts have been reclassified to conform to the 2001 presentation . In connection
with the issuance of the 2001 financial statements, the Company revised its 2000 financial statements
to adopt Emerging Issues Task Force ("EITF") 87-23, Book Value Stock Purchase Plans, which requires, in
certain circumstances, variable plan accounting for shares issued that are subject to a formula plan . FASB
Interpretation ("FIN") 44, effective July 1, 2000, clarified previous accounting in this area . Under these
pronouncements, the Company must account for any increases and decreases in the formula value from
one financial reporting period to another for all such shares . For 2000, this revision caused an increase in
sales, general and administrative expenses of $11 .7 million and a like amount decrease in net income . For
2001, the same treatment caused a decrease in sales, general and administrative expenses of $4 .6 million
and an increase in net income of the same amount .
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Invested Assets

Fixed maturity securities and equity securities (common stock and preferred stock) which are designated
"available for sale" are reported at fair value . Changes in fair value of securities designated as available
for sale, net of deferred income taxes, are recorded as a separate component of stockholders' equity,
and accordingly have no effect on net income . Marketable securities that are purchased and held
principally for the purpose of selling them in the near term are designated "trading" and are reported
at fair value . Changes in fair value of trading securities are recognized in realized gains and losses .
The majority of bonds and equity securities are designated as available for sale .

Limited partnership investments are recorded based on the equity method of accounting .

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 loan'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 valuation reserves have been provided for impairment of mortgages. Changes in the reserves

are reflected in realized gains or losses .

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 .
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Other invested assets relate to derivative securities recorded at fair value (Note 3) . Changes in fair value

are recognized in realized investment gains or losses .

Investments that have experienced an other than temporary impairment are written down to fair value
by a charge 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 and universal life insurance products are
determined following the retrospective deposit method and consist of policy account values that accrue
to the benefit of the policyholder, before deduction of surrender charges .

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 any adjustments are reflected in earnings currently.

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 .

Benefit claims (including an estimated provision for claims incurred but not reported), benefit reserve
changes, and expenses (except 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 and universal life insurance 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 .0% to 7.5% in 2001 .

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 generally over the
premium paying period of the related 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 .
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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, 2001 and 2000, approximately 98% and 85%, respectively, 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 .
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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 investment 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 risk . The assets consist primarily
of equity securities, publicly traded long-term bonds, mortgages, real estate and short-term investments .

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. The deferred tax asset has been netted against the deferred tax liability on the balance sheet .

Property and Equipment

Union Labor Life owns its home office building . The USA Casualty home office building in Chino, California
was sold in 2001 . Property and equipment are recorded at cost less accumulated depreciation and
amortization . Depreciation is computed using the straight-line method over the estimated useful lives of

the related assets . Leasehold improvements are amortized over the shorter of the estimated useful lives

of the assets or the related lease term .

Intangible Assets

Intangible assets include acquisition-related items such as goodwill, customer lists and value of insurance
in force, Management periodically reviews the carrying value of acquired intangible assets to determine

whether impairment may exist . Acquisition intangibles are amortized over periods up to 20 years .
Accumulated amortization on intangible assets is $3 .2 million and $14.7 million at December 31, 2001
and 2000, respectively .



Acquisitioi

Grand Fund

In September 2001, ULLICARE, Inc . acquired 100% of the stock of Grand Fund in a transaction accounted
for as a purchase in accordance with SFAS 141, Business Combinations . The purchase price resulted in
goodwill of $4.0 million and intangible assets of $3 .8 million for customer contracts .

Tri-City Brokerage, Inc .

Ulico Insurance Group agreed to sell all of the stock of Tri-City Brokerage and its related affiliates as of
September 30, 2001 and realized an after-tax loss of $1 .3 million relating to the sale . Revenues and net
income (loss) from these operations were $36 .9 million and $(1 .4) million, respectively, through September
30, 2001 and $22 .7 million and $0 .5 million, respectively, through December 31, 2000 . Assets of Tri-City
Brokerage, Inc . at December 31, 2000 were $63 .9 million .

Thornapple/AMI Capital

On June 29, 2001, the Company sold all of the stock of Thornapple Holdings and its wholly owned
subsidiary, AMI Capital, and realized an after-tax gain of $3 .3 million . Revenues and net income from these
operations were $18 .7 million and $4 .1 million, respectively, as of June 30, 2001 and $19.9 million and
$0 .0 million, respectively, in 2000 . Consolidated assets of Thornapple Holdings at December 31, 2000
were $136 .7 million, including $64 .0 million of mortgage loans held for sale .

Financial Freedom /HomeFirst

On October 31, 2000, the Company sold all of the stock of Financial Freedom Senior Funding Corporation
and its wholly owned subsidiary HomeFirst and realized a gain of $3 .3 million . Revenues and net income
(loss) from these operations that originated and serviced reverse mortgages were $4 .7 million and
$(1 .3) million in 2000 .
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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, 2001 and 2000 are as follows (in millions) :

2001

Amortized Gross Gross Estimated
Costs Unrealized Unrealized Fair

Available for Sale Gains Losses Value

U .S . Treasury securities $ 83.4 $ 4.2 $ 0.1 $ 87 .5

Industrial and other corporate bonds 55.7 2.1 0.5 57.3

Mortgage backed securities 108.6 4.9 - 113.5

Fixed maturities available for sale 247.7 11.2 0.6 258.3

Equity securities 37.3 1.8 13.8 25.3

Equity investment in Global Crossing Ltd 4.7 12.0 - 16.7

Total Available for Sale $289.7 $25.0 $14.4 $300.3

2000
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Gross Gross Estimated
Amortized Unrealized Unrealized Fair

Available for Sale Costs Gains Losses Value

U .S. Treasury securities $ 87.0 $ 2.3 $ - $ 89 .3

Industrial and other corporate bonds 73 .4 1.1 0.5 74.0

Mortgage backed securities 121.1 3.4 0.2 124.3

Fixed maturities available for sale 281 .5 6.8 0.7 287.6
Equity securities 46.8 2.7 9.8 39.7
Equity investment in Global Crossing Ltd 5 .6 335.3 - 340.9
Mortgage loans held for sale 64.0 - - 64.0

Total Available for Sale $397.9 $ 344.8 $ 10.5 $732.2

The amortized cost and estimated fair value of fixed maturity securities at December 31, 2001 by
contractual maturity are shown below (in millions) :

Amortized Estimated

Available for Sale Cost Fair Value

Due in one year or less $ 12.9 $ 13.2

Due after one year through five years 100.0 103.2

Due after five years through ten years 27.7 30.1

Due after ten years 107.1 111.8

Total Available for Sale $ 247.7 $258.3

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 .



Sales of fixed maturities available for sale were $9 .6 million and $9 .2 million for the fiscal years ended
December 31, 2001 and 2000, respectively .

Realized gains (losses) on investments for the years ended December 31, 2001 and 2000 are summarized
as follows (in millions) :

Realized Gains (Losses ) 2001 2000

Fixed maturities available for sale $ 0.2 $ (0 .4)

Equity securities 54 .8 227 .4

Mortgage loans held for investment (0 .8) (0 .3)

Limited partnerships (3.9) 31 .1

Total Realized Gains $50 .3 $ 257 .8

Gross realized capital gains on investments were $128 .1 million and $265 .0 million for the years ended

December 31, 2001 and 2000, respectively. Gross realized capital losses on investments were $77 .8

million and $7 .2 million for the years ended December 31, 2001 and 2000, respectively .

Global Crossing Ltd . ("Global Crossing") equity securities designated as trading had a market value of $3 .1

million at December 31, 2001, with a cost of $0 .9 million. During 2001, the Company realized gains of $2 .2

million on these securities .

Net unrealized appreciation on available for sale securities and short-term investments as of December 31,
2001 and 2000 is summarized as follows (in millions) :

Net Unrealized Appreciation (Depreciation ) : 2001 2000

Fixed maturities $ 10 .6 $ 6 .1

Equity securities (12 .0) (7 .1)

Investment in Global Crossing Ltd 12 .0 335 .3

Other - (0 .3)
Less: Deferred income taxes (3 .7) (116 .9) 37

Net Unrealized Appreciation (Depreciation ) : $ 6 .9 $217 .1

The changes in net unrealized gains/(losses), net of deferred taxes, were $(210 .2) million in 2001 and

$(708 .1) million in 2000 .



Net investment income, by type of investment, is as follows for the years ended December 31, 2001 and 2000
(in millions) :

2001 2000

Gross investment income :

Fixed maturities $ 18 .5 $21 .5
Equity securities 0 .1 0 .1
Mortgage loans :

Held for sale 3 .1 4.4
Held for investment 10 .2 10.4

Heal estate 0 .3 0.2
Limited partnerships (2 .9) 1 .6
Short-term investments 10 .0 16.0
Other, net 1 .0 0.5

Gross investment income 40.3 54.7
Less : Investment expenses (2 .0) (1 .4)

Net investment income $38.3 $53 .3

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 Crossing was incorporated and the
Nautilus operations were merged into this entity. On August 19, 1998, Global Crossing became a publicly
traded entity. In 2000 and 1999, the Company sold 6,528,160 and 3,070,738 shares of Global Crossing,
realizing after-tax gains of $126 .9 and $108 .4 million, respectively .

In October 2000, the Company executed a hedging strategy to protect the unrealized gains resulting from
the appreciation of Global Crossing common stock by entering into a prepaid forward sale of 5,000,000
shares. The proceeds from the sale were reported as notes payable and interest expense has been

38 recorded based on a 7 .94% effective yield . The Company recorded $8.3 million in interest expense under
this note in 2001 . The Company has the option to physically settle the forward sale by delivering a variable
number of Global Crossing common stock shares based on a minimum market price of $23 .49 per share
and a maximum market price of $35 .24 per share during the August 2002 to December 2002 settlement
period, or cash settling the transaction . The contingent receipts and/or payments associated with the
variable settlement price are recorded at fair value of $111 .2 million and $43 .4 million at December 31,
2001 and 2000, respectively. These amounts are included in other invested assets with the changes in fair
value of $67 .8 million and $38.2 million for the periods ending December 31, 2001 and 2000, respectively,
recorded in realized gains on equity securities .

The Company adopted SFAS 133, Accounting for Derivative Instruments and Hedging Activities, as
amended by SFAS 137, Accounting for Derivative Instruments and Hedging Activities - Deferral of the
Effective Date of FASB Statement No . 133, and SFAS 138, Accounting for Certain Derivative Instruments
and Certain Hedging Activities, effective January 1, 2001 . SFAS 133 requires that an entity recognize all
derivatives as either assets or liabilities measured at fair value . The accounting for changes in the fair value
of a derivative depends on the use of the derivative . In connection with the adoption of SFAS 133,
Accounting for Derivative Instruments and Hedging Activities, the Company reclassified 3,650,000 shares
of Global Crossing with a cost basis of $0 .9 million and market value of $52 .2 million from available-for-
sale to trading on January 1, 2001 and recognized a realized gain of $51 .3 million. At December 31, 2001
the trading securities related to Global Crossing were carried at fair value of $3 .1 million . During 2001, the



Company recorded a $2 .2 million net realized gain on the change in value of the Global Crossing trading

securities .

The increase in the value of the prepaid forward contract was offset by the reduction in value of Global
Crossing common stock that was transferred from available for sale to trading . The net realized gain

recognized in 2001 relating to the prepaid forward sale and the Global Crossing trading portfolio was
$70.0 million .

On January 28, 2002, Global Crossing filed for bankruptcy protection in connection with a restructuring of
the company's balance sheet . Global Crossing was delisted from the New York Stock Exchange and now

trades on the OTC Bulletin Board (OTCBR) under the ticker symbol GBLXQ . The bankruptcy petition has

not had any impact on the Company's prepaid forward sale transaction . At December 31, 2001 the value

of the Global Crossing stock included in investment assets was $19 .8 million . If the Global Crossing stock

becomes worthless in 2002, a $5 .1 million after-tax loss would be realized and a $7 .8 million after-tax

unrealized gain would be eliminated from stockholders' equity .

Mortgage loans held for investment and the related reserves are as follows at December 31, 2001 and 2000

(in millions) :

2001 2000

Commercial Mortgages $ 137 .4 $ 174 .2

Residential mortgages 13 .1 20 .7

Less : Mortgage valuation reserves (0 .5) (4 .4)

Net Mortgage loans $ 150 .0 $190 .5

The Company's mortgage loans held for investment net of related reserves, for significant states at

December 31, 2001 is as follows (dollars in millions) :

Number Balance % of portfolio 39

District of Columbia 5 $ 64.8 43 .2%
Florida 10 28 .9 19 .3%

California 11 17 .0 11 .3%

Pennsylvania 3 9 .9 6.6%

Iowa 1 6 .8 4.5%
Virginia 22 6 .1 4.1 %

Maryland 19 5 .9 3.9%
Other States and Municipalities 31 10 .6 7.1%

Total 102 $ 150 .0 100.0%
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Investment real estate (excluding home office properties) is as follows at December 31, 2001 and 2000
(in millions) :

2001 2000

Foreclosed $3.2 $4 .2
Investment 4.6 4 .8
Less: Real estate valuation reserves - (0 .3)

Net Real Estate Investment $7 .8 $8 .7

Property and equipment consisted of the following at December 31, 2001 and 2000 (in millions) :

2001 2000

Home office building $35 .4 $40.6
Furniture and equipment 20.2 24.6
Software 37.9 32 .6

Property and equipment, at cost 93 .5 97.8
Less : Accumulated depreciation and amortization (44 .6) (48.8)

Net Property and Equipment $48 .9 $49.0

Policy acquisition costs deferred for amortization against future income and the related amortization
charged to expense are as follows at December 31, 2001 and 2000 (in millions) :

40
2001 2000

Balance, January 1 $29.3 $21 .4
Costs deferred during the period :

Cost of direct marketing reinsurance recaptured 49 .3 -
Direct marketing costs 18.9 9 .5
Premium taxes 0.6 0 .9
Underwriting, compensation and other acquisition costs 6.5 10 .8

Total costs deferred during the period 75.3 21 .2
Less : Costs amortized during the period (13.7) (13.3)

Balance, December 31 $90.9 $29.3



-Claim Res

Activity in the liability for unpaid life, accident and health claims for 2001 and 2000 is summarized as follows

(in millions) :

2001 2000

Balance, January 1 $ 134.3 $ 128.5

Less: reinsurance recoverables 12 .4 14.9

Net balance, January 1 121 .9 113.6

Incurred related to :
Current year 283.4 298.5

Prior years (7 .0) (7 .3)

Total Incurred 276.4 291 .2

Paid related to :

Current year 184.2 203.0

Prior years 84.6 79.9

Total Paid 268.8 282.9

Net balance, December 31 129.5 121 .9

Plus reinsurance recoverables 8.0 12.4

Balance, December 31 $ 137 .5 $134.3

The above liability for unpaid life and health claims are included in policy and claim reserves on the

consolidated balance sheets .

Activity in the liability for unpaid property and casualty losses and loss adjustment expenses for 2001

and 2000 is summarized as follows (in millions) :

2001 2000

Balance, January 1 $ 131 .0 $ 110 .5

Less: reinsurance recoverables 51 .1 32 .6 41

Net balance, January 1 79 .9 77 .9

Incurred related to :

Current year 27 .5 31 .3

Prior years 11 .1 13.8

Total Incurred 38.6 45.1
Paid related to :

Current year 4 .9 9 .5
Prior years 30 .0 33 .6

Total Paid 34 .9 43 .1

Net balance, December 31 83 .6 79 .9
Plus reinsurance recoverables 57 .4 51 .1

Balance , December 31 $ 141 .0 $ 131 .0

The Company's property and casualty operations experienced adverse development from prior accident years
in several lines of its business, totaling $11 .1 million and $13.8 million in 2001 and 2000, respectively .



Note 9-Reinsurance

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

Amounts recoverable from reinsurers at December 31, 2001 include amounts that are in dispute .
One reinsurer is attempting to rescind their agreement . At this time, the outcome is not determinable,

but management believes the outcome will not have a material impact on the financial condition of
the Company .

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 .

In 2001, Union Labor Life recaptured life and health business previously ceded under a quota share
reinsurance agreement . In connection with this reinsurance recapture, consideration paid was recorded
as deferred policy acquisition costs of $49 .3 million and policy and claim liabilities of $18 .3 million were
recorded .

The property and casualty subsidiaries also maintain certain reinsurance agreements for the workers'
compensation line of business, where all losses in excess of $250,000 per occurrence are ceded ; for the
fiduciary and trustee lines of business where all losses in excess of $2,000,000 are ceded ; for the union
liability where all losses in excess of $1,000,000 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 . The
property and casualty subsidiaries also cede business under quota share reinsurance agreements .

42 Life, health and annuities premiums assumed from other companies totaled $7 .1 million and $13 .1 million
in 2001 and 2000, respectively . Life, health, and annuities premiums ceded to other companies totaled
$8 .5 million and $58 .8 million in 2001 and 2000, respectively .

Premiums ceded by the Company's property and casualty subsidiaries totaled $16 .5 million and $45 .6
million in 2001 and 2000, respectively . Loss and loss adjustment expense ceded under these agreements
totaled $38 .6 million and $79.6 million at December 31, 2001 and 2000, respectively .

Premiums assumed by the Company's property and casualty subsidiaries totaled $16 .0 million and
$14 .0 million in 2001 and 2000, respectively .

Note 10-Benefit Pla

The Company maintains two funded noncontributory defined benefit pension plans that cover certain
eligible employees. The ULLICO Inc . pension plan's investments include common stock of ULLICO Inc .
The common stock makes up 17% of the total plan assets at December 31, 2001 . 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 substantially all employees . The Company 's funding policy for the defined benefit plans is to
contribute annually an amount deductible for Federal income tax purposes . The primary defined benefit
pension plan has been fully funded for Federal tax purposes since 1986 .



Effective January 1, 2000, the ULLICO Inc . Pension Plan and Trust definition of compensation was

amended to include annual incentive compensation .

The Zenith Central Pension Plan was curtailed on July 1, 2000 resulting in approximately half the
participants no longer receiving benefit accruals . The Pension Benefit Obligation was reduced by

$0.4 million . The participants are now covered by UFCW International Pension Plan Local 546 .

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 $1 .8 million in 2001 and $1 .9 million in 2000 . In addition, the Company made profit

sharing plan contributions of $0 .6 million in 2001 and $0 .6 million in 2000 .

The Company provides postretirement health and life insurance benefits for certain eligible employees .

Qualified
Pension
Benefits

Non-qualified
Pension
Benefits

Post-
retirement
Benefits

2001 2000 2001 2000 2001 2000

Benefit obligation at December 31 $ 87 .9 $ 78.1 $6.7 $4 .1 $ 20.7 $20 .3

Fair value of plan assets at December 31 120 .3 144.1 - - - -

Funded status 32 .3 66.0 (6 .7) (4 .1) (20.7) (20 .3)
Prepaid (accrued) benefit cost

recognized in the balance sheet 4 .6 1 .7 (4 .1) (3 .2) (23.4) (22 .1)

Qualified Non-qualified Post-

Pension
Benefits

Pension
Benefits

retirement
Benefits

Weighted Average assumptions
as of December 31 2001 2000 2001 2000 2001 2000

Discount Rate 7 .3% 7 .5% 7 .3% 7.5% 7 .3 °/a 7 .5%
Expected return on plan assets 9 .0% 9.0% - -
Rate of compensation increase 5 .0% 5.0% 5 .0% 5 .0% 5.0% 5.0% 43

For postretirement health benefit measurement purposes, a 7 .3 percent annual rate of increase in the per

capita covered health care benefits was assumed for 2001 . 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

2001 2000 2001 2000 2001 2000

Pension income (expense) $2 .6 $2 .1 $0 .0) S (O .6) $(2 .1) $ (2.4)

Employer contribution 0 .4 0 .1 - -

Benefits paid 3 .0 2 .9 0.1 0 .1 0 .8 0.7



The Company files a consolidated life-nonlife Federal income tax return including ali eligible subsidiaries .
The components of income tax (expense) benefit are as follows (in millions) .
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2001 2000

Federal Income Tax (Expense) Benefit
Current $47.4 $(58 .0)
Deferred (50.1) (12 .9)

Subtotal Federal income tax (Expense) (2 .7) (70 .9)
State Income Tax (Expense) Benefit

Current $ (0.2) $ (0 .9)
Deferred (0.7) (0 .1)

Subtotal State income tax (Expense) (0 .9) (1 .0)

Income Tax (Expense ) $ (3.6) $ (71 .9)

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

2001 2000

Federal Income tax at statutory rate $ (5 .7) $(64.1)
Other, net 3 .0 (6 .8)

Federal Income Tax (Expense ) $ (2 .7) $(70.9)

The Federal effective rate differs from the statutory rate due to nondeductible goodwill amortization,
meals and entertainment expenses, minimum tax, targeted job credits and general and administrative
expenses .

Federal income taxes paid were $12 .7 million for 2001 and $43 .5 million for 2000, respectively .



The tax effects of items comprising the Company's net Federal deferred income tax (liability) are as
follows at December 31, 2001 and 2000 (in millions) :

2001 2000

Federal Deferred Tax Liability

Deferred policy acquisition costs and ceding commission $ 25.5 $ 2 .3

Accelerated tax depreciation 9.6 7 .3
Net unrealized gain on available for sale securities 3.8 116 .9

Deferred tax gains on investment 39.6 21 .8

Other 10.9 5 .9

Subtotal Federal deferred tax liability 89.4 154 .2

Federal Deferred Tax Asset

Insurance reserves 10.5 5 .9
Pension and postretirement benefits 16.2 11 .0

Policyholder dividends 4.9 2 .6
Other 6.1 15.7

Subtotal Federal deferred tax asset 37.7 35.2

Net Federal Deferred Tax Asset (Liability ) $ (51 .7) $019.0)
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Notes payable at December 31, 2001 and 2000 consist of the following (in millions) :

2001 2000

Term loan with banks, variable rate (6 .56% at 12/31/00) $ - $ 33 .0
Line of credit with banks, variable rate (average rate of 7 .08%

at 12/31100) - 24.2

Line of credit with banks, collateralized with mortgage loans, 45
variable rate (average rate of 8 .18% at 12/31/00) - 105 .6

Line of credit with bank, collateralized with home office building,
variable rate (effective rate of 3 .95% and 8.07% at 12/31/01
and 12/31/00, respectively) 15.0 20.0

Loan from investment bank, collateralized with shares
of Global Crossing stock, (effective rate of 7 .94% at 12/31/01
and 12/31 /00) 110.2 101 .9

Other 0.1 3 .4

Total Borrowings $ 125 .3 $ 288 .1

All borrowings are due to mature in 2002 .

In October, 2000, GBL Holdings, Inc . entered into a derivative transaction which included a loan compon-
ent having an initial fair value of $100 .4 million . The derivative transaction is collateralized with five million
shares of Global Crossing . The loan has an implied effective interest rate of 7 .94% . At maturity, the
Company anticipates settling the loan by releasing and delivering five million shares of Global Crossing to
the derivative counterparty . The number of Global Crossing shares needed to settle the loan is subject to
a maximum of five million shares .



In 1999, Union Labor Life obtained a line of credit secured by a first mortgage on its home office building .
The original loan amount was $25 .0 million. Mandatory loan principal payments of $5 .0 million were made
during 2000 and additional $5 .0 million of mandatory loan principal payments were made during 2001 .
Union Labor Life entered into a modification and extension agreements with the lender during 2001 which
extends the maturity date of the loan to October, 2002 . Additionally, the modification agreement restores
the maximum amount of the loan to $25 .0 million subject to certain conditions . A total of $15 .0 million
was made immediately available with the remaining $10 .0 million available if Union Labor Life executes a
lease agreement with its principal third party tenant. An interest rate swap was executed to fix the
company's variable interest on the loan .

Interest paid was $8 .6 and $11 .3 million for the years ending 2001 and 2000, respectively .

Note 13-Comm

Leases

itc and r-nntinnPnr.

The Company leases office space, data processing and copier equipment and certain other equipment
under operating leases expiring on various dates between 2002 and 2010 . Most of the leases contain
renewal and purchase options based on prevailing fair market values . Lease payments totaled $14 .8
million and $11 .4 million for the years ended December 31, 2001 and 2000, respectively .

Aggregate future minimum rent payments required under noncancelable operating leases in effect at
December 31, 2001 are summarized as follows (in millions) :

Year ending
December 31 :

Minimum Lease
Payments

2002 $ 10.3
2003 9.2
2004 7.0

46 2005 5.9
2006 5.2

Thereafter 14.4

Total $ 52 .0

Financial Instruments With Off-Balance -Sheet Risk

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 interest rate risk in excess of the amount recognized
in the balance sheet .



At December 31, 2001, Union Labor Life had outstanding commitments to fund mortgage loans as follows
(in millions) :

2000
Union Labor Life-Separate J mortgages $824 .2
Union Labor Life-General account mortgages 68 .3

Total Mortgage Commitments $892,5

Home Office Building

Union Labor Life is in the process of securing long-term leases and considering available strategies in
its current home office building in anticipation of acquiring a new home office building which is under
construction in the District of Columbia . In late 1999, Union Labor Life committed to a developer to
fund a construction loan on a property it may acquire at a future date as its next home office building .
As of December 31, 2001 and 2000, the Company had funded this mortgage in part with advances of
$59.3 million and $41 .8 million, respectively at 30-day LIBOR plus 175 basis points and a maturity date
of October 2002 .

FDIC Limit

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

Limited Partnerships

As of December 31, 2001, the Company had $51 .9 million in outstanding investment commitments
relating to limited partnerships .

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 . The Company has received a grand jury subpoena for records and is
cooperating fully with the request . In the opinion of management and legal counsel, the litigation will not
have a material effect on the Company's financial position .

Vote 14-Capita

Changes in stockholder accounts consist of the following (in millions) :

Capital
Stock

Class A
Stock

Class B
Stock

Capital
Surplus

Balance, January 1, 2001 $ 7 .5 $7 .8 $0.1 $ 183 .7
Transfer of Class A Stock to Class B Stock - (1 .1) 1 .1 -
Tender offer and redemptions (0 .7) (0 .3) - (6 .8)
Reduction in notes receivable for stock - - - 0 .4

Balance , December 31 , 2001 S6 .8 $6-4 $ 1 .2 $ 177 .3



Capital
Stock

Class A
Stock

Class B
Stock

Capital
Surplus

Balance, January 1, 2000 $ 7 .9 $7 .8 $0.1 $ 182 .0
Issuance of stock - - - 1 .5
Reduction in notes receivable for stock - - - 0.4

Tender offer and redemptions (0 .4) - - (0 .2)

Balance, December 31, 2000 $ 7.5 $7 .8 $0.1 $ 183 .7
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During 2001, the Company made a tender offer to repurchase common stock at $74 .87 per share, which

was the book value per share at December 31, 2000 . The tender offer was completed subsequent to

December 31, 2001, and resulted in the repurchase of 200,348 shares of Class A and Class B common
stock for $15 .0 million . During 2000, the Company made a tender offer to repurchase common stock
at $146 .04 per share, which was the book value per share at December 31, 1999 . The tender was

completed subsequent to December 31, 2000, and resulted in the repurchase of 205,422 shares of
Class A and Class B common stock for $30 .0 million .

In 1999, the Company entered into an incentive arrangement which included the issuance of 40,000
shares of Class A stock in exchange for a receivable from the stockholder which was secured by the stock

issued . The receivable may be forgiven in five equal installments over the five-year term of the agreement .

At December 31, 2001 and 2000, the insurance subsidiaries had statutory capital and surplus of
$125.3 million and $180 .3 million, respectively, determined in accordance with statutory accounting
practices utilized in filings with insurance regulatory authorities . At December 31, 2001, the statutory
capital and surplus exceeds the authorized control level risk based capital by $84 .9 million . No dividends
can be paid by the insurance companies to ULLICO Inc . during 2002 without approval from the Insurance

Commissioner of the insurance companies' domiciled state .

In 1998, the National Association of Insurance Commissioners ("NAIC") adopted the Codification of
Statutory Accounting Principles ("Codification") guidance, which replaces the current Accounting Practices
and Procedures manual as the NAIC's primary guidance on statutory accounting as of January 1, 2001,
The Codification provides guidance for areas where statutory accounting has been silent and changes

current statutory accounting in some areas, e .g . deferred income taxes are recorded and certain additional
reserve calculations based upon prescribed loss ratios in excess of amounts determined necessary by
the company are no longer required to be recorded .

The Maryland, Delaware, Texas, Arkansas and California Insurance Departments have adopted the
Codification guidance, effective January 1, 2001 . The effect of adoption of Codification on the companies'

statutory surplus is a net increase of $26 .0 million . The increase is mainly due to deferred taxes and

postretirement benefits .

Note 15-Fair Value

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 Crossing was determined using the quoted market price at December 31, 2001
and 2000, respectively .

Other invested assets include an investment in a derivative financial instrument designed to reduce the
market risk of certain equity investments . Financial instruments used for such purpose include put and call
options . The fair value of derivatives generally represent the estimated amount that the company would

receive or pay upon termination of the contracts at the reporting date . The fair values of derivative financial
instruments are estimated using values obtained from dealers, independent pricing services, costs to
settle, or quoted market prices of comparable instruments .

Limited partnerships are reported under the equity method of accounting . The fair value of the limited
partnerships is assumed to approximate its carrying value . 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 borrow-
ings 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 .

December 31 , 2001 December 31, 2000

Carrying
Value

Fair
Value

Carrying
Value

Fair
Value

Fixed Maturities $258.3 $258.3 $287 .6 $287-6
Equity securities 25.3 25.3 39.7 39.7
Equity investment in Global Crossing Ltd 19.8 19.8 340.9 340.9
Short-term investments 149.2 149.2 359.2 359.2
Other invested assets 111 .2 111 .2 43 .4 43.4
Policy loans 1 .4 1 .4 1 .5 1 .5

Mortgage loans held for investment 150.0 152 .7 190 .5 190.8
Mortgage loans held for sale - - 64.0 64.0
Policyholder funds on deposit 37 .2 37 .2 34 .2 34.2
Deposit-type annuity contracts 188 .1 190 .5 190 .8 191 .7
Notes payable 125 .3 125 .3 288 .1 287 .6
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