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F i n a n c i a l  H i g h l i g h t s

Years Ended December 31 1999 1998 1997

(In millions, except per share information and ratios)

I N C O M E  S TAT E M E N T  
Premiums $1,951 $1,971 $1,981
Universal life and investment product policy fees 359 297 237
Net investment income 616 604 631
Net realized gains 91 59 76
Total revenues 3,145 3,034 3,006
Net income 296 201 209
Net operating income(1) 281 213 164
Statutory combined ratio, including policyholder dividends 101.2 104.6 104.0

P E R  S H A R E ( D I L U T E D )
Net income 5.33 3.33 3.82
Net operating income(1) 5.06 3.52 3.00
Dividends declared 0.25 0.15 0.20
Book value 41.32 41.95 39.71
Book value, ex. SFAS No. 115(2) 42.71 38.87 36.08
Market value 55.63 57.88 49.94

S H A R E S  O U T S TA N D I N G
Weighted average shares outstanding for the full year 55.5 60.3 54.8
Shares outstanding at December 31 54.2 58.6 60.0

B A L A N C E  S H E E T
Total investments 7,889 9,058 8,701
Separate account assets 17,630 13,698 9,755
Total assets 30,770 27,653 22,549
Total liabilities 28,229 24,895 19,715
Minority interest 300 300 453
Shareholders’ equity 2,240 2,459 2,381

(1) Net operating income excludes after-tax net realized investment gains and other non-recurring gains and charges.

(2) Excludes net unrealized appreciation (depreciation) on available-for-sale securities (SFAS No. 115).

A l l m e r i c a  F i n a n c i a l  a t  a  G l a n c e

Allmerica Financial is the holding company for a group of financial services companies operating in two primary businesses, 
the marketing of products and services that enable clients to accumulate assets and manage risk. Our Asset Accumulation business
provides insurance, retirement savings, and investment management products and services to individuals and financial institutions
through financial advisors, brokers, financial planners, certified public accountants, independent marketing organizations, 
and strategic partnerships with other financial services companies. Our Risk Management business markets property and casualty
insurance through independent agents, brokers, other distribution channels, and at the worksite. Allmerica’s property and 
casualty products are offered by The Hanover Insurance Company and Citizens Insurance Company of America.

N e t  O p e r a t i n g  I n c o m e
( $  i n  m i l l i o n s )
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$99.8

To t a l  A s s e t s
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S h a r e h o l d e r s’  E q u i t y
( $  i n  b i l l i o n s )
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Allmerica Financial's long term strategy has successfully created excellent earnings growth

over the last five years. Looking forward, our Asset Accumulation and Risk Management 

businesses have new initiatives in place to continue our success. This annual report takes a

look at those initiatives and how we are ready to capitalize on them. 
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■ To  Ou r  Sha r eho l de r s  

Allmerica is ready! 

The management of your company is looking forward to

the opportunities of the new millennium.

We achieved a fifth consecutive year of record earnings

in 1999, substantially increased our return on equity, and

made significant investments in the Company’s operations to

position us for continued success. We are confident in our abil-

ity to grow earnings and increase return on equity again this year, placing us among the best

performing companies in our industry.

■ Reco r d  F i n anc i a l  Resu l t s

Operating earnings from continuing operations were $5.06 per share, up 44 percent from $3.52

per share in 1998. Over the past five years, earnings per share have more than doubled, while

operating earnings have increased to $280.9 million from $99.8 million.

Return on equity increased to 12.3 percent in 1999, up from 9.4 percent in 1998, a

result of strong earnings growth and effective capital management strategies. We completed an

initial $200 million common stock repurchase program during 1999 and began a follow-on pro-

gram of the same size. Since the inception of these programs, approximately 10 percent of

Allmerica’s stock has been acquired through our stock buy-back initiative.

The earnings growth at Allmerica from 1995 to 1998 was achieved in spite of challeng-

ing market conditions in the property and casualty industry. In 1999, our property and casual-

J ohn  F.  O ’B r i e n



ty operations began to grow earnings again, reflecting the operational improvements we have

made to this business. Both Asset Accumulation and Risk Management made major contribu-

tions to our earnings growth and both segments have in place strategic programs for continued

growth in the year 2000 and beyond.

■ Asse t  Accumu l a t i o n

Our Asset Accumulation business, which markets investment-orient-

ed life insurance and retirement savings products for individuals and

institutional clients, continued its strong earnings trend. This seg-

ment reported a pre-tax operating profit of $229 million, up 19 per-

cent from $193 million a year earlier. New sales of variable annuities

totaled $2.8 billion — the second highest in the Company’s history.

Profitability increased as a result of a substantial rise in policy fee income and growth in

assets under management.

Many important operational improvements were completed during 1999, including the

expansion of our distribution capacity, which will enable Asset Accumulation to build on the

positive momentum it has established. We created a promising new distribution channel

through strategic partnerships with large and small certified public accounting firms across the

United States. These initiatives capitalize on recent industry changes which allow CPAs to add

financial planning and investment advisory services to their practices. Additionally, partner-

ships with regional banks and the acquisition of the Advantage Insurance Network, a leading

independent marketing organization, will further expand our base of distribution and have
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N e t  O p e r a t i n g  I n c o m e  
P e r  S h a r e

95 96 97 98 99

$5.06

$3.52
$3.00

$2.41
$1.99
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meaningful growth potential. These new platforms will enable Allmerica to capitalize on strate-

gic opportunities by providing to these organizations our broad product line, proven service

capability and leading edge technology. 

We created a competitive advantage by successfully implementing the initial phase of

our new, state-of-the-art variable products administration system in 1999. This new systems

platform dramatically shortens the time required to develop and introduce new products,

reduces training and systems development expenses, and enables us to pursue niche-market-

ing opportunities for variable products. Early sales results of new products already launched

on the system have exceeded our expectations.

Our investment management division also had another suc-

cessful year in 1999, as our fee-based asset management business

continued to grow. The introduction of a $2 billion Euro Medium Term

Note program increased our spread-based business and diversified

our funding sources. We are actively marketing our strong record of

fixed income portfolio management to institutional investors and have identified good growth

potential in this market.

■ R i sk  Managemen t

Our Risk Management business, which markets personal and commercial property and casu-

alty insurance, significantly improved earnings during 1999. Pre-tax operating profits in this

segment increased by 33 percent to $199.6 million, up from $149.6 million in the prior year.

R e t u r n  o n  E q u i t y

95 96 97 98 99

12.3%

9.4%9.0%
8.0%8.5%
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Underwriting performance in the property and casualty operation improved in 1999. Our

combined ratio of 101.2% outperformed the industry by approximately 6 points. At a time when

some questioned the earnings potential in the property and casualty business, these results

demonstrate the underlying earnings power of our company and validate our regional strategy.

In our property and casualty business, we

have implemented a new long-term strategic plan

to grow faster than the industry, increase prof-

itability and improve our competitive position. 

Our strategy focuses on growth opportuni-

ties in states where we have a strong presence,

local market expertise, and high brand recognition of our Citizens and Hanover products. 

A principal emphasis of our strategy going forward will be on small commercial business and

sponsored markets, where employers, associations, and financial institutions endorse our prod-

ucts, allowing us to make them available to their employees and members.

Expense management at Allmerica is a continuous process. In the past, we have suc-

cessfully completed major reorganizations of our operations, resulting in substantial expense

reductions. In 1999, Allmerica began an important corporate initiative to make our organiza-

tion even more efficient by generating substantial expense savings, some of which will be

invested in stronger revenue growth, and some of which will directly increase profits. We are

well along in a highly-structured review of our operations, which will result in the implemen-

tation of additional operational improvements designed to lower our on-going expense structure

and improve our competitive position. 

P r o p e r t y  &  C a s u a l t y  C o m b i n e d  R a t i o  

95 96 97 98 99

107.5%*

101.2%

105.6%

104.6%

101.6%

104.0%

105.8%

104.5%

106.4%

101.0%

■   I n d u s t r y       ■   A l l m e r i c a  F i n a n c i a l

* E s t i m a t e
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■ F i nanc i a l  Se r v i c e s  Re f o r m

The United States Congress passed a financial services reform bill in 1999 that will lead to

deregulation of the industry and create increased competition among insurance companies,

banks and other financial institutions. We view this as a positive development for Allmerica.

As many banks and other financial institutions seek to increase their

sales of insurance and retirement products and services, they will

need to create strategic partnerships with proven product manufactur-

ers and service providers. Allmerica is well prepared to fill this role,

which can create substantial growth opportunities. 

■ 2000  Ou t l o ok

Since becoming a public company in 1995, we have established a consistent record of perfor-

mance while increasing our focus on markets with attractive growth potential. In June 1999,

we further refined our strategic emphasis, and announced our decision to exit the group life and

health insurance business. The sale of this business will enable us to build upon the growth

potential in our core businesses, where we have better opportunities for success in the future.

Allmerica is now a stronger, more focused organization than ever before — ready to build upon

our past accomplishments.

Our long-term strategy has been tested and proven to be effective, and we are organized

efficiently to capitalize on opportunities in this fast-changing business environment. Asset

Va r i a b l e  P r o d u c t  F e e  
I n c o m e  ( $  i n  m i l l i o n s )  

95 96 97 98 99

$291.0

$225.0

$165.0

$116.0
$87.0
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Accumulation is a leader in the retirement and investment-oriented life insurance markets,

which are very large and expanding. We have all the tools necessary to grow this business, with

broad, multi-channel distribution capabilities, new products, superior technology and service

performance ranked among the best in the business by an independent service evaluation firm.

In Risk Management, we are confident in our strategy, which focuses on segments of the prop-

erty and casualty business with above average growth potential. In this business also, we have

broadened distribution and introduced new products and technology which create a market

advantage for our company.

Allmerica’s record results over the past five years are directly attributable to a corporate

strategy that focuses on the future and places a premium on anticipating and adapting to

change ... on identifying and seizing opportunities ahead of the competition. We are confident

in our ability to extend profitable growth and build shareholder value because we are ready!

J ohn  F.  O ’B r i e n

President and Chief Executive Officer
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Asset
Accumulat ion

Ready to continue our excellent 

earnings trend, expand distribution, introduce 

new products, and leverage technology



At a Glance
Ma jo r  P r oduc t s  

Allmerica provides investment-oriented insurance and retirement savings products for retail and institutional

clients, broadly distributed through agency, broker/dealer, financial planner, certified public accountant, 

independent marketing organization, and strategic partnership sales channels.

■ Variable annuities ■ Variable universal life ■ Financial planning ■ Defined contribution plans 

■ Defined benefit plans ■ Stable value products ■ Investment management 

9

H i gh l i g h t s

● Since 1995, increased pre-tax operating income at a compound annual growth rate of approximately 

33 percent and variable product sales at a compound annual growth rate of nearly 37 percent

● Introduced state-of-the-art variable products administration system 

● Among the leading providers of variable annuities and variable life insurance

● Expanded distribution capabilities through the acquisition of the Advantage Insurance Network, 

an independent marketing organization, the establishment of major initiatives with CPA firms, 

and continued growth of the Agency channel

● Expanded successful seminar lead generation program through telemarketing and direct mail support 

to financial advisors

● Achieved a top decile ranking in the Dalbar variable product customer service evaluations

● Introduced new stable value investment product for the European Medium Term Note market

Ou t l o ok
● Expand new product development capabilities

● Continue to expand distribution arrangements through existing and new channels

● Utilize new technology to enhance customer service and reduce time-to-market for new products

● Focus on the distribution phase of the retirement market with new flexible product offerings

● Create operational efficiencies through ongoing redesign efforts

P r e - t a x  O p e r a t i n g
I n c o m e  ( $  i n  m i l l i o n s )  

95 96 97 98 99

$229.0

$192.7

$153.0

$118.3

$72.2

S e p a r a t e  A c c o u n t  
A s s e t s  ( $  i n  b i l l i o n s )  

95 96 97 98 99

$17.6

$13.7

$9.8

$6.2
$4.3
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Our Asset Accumulation business, which has been helping individuals and businesses meet their financial security

needs for more than 150 years, is successful today by proactively adapting to changing customer needs 

and market conditions. We have prepared the organization to capitalize on growth opportunities in the variable 

products business —one of the fastest-growing sectors in the insurance and financial services industry.

Demand for variable annuities and variable life insurance is being fueled in large

measure by baby boomers who are now in their 40s and 50s, their peak wealth accumulation years. With the 

expansion of our multi-channel distribution system, the introduction of new products, and technology initiatives that

enable us to penetrate new markets, we are well positioned for top-line growth.

AssetAccumulation

Home office management 

and financial planners meet

regularly to develop effective

marketing strategies for

Allmerica’s products.

A strong team approach to strategic planning has been the key to our success in the variable products business.



In 2000, we expect to increase the number of financial advisors marketing our products and services through

our agency system, as we did in 1999, by some 15%. These sales professionals already rank among the most 

productive in the industry and we will continue to enhance their productivity through our proven telemarketing and

lead generation programs. We will conduct more than 900 financial planning seminars across the

country in 2000, attracting over 23,000 potential purchasers of variable products. We also are doubling the size of

our wholesaling operation in the Allmerica Select channel, and expect to improve sales through mutual fund part-

nerships as a result of product enhancements.

Our new independent marketing organization, the Advantage Insurance Network, with 

22 general agents, has access to some 5,000 producers across the United States, and should substantially increase

our variable life sales in 2000.

Two new distribution initiatives involving certified public accounting firms also greatly expand our distribution

reach and offer significant growth potential. Allmerica Integrated Partners teams Allmerica’s financial advisors with

local CPA firms to market our products and services to their clients. At year-end 1999, more than 200 CPAs

11

The product development team is focused on customer needs and changing market expectations. 

Our Select distribution channel markets variable 

products through over 400 independent broker/dealer

firms with more than 30,000 financial representatives.



AssetAccumulation

already were appointed to sell our products and we expect significant growth as the program evolves. Our 

joint venture with Capital Professional Advisors links Allmerica with 22 of the top 100 CPA 

firms in the country, with almost 5,000 accounting professionals nationwide, providing a unique distribution oppor-

tunity for Allmerica’s variable products and service. This strategic partnership represents significant revenue 

potential for the future.

During 2000, our strategy is to expand our product portfolio for the retirement and investment-oriented life

insurance markets. The implementation of the Beacon variable products administration system will make us

faster and more efficient when responding to emerging opportunities while substantially enhancing our new 

product introduction capabilities. Our goal for 2000 is to introduce additional products more frequently, for more 

segments of our markets, improving our competitive position.

12

Service Company systems development

teams successfully design, develop and

implement state-of-the-art technology

applications for our business.

The strategic acquisition of the Advantage Insurance Network and growth of Allmerica Special Benefits

expands our product distribution initiatives.
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Looking forward, we also are placing greater emphasis on the emerging post-retirement phase of the 

retirement market, an opportunity which will expand greatly over the next several years. In this market segment,

people who have accumulated retirement savings will seek financial planning professionals
to advise them on managing assets to meet their income needs during retirement and to protect that which will be

passed on to their heirs.

To be successful in this market, companies will need financial planning expertise, efficient product develop-

ment capabilities, advanced technology, and excellent customer service. Allmerica has in place

all the critical capabilities to help clients meet their financial planning needs in retirement, and we are ready to

capitalize on this large and growing market opportunity.

Enhanced training and sales support have helped make our career distribution channel one of the most 

productive in the industry.

We have expanded our investment manage-

ment business, introducing new investment

vehicles and leveraging our fixed income

management expertise.

Our new state-of-the-art variable products administration system

has created a competitive advantage for Allmerica by providing 

significantly enhanced product development and service capabilities.
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Risk
Management

Ready to increase premium growth, 

improve our cost structure, and achieve 

consistent underwriting profits



At a Glance

15

Ma j o r  P r oduc t s  

Allmerica provides risk protection products through regional property and casualty insurers distributed primarily

through independent agents, brokers, and customer aggregators.

■ Personal automobile ■ Homeowners ■ Commercial automobile ■ Workers’ compensation 

■ Commercial multiple peril 

H i gh l i g h t s

● Well positioned to compete in Standard, Sponsored, and Specialty Markets in the Northeast, 

South, and Midwest through Hanover and Citizens

● Leading provider of personal and commercial property and casualty products and services

● Strong distribution relationships with top-quality independent agents

● Completed strategic business review which led to sale of the group life and health business

● Identified expense management opportunities needed to achieve expense targets

● Introduced new small commercial product, Dimension 2000+

● Large and growing player in sponsored and affinity markets

Ou t l o ok
● Maintain strong regional focus on property and casualty markets

● Expand sponsored personal lines business

● Expand small commercial lines business

● Leverage excellent agency relationships

● Build new distribution channels

● Invest in technology to increase premiums, improve underwriting and provide direct 

customer service capabilities

● Integrate culture, products, and back-office customer service functions

P r e - t a x  O p e r a t i n g
I n c o m e  ( $  i n  m i l l i o n s )  

95 96 97 98 99

$199.6

$149.6

$174.2$173.1

$212.0

P r o p e r t y  &  C a s u a l t y  
P r o d u c t  M i x

■  P e r s o n a l  A u t o
■  C o m m e r c i a l  M u l t i p l e  P e r i l
■  H o m e o w n e r s
■  Wo r k e r s ’  C o m p e n s a t i o n  
■  C o m m e r c i a l  A u t o
■  A l l  O t h e r s  

10%
7%

45%

15%

10%

13%



Risk Management is poised to produce continued positive earnings growth in 2000. We expect to

achieve an underwriting profit through a disciplined approach to risk selection and pricing, ongoing reductions in our

cost structure, and further improvements to claim handling operations. 

We are implementing a new business strategy which focuses on our strengths in automobile and homeowners

coverages for individuals and a solid portfolio of small commercial products for companies with fewer than 

100 employees. Our new business model better aligns our strengths with growing markets where we can deliver 

value-added products and superior customer service through our strong network of independent

agents, brokers, and new customer aggregators. We are targeting accelerated premium growth through 

increased emphasis on our sponsored markets business, small commercial markets, and by capitalizing on 

new products and technology. 
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Risk Management

In Specialty Markets, we are focusing on niche opportunities where we can apply our specialized

underwriting skills.

Disciplined underwriting has 

contributed to improved operating 

results in our property and 

casualty business.



The sponsored market segment, in which employers and other organizations sponsor, but do not subsidize our

products, represents a meaningful growth opportunity. We already are a market leader in this area of 

the property and casualty business, which specializes in home and auto insurance sold through affinity groups,

associations, and at the worksite. Our distribution is expanding to include customer aggregators such as financial

institutions, payroll processors, and other organizations that provide us with access to large groups of potential

individual customers and small to medium-sized businesses. To grow this business, we continue to write new 

programs and are using sophisticated computer-based modeling techniques in our direct sales and

service operations to further penetrate our existing account base.

We also are investing in new products and technology which will position us as a premier provider in the 

rapidly growing $35 billion small commercial market. Success in this segment requires products with broad 

17

Close working relationships between 

our home office and regional operating

companies contribute to our success.

Our Risk Management leadership team combines extensive property and casualty insurance industry experience with local market knowledge to 

produce strong operating results.
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eligibility, while making it easier for agents and business owners to do business with us. Our new product,

Dimension 2000+, offers over 250 classifications in 10 programs and uses Internet-based point of sale

capabilities to quickly quote and issue policies. The product has been enthusiastically accepted by our agents and

clients, and provides us with a competitive advantage.
We also have plans to capitalize upon growth opportunities in our standard and specialty market segments as

well. In standard markets, we are developing and expanding relationships with over 2,600 independent agents and

brokers in our regional markets where we leverage their local market expertise. In specialty markets, we are

emphasizing niche industry segments, which offer us opportunities to add to the profitability of our core business.

Expansion of our Standard 

Markets business is a key part of

our marketing strategy.

Our Sponsored Markets business is a leader in marketing property and casualty insurance to affinity groups,

associations and at the worksite.

Risk Management
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In this line, we are capitalizing on our experience, specialized underwriting skills, customized products, and 

alternative risk financing methods to meet the needs of agents, individuals, and customer aggregators.

In the face of an increasingly competitive business environment, we have successfully redesigned our 

operations to achieve significant cost savings. We have redesigned our business processes and consoli-

dated service functions, which will enable us to achieve our expense targets in 2000.

The improvements made to our Risk Management business have positioned us to grow, further improve our

operating results, and strengthen our competitive position. We are confident in our outlook because our core 

business lines remain strong and we have in place a business strategy that is built upon our competitive strengths. 

Experienced leadership and new 

market-focused strategies will produce

continued success for us in the property

and casualty industry. 

Creating common systems platforms for Hanover and Citizens will yield expense savings and

service improvements in 2000.

Our new small commercial product, Dimension 2000+, positions us for

growth in the small commercial market.
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For the Years Ended December 31 1999 1998 1997 1996 1995

(In millions, except per share data)

S TAT E M E N T  O F  I N C O M E

Revenues
Premiums $ 1,950.5 $ 1,970.6 $ 1,980.5 $ 1,937.1 $ 1,952.2
Universal life and investment product policy fees 359.3 296.6 237.3 197.2 172.4
Net investment income 615.7 604.4 631.1 651.2 692.0
Net realized investment gains 91.0 59.2 76.0 65.6 40.3
Other income 128.7 103.2 81.5 77.7 80.0

Total revenues 3,145.2 3,034.0 3,006.4 2,928.8 2,936.9

Benefits, Losses and Expenses
Policy benefits, claims, losses and loss adjustment expenses 1,770.7 1,804.0 1,764.0 1,747.8 1,815.2
Policy acquisition expenses 429.9 449.6 408.5 454.4 452.7
Sales practice litigation expense — 31.0 — — —
Loss from cession of disability income business — — 53.9 — —
Restructuring costs (1.9) 9.0 — — —
Other operating expenses 478.5 440.3 440.0 421.4 392.3

Total benefits, losses and expenses 2,677.2 2,733.9 2,666.4 2,623.6 2,660.2

Income before federal income taxes 468.0 300.1 340.0 305.2 276.7
Federal income tax expense 106.9 56.1 84.7 66.2 73.6

Income before minority interest, extraordinary item 
and discontinued operations 361.1 244.0 255.3 239.0 203.1

Minority interest (16.0) (29.3) (62.7) (74.6) (73.1)

Income from continuing operations 345.1 214.7 192.6 164.4 130.0
Discontinued operations:

(Loss) income from operations of discontinued group 
life and health business, net of taxes (18.8) (13.5) 16.6 17.5 16.0

Loss from disposal of group life and health business, 
net of taxes (30.5) — — — —

Income before extraordinary item 295.8 201.2 209.2 181.9 146.0
Extraordinary item - demutualization expenses — — — — (12.1)

Net income $ 295.8 $ 201.2 $ 209.2 $ 181.9 $ 133.9

Earnings per common share (diluted)(1) $ 5.33 $ 3.33 $ 3.82 $ 3.63 $ 0.82
Dividends declared per common share (diluted) $ 0.25 $ 0.15 $ 0.20 $ 0.20 $ 0.05

Adjusted net income(2) $ 280.9 $ 212.5 $ 164.3 $ 121.1 $ 99.8

B A L A N C E  S H E E T  ( AT  D E C E M B E R  3 1 )

Total assets $30,769.6 $27,653.1 $22,549.0 $18,970.3 $17,757.7
Long-term debt 199.5 199.5 202.1 202.2 202.3
Total liabilities 28,229.4 24,894.5 19,714.8 16,461.6 15,425.0
Minority interest 300.0 300.0 452.9 784.0 758.5
Shareholders’ equity 2,240.2 2,458.6 2,381.3 1,724.7 1,574.2

(1) Represents earnings per common share for the period October 1, 1995 through December 31, 1995. Pro forma earnings per common share (unaudited) for the year ended December 31,
1995 was $2.61. The pro forma information is based on a weighted average of the number of shares that would have been outstanding between January 1, 1995 and December 31, 1995 had the
demutualization transaction occurred on January 1, 1995. This information is provided for informational purposes only and should not be construed to be indicative of the Company’s consolidated
results of operations had the transaction been consummated at the beginning of 1995 and does not represent a projection or forecast of the Company’s consolidated results of operations for any
future period. 

(2) Represents net income adjusted for certain items which management believes are not indicative of overall operating trends, including net realized investment gains (losses), net gains and
losses on disposals of businesses, extraordinary items, the cumulative effect of accounting changes, restructuring costs, differential earnings tax adjustments, and certain other items. While
these items may be significant components in understanding and assessing the Company’s financial performance, management believes adjusted net income enhances an investor’s
understanding of the Company’s results of operations by highlighting net income attributable to the normal, recurring operations of the business. However, adjusted net income should not be
construed as a substitute for net income determined in accordance with generally accepted accounting principles.
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M a n a g e m e n t ’ s  D i s c u s s i o n  a n d  A n a l y s i s  o f  F i n a n c i a l  C o n d i t i o n  
a n d  R e s u l t s  o f  O p e r a t i o n s
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The following analysis of the consolidated results of operations
and financial condition of the Company should be read in con-
junction with the Consolidated Financial Statements and relat-
ed consolidated footnotes included elsewhere herein.

I N T R O D U C T I O N

The results of operations for Allmerica Financial Corporation
and subsidiaries (“AFC” or “the Company”) include the
accounts of AFC; First Allmerica Financial Life Insurance
Company (“FAFLIC”); its wholly-owned life insurance sub-
sidiary, Allmerica Financial Life Insurance and Annuity
Company (“AFLIAC”); Allmerica Asset Management, Inc.
(“AAM,” a wholly-owned non-insurance subsidiary of AFC);
Allmerica Property & Casualty Companies, Inc. (“Allmerica
P&C,” a wholly-owned non-insurance subsidiary of AAM); The
Hanover Insurance Company (“Hanover,” a wholly-owned sub-
sidiary of Allmerica P&C); Citizens Corporation (a wholly-
owned non-insurance subsidiary of Hanover); Citizens
Insurance Company of America (“Citizens,” a wholly-owned
subsidiary of Citizens Corporation) and certain other insurance
and non-insurance subsidiaries.

The results of operations reflect minority interest in
Allmerica P&C and its subsidiary, Hanover, of approximately
40.5% prior to the acquisition of minority interest on July 16,
1997. The results of operations also reflect minority interest in
Citizens Corporation, prior to the acquisition of minority inter-
est on or about December 3, 1998, of approximately 16.8% and
17.5% in 1998 and 1997, respectively. 

D E S C R I P T I O N  O F  O P E R AT I N G  S E G M E N T S

The Company offers financial products and services in two
major areas: Risk Management and Asset Accumulation.
Within these broad areas, the Company conducts business prin-
cipally in three operating segments. These segments are Risk
Management; Allmerica Financial Services; and Allmerica
Asset Management. The separate financial information of each
segment is presented consistent with the way results are regu-
larly evaluated by the chief operating decision maker in decid-
ing how to allocate resources and in assessing performance. A
summary of the Company’s reportable segments is included
below.

In 1999, the Company reorganized its Property and Casualty
and Corporate Risk Management Services operations within the
Risk Management segment. Under the new structure, the Risk
Management segment manages its business through five distrib-
ution channels identified as Hanover North, Hanover South,
Citizens Midwest, Allmerica Voluntary Benefits, and Allmerica
Specialty. During the second quarter of 1999, the Company
approved a plan to exit its group life and health business, con-
sisting of its Employee Benefit Services (“EBS”) business, its
Affinity Group Underwriters (“AGU”) business and its accident
and health assumed reinsurance pool business (“reinsurance
pool business”). Results of operations from this business, relat-
ing to both the current and the prior periods, have been segre-
gated and reported as a component of discontinued operations
in the Consolidated Statements of Income. Operating results
from this business were previously reported in the Allmerica
Voluntary Benefits and Allmerica Specialty distribution chan-
nels. Prior to 1999, results of the group life and health business
were included in the Corporate Risk Management Services seg-
ment, while all other Risk Management business was reflected
in the Property and Casualty segment.

The Risk Management segment’s property and casualty busi-
ness is offered primarily through the Hanover North, Hanover
South and Citizens Midwest distribution channels utilizing the
Company’s independent agent network primarily in the
Northeast, Midwest and Southeast United States, maintaining a
strong regional focus. Allmerica Voluntary Benefits focuses on
worksite distribution, which offers discounted property and
casualty products through employer sponsored programs, and
affinity group property and casualty business. Allmerica
Specialty offers special niche property and casualty products in
selected markets.

The Asset Accumulation group includes two segments:
Allmerica Financial Services and Allmerica Asset Manage-
ment. The Allmerica Financial Services segment includes vari-
able annuities, variable universal life and traditional life insur-
ance products distributed via retail channels as well as group
retirement products, such as defined benefit and 401(k) plans
and tax-sheltered annuities distributed to institutions. 

Through its Allmerica Asset Management segment, the
Company offers its customers the option of investing in
Guaranteed Investment Contracts (“GICs”) such as the tradi-
tional GIC, the synthetic GIC and other funding agreements.
Funding agreements are investment contracts issued to institu-
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tional buyers, such as money market funds, corporate cash
management programs and securities lending collateral pro-
grams, which typically have short maturities and periodic inter-
est rate resets based on an index such as LIBOR. This segment
is also a Registered Investment Advisor providing investment
advisory services, primarily to affiliates and to other institu-
tions, such as insurance companies and pension plans.

In addition to the three operating segments, the Company
has a Corporate segment, which consists primarily of cash,
investments, corporate debt, Series A Capital Securities
(“Capital Securities”) and corporate overhead expenses.
Corporate overhead expenses reflect costs not attributable to a
particular segment, such as those generated by certain officers
and directors, Corporate Technology, Corporate Finance,
Human Resources and the Legal department. 

R E S U LT S  O F  O P E R AT I O N S

C O N S O L I D AT E D  O V E R V I E W

The Company’s consolidated net income increased $94.6 mil-
lion to $295.8 million in 1999. In 1998, the Company’s consoli-
dated net income decreased $8.0 million to $201.2 million. Net
income includes certain items which management believes are
not indicative of overall operating trends, such as net realized
investment gains and losses, net gains and losses on disposals
of businesses, discontinued operations, extraordinary items, the
cumulative effect of accounting changes and certain other
items. While these items may be significant components in
understanding and assessing the Company’s financial perfor-
mance, management believes that the presentation of adjusted
net income enhances understanding of the Company’s results of
operations by highlighting net income attributable to the nor-
mal, recurring operations of the business. However, adjusted
net income should not be construed as a substitute for net
income determined in accordance with generally accepted
accounting principles.

For purposes of assessing each segment’s contribution to
adjusted net income, management evaluates the results of these
segments on a pre-tax and minority interest basis. The follow-
ing table reflects each segment’s contribution to adjusted net
income and a reconciliation to consolidated net income as
adjusted for these items.

For the Years Ended December 31 1999 1998 1997

(In millions)

Segment income (loss) before federal 
income taxes and minority interest:

Risk Management $199.6 $149.6 $174.2

Asset Accumulation

Allmerica Financial Services 205.5 169.0 134.6

Allmerica Asset Management 23.5 23.7 18.4

Subtotal 229.0 192.7 153.0

Corporate (59.3) (50.9) (48.0)

Segment income before federal 
income taxes and minority interest 369.3 291.4 279.2

Federal income taxes on segment 
income (72.4) (53.1) (63.4)

Minority interest on preferred dividends (16.0) (16.0) (14.5)

Minority interest on segment income — (9.8) (37.0)

Adjusted net income 280.9 212.5 164.3

Adjustments (net of taxes, minority 
interest and amortization, as applicable):

Net realized investment gains 63.0 28.8 37.3

Sales practice litigation expense — (20.2) —

Gain from change in mortality 
assumptions — — 30.5

Loss from cession of disability 
income business — — (35.0)

Restructuring costs 1.2 (5.8) —

Other items — (0.6) (4.5)

Income from continuing operations 345.1 214.7 192.6

Discontinued operations:

(Loss) income from operations of 
discontinued group life and health 
business (net of applicable taxes) (18.8) (13.5) 16.6

Loss on disposal of group life and 
health business (net of applicable 
taxes) (30.5) — —

Net income $295.8 $201.2 $209.2

1999 Compared to 1998

The Company’s segment income before taxes and minority
interest increased $77.9 million, or 26.7%, to $369.3 million
during 1999. This increase is primarily attributable to
increased income of $50.0 million from the Risk Management
segment and an increase of $36.5 million from the Allmerica
Financial Services segment. The increase in Risk Management
segment income is primarily attributable to a $56.2 million
increase in favorable development on prior years reserves, a
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$15.9 million favorable impact from a whole account aggregate
excess of loss reinsurance agreement (“aggregate excess of loss
reinsurance treaty”), and decreased catastrophes of $13.4 mil-
lion. Partially offsetting these favorable items are a $14.3 mil-
lion increase in involuntary pool underwriting losses and a
$13.9 million increase in current year claims activity, primarily
in the commercial lines. The increase in the Allmerica
Financial Services segment is primarily attributable to higher
asset-based fee income resulting from market appreciation and
additional desposits in the variable annuity and variable uni-
versal life product lines. These increased fees were partially
offset by higher policy acquisition and other operating expens-
es. Partially offsetting these increases were increased losses
from the Corporate segment of $8.4 million, due to lower
investment and other income and to higher corporate overhead
costs. 

The effective tax rate for segment income was 19.6% for
1999 as compared to 18.2% in 1998. The increase in the tax
rate was primarily due to improved underwriting results in the
Risk Management segment, partially offset by changes in
reserves for prior years tax liabilities.

Net realized gains on investments, after taxes, minority
interest and amortization, were $63.0 million during 1999, pri-
marily due to after-tax net realized gains from sales of appreci-
ated equity securities of $92.2 million, partially offset by $31.3
million of after-tax realized losses from impairments recognized
on fixed maturities. During 1998, net realized gains on invest-
ments, after taxes, minority interest and amortization were
$28.8 million, primarily due to after-tax net realized gains from
sales of appreciated equity securities of $41.4 million and
after-tax gains on real estate of $9.0 million. These were par-
tially offset by $20.1 million of after-tax realized losses from
impairments recognized on fixed maturities and $11.4 million
of after-tax realized losses on partnership investments.

Minority interest on segment income decreased in the cur-
rent period primarily due to the Company’s acquisition of the
outstanding common stock of Citizens Corporation on or about
December 3, 1998. Prior to the acquisition, minority interest
reflected approximately 16.8% of the results of operations from
Citizens Corporation.

In July 1997, a lawsuit on behalf of a putative class was
instituted in Louisiana against AFC and certain of its sub-
sidiaries by individual plaintiffs alleging fraud, unfair or decep-
tive acts, breach of contract, misrepresentation, and related
claims in the sale of life insurance policies. In October 1997,
the plaintiffs voluntarily dismissed the Louisiana suit and filed

a substantially similar action in Federal District Court in
Worcester, Massachusetts. In early November 1998, the
Company and the plaintiffs entered into a settlement agree-
ment. The court granted preliminary approval of the settlement
on December 4, 1998. On May 19, 1999, the court issued an
order certifying the class for settlement purposes and granting
final approval of the settlement agreement. AFC recognized a
$20.2 million expense, net of taxes, during the third quarter of
1998 related to this litigation. Although the Company believes
that this expense reflects appropriate recognition of its obliga-
tion under the settlement, this estimate assumes the availability
of insurance coverage for certain claims, and the estimate may
be revised based on the amount of reimbursement actually ten-
dered by AFC’s insurance carriers and based on changes in the
Company’s estimate of the ultimate cost of the benefits to be
provided to members of the class.

On October 28, 1998, the Company announced that it was
restructuring its Risk Management segment. As part of the ini-
tiative, the segment consolidated its property and casualty field
support activities from fourteen regional branches into three
hub locations. As a result of this restructuring initiative, the
Company recognized a loss of $5.8 million, net of taxes, in the
fourth quarter of 1998. This loss was reduced by $1.2 million,
net of taxes, in the fourth quarter of 1999.

During the second quarter of 1999, the Company approved a
plan to exit its group life and health insurance business, con-
sisting of its EBS business, its AGU business and its reinsur-
ance pool business. During the third quarter of 1998, the
Company ceased writing new premium in the reinsurance pool
business, subject to certain contractual obligations. Prior to
1999, these businesses comprised substantially all of the for-
mer Corporate Risk Management Services segment.
Accordingly, the operating results of the discontinued segment,
including its reinsurance pool business have been reported in
the Consolidated Statements of Income as discontinued opera-
tions in accordance with Accounting Principles Board Opinion
No. 30, Reporting the Results of Operations – Reporting the
Effects of Disposal of a Segment of a Business, and Extra-
ordinary, Unusual and Infrequently Occurring Events and
Transactions (“APB Opinion No. 30”). In the third quarter of
1999, the operating results from the discontinued segment were
adjusted to reflect the recording of additional reserves related
to accident claims from prior years. On October 6, 1999, the
Company entered into an agreement with Great-West Life and
Annuity Insurance Company of Denver, which provides for the
sale of the Company’s EBS business effective March 1, 2000.
The Company has recorded a $30.5 million loss, net of taxes,
on the disposal of its group life and health business. 

24
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1998 Compared to 1997

The Company’s segment income before taxes and minority
interest increased $12.2 million, or 4.4%, to $291.4 million
during 1998. This increase is primarily attributable to
increased income of $39.7 million from the Asset Accumula-
tion group. This increase was partially offset by reduced
income of $24.6 million from the Risk Management segment
and increased losses of $2.9 million from the Corporate seg-
ment. The increase of $34.4 million in the Allmerica Financial
Services segment was primarily attributable to growth from
additional deposits and market appreciation in the variable
annuity and variable universal life assets resulting in increased
fee revenue, partially offset by an increase in related policy
acquisition and other operating expenses. Segment income
before taxes and minority interest increased $5.3 million in the
Allmerica Asset Management segment, primarily due to
increased sales of floating rate GICs. Risk Management seg-
ment income declined primarily due to increased catastrophe
losses of $63.8 million and decreased net investment income of
$24.4 million resulting from lower average invested assets in
the segment. These decreases were partially offset by lower loss
adjustment expenses (“LAE”), lower policy acquisition and
other operating expenses and increased fee revenue.

The effective tax rate for segment income was 18.2% in
1998 as compared to 22.7% in 1997. The decrease in the tax
rate resulted from the reduction in underwriting income from
the Risk Management segment and a greater proportion of pre-
tax income from tax-exempt bonds in 1998. 

Net realized gains on investments, after taxes, minority
interest and amortization, were $28.8 million during 1998, pri-
marily due to after-tax net realized gains from sales of appreci-
ated equity securities of $41.4 million and after-tax gains on
real estate of $9.0 million. These were partially offset by $20.1
million of after-tax realized losses from impairments recognized
on fixed maturities and $11.4 million of after-tax realized losses
on partnership investments. During 1997, net realized gains on
investments, after taxes, minority interest and amortization, of
$37.3 million, resulted primarily from the sale of appreciated
equity securities, due to the Company’s strategy of shifting to a
higher level of debt securities, as well as sales of real estate
investment properties.

Minority interest on segment income decreased in the cur-
rent period as compared to the prior year primarily due to the
Company’s merger with Allmerica P&C on July 16, 1997. Prior
to the acquisition, minority interest reflected 40.5% of the
results of operations from this subsidiary. In addition, on or
about December 3, 1998, the Company acquired all of the out-
standing common stock of Citizens Corporation that it did not

already own in exchange for cash of $195.9 million. The
Citizens acquisition has been recognized as a purchase. The
minority interest acquired totaled $158.5 million. A total of
$40.8 million representing the excess of the purchase price
over the fair values of the net assets acquired, net of deferred
taxes, has been allocated to goodwill and is being amortized
over a 40-year period. Prior to the acquisition, minority interest
reflected approximately 16.8% and 17.5% of the results of
operations from Citizens Corporation in 1998 and 1997,
respectively.

Effective October 1, 1997, the Company ceded substantially
all of its individual disability income line of business. The
Company recognized a $35.0 million loss, net of taxes, during
the first quarter of 1997 upon entering into an agreement in
principal to transfer the business. Additionally, effective
October 1, 1997, the Company revised the mortality assump-
tions used to determine the amortization of policy acquisition
costs and recognition of certain fees for its universal life and
variable universal life lines of business. As a result of this
change in assumptions, the Company recognized a benefit of
$30.5 million, net of taxes, during 1997.

S E G M E N T  R E S U LT S

The following is management’s discussion and analysis of the
Company’s results of operations by business segment. The seg-
ment results are presented before taxes and minority interest
and other items which management believes are not indicative
of overall operating trends, including realized gains and losses.

R I S K  M A N A G E M E N T

The following table summarizes the results of operations for the
Risk Management segment:

For the Years Ended December 31 1999 1998 1997

(In millions)

Segment revenues

Net premiums written $1,977.0 $1,956.7 $1,994.1

Net premiums earned $1,948.2 $1,967.9 $1,955.5

Net investment income 221.4 229.8 254.1

Other income 19.8 24.4 18.0

Total segment revenues 2,189.4 2,222.1 2,227.6

Losses and LAE(1) 1,420.3 1,495.4 1,443.7

Policy acquisition expenses 370.6 379.7 399.9

Other operating expenses 198.9 197.4 209.8

Segment income $ 199.6 $ 149.6 $ 174.2

(1)  Includes policyholders’ dividends of $12.3 million, $11.9 million and $9.3 million in 1999,
1998 and 1997, respectively.
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1999 Compared to 1998

Risk Management’s segment income increased $50.0 million,
or 33.4%, to $199.6 million in 1999, compared to $149.6 mil-
lion in 1998. The increase in segment income is primarily
attributable to a $56.2 million increase in favorable develop-
ment on prior year reserves and a $15.9 million favorable
impact resulting from the aggregate excess of loss reinsurance
treaty. Also, catastrophe losses decreased $13.4 million, to
$76.9 million in 1999, compared to $90.3 in 1998. Partially
offsetting these items are a $14.3 million increase in involun-
tary pool underwriting losses and a $13.9 million increase in
current year claims activity, primarily in the commercial lines.
In addition, net investment income before taxes decreased
$8.4 million, or 3.7%, to $221.4 million in 1999, compared to
$229.8 million in 1998. The decrease in net investment
income is primarily the result of a reduction in average 
invested assets. Other income decreased $4.6 million to 
$19.8 million in 1999, primarily as a result of management’s
decision to exit certain workers’ compensation servicing carrier
business. The decline in net premiums earned is primarily
attributable to the aforementioned aggregate excess of loss
reinsurance treaty. 

During 1999, the Risk Management segment results were
affected by the aforementioned aggregate excess of loss reinsur-
ance treaty with a highly rated reinsurer. The reinsurance
agreement provides accident year coverage for the three years
1999 to 2001 for the Company’s property and casualty busi-
ness, and is subject to cancellation or commutation annually at
the Company’s option. The program covers losses and allocated
loss adjustment expenses, including those incurred but not yet
reported, in excess of a specified whole account loss and allo-
cated LAE ratio. As a result of this agreement, the Company
recognized a net benefit of $15.9 million for the year ended

December 31, 1999. Premiums, and losses and LAE ceded
under this treaty were $21.9 million and $35.0 million, 
respectively. The Company realized an additional $4.3 million
benefit from commissions ceded under this contract, partially
offset by $1.5 million of interest costs. In accordance with the
provisions of this contract, the Company has exercised its
option to cancel this contract effective January 1, 2000. The
effect of this agreement on the results of operations in future
periods is not currently determinable, as it will be based on
future losses and allocated LAE. The agreement may decrease
or increase income in future periods.

1998 Compared to 1997

Risk Management’s segment income decreased $24.6 million,
or 14.1%, to $149.6 million in 1998, compared to $174.2 mil-
lion in 1997. The decrease in segment income is primarily the
result of an increase in losses due to increased catastrophes of
$63.8 million, to $90.3 million in 1998, partially offset by
lower loss adjustment expenses. Also contributing to the
decrease in the segment’s results was a decrease in pre-tax net
investment income of $24.3 million, or 9.6%, to $229.8 million
in 1998, compared to $254.1 million in 1997. This decrease is
primarily the result of a reduction in average invested assets
and a $7.0 million decrease in limited partnership income.
These were partially offset by lower policy acquisition and
other operating expenses of $20.2 million and $12.4 million,
respectively. In addition, other income increased $6.4 million,
to $24.4 million in 1998, primarily as a result of an increase in
finance charges on installment premiums.
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1999 Compared to 1998

Hanover North
Hanover North’s net premiums written increased $52.0 million,
or 8.4%, to $668.1 million for the year ended December 31,
1999, compared to $616.1 million for 1998. Net premiums
written related to commercial lines increased $32.1 million, or
13.8%, primarily due to an increase in policies in force of
6.7% since December 31, 1998. Personal automobile net pre-
miums written increased $14.0 million to $270.5 million, pri-
marily resulting from the Company’s decision to reduce safe
driver discounts and to an increase in policies in force of 5.2%.
A 0.7% increase in the Massachusetts personal automobile rate
during 1999 is also contributing to this increase. 

Hanover North’s underwriting results improved $41.0 mil-
lion to an underwriting profit of $4.4 million for the year ended
December 31, 1999, compared to an underwriting loss of $36.6
million in 1998. The improvement in underwriting results is
primarily attributable to improved current year claims severity
in the personal lines, as well as to an increase in favorable
development on prior years’ loss reserves in the personal auto-
mobile line. In addition, catastrophe losses decreased $5.7 mil-
lion to $13.3 million for the year ended December 31, 1999,
from $19.0 million in 1998. 

Hanover South
Hanover South’s net premiums written decreased $9.7 million,
or 4.7%, to $198.4 million for the year ended December 31,
1999, compared to $208.1 million in 1998. The decrease is pri-
marily due to an $11.1 million, or 20.5%, decrease in the per-
sonal automobile line’s net premiums written, resulting from an
18.1% decrease in policies in force during 1999. This decline
is attributable to the Company having exited certain markets in
the South. The Company believes this exit plan to be substan-
tially complete.

Underwriting results deteriorated $1.3 million to a loss of
$8.7 million for the year ended December 31, 1999, from an
underwriting loss of $7.4 million in 1998. The decrease in
underwriting results is primarily attributable to a $4.4 million
increase in losses in the workers’ compensation line attributed
to an increase in both frequency and severity in current year
claims activity. This deterioration is partially offset by a
decrease in severity in the commercial multiple peril line. 

Citizens Midwest
Citizens Midwest’s net premiums written decreased $26.2 mil-
lion, or 4.8%, to $521.3 million for the year ended December
31, 1999, compared to $547.5 million for 1998. This decrease
is primarily attributable to a $22.5 million decrease in the per-
sonal automobile line’s net premiums written to $154.0 million,
compared to $176.5 million for 1998. This decline is primarily

Distribution channel results

The following table summarizes the results of operations for the distribution channels of the Risk Management segment:

For the Year Ended December 31, 1999

(In millions, except ratios)

Hanover Hanover Citizens Voluntary Allmerica
North South Midwest Benefits Specialty Other (2) Total

Net premiums written $668.1 $198.4 $521.3 $545.6 $ 40.2 $ 3.4 $1,977.0

Underwriting profit (loss) $ 4.4 $ (8.7) $ 1.8 $ (1.8) $(13.4) $(10.3) $ (28.0)

Statutory combined ratio(1) 102.1 105.8 102.9 103.6 127.7 N/M 101.2

For the Year Ended December 31, 1998

(In millions, except ratios)

Hanover Hanover Citizens Voluntary Allmerica
North South Midwest Benefits Specialty Other (2) Total

Net premiums written $616.1 $208.1 $547.5 $527.5 $ 48.1 $ 9.4 $1,956.7

Underwriting (loss) profit $ (36.6) $ (7.4) $ (39.1) $ 15.3 $ (6.5) $ (9.6) $ (83.9)

Statutory combined ratio(1) 106.4 104.5 106.8 99.2 104.8 N/M 104.6

(1)  Statutory combined ratio is a common industry measurement of the results of property and casualty insurance underwriting. This ratio is the sum of the ratio of incurred claims and claim
expenses to premiums earned and the ratio of underwriting expenses incurred to premiums written. Federal income taxes, net investment income and other non-underwriting expenses are not
reflected in the statutory combined ratio.

(2)  Includes results from certain property and casualty business which the Company has exited, as well as purchase accounting adjustments.
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For the Year Ended December 31, 1998

(In millions, except ratios)

Hanover Hanover Citizens Voluntary Allmerica
North South Midwest Benefits Specialty Other (2) Total

Net premiums written $616.1 $208.1 $547.5 $527.5 $ 48.1 $ 9.4 $1,956.7

Underwriting (loss) profit $ (36.6) $ (7.4) $ (39.1) $ 15.3 $ (6.5) $ (9.6) $ (83.9)

Statutory combined ratio(1) 106.4 104.5 106.8 99.2 104.8 N/M 104.6

For the Year Ended December 31, 1997

(In millions, except ratios)

Hanover Hanover Citizens Voluntary Allmerica
North South Midwest Benefits Specialty Other (2) Total

Net premiums written $612.7 $231.7 $538.9 $491.1 $ 27.4 $ 92.3 $1,994.1

Underwriting loss $ (30.5) $ (1.1) $ (31.8) $ (6.8) $(22.9) $ (5.3) $ (98.4)

Statutory combined ratio(1) 105.0 103.1 106.2 128.4 100.4 N/M 104.0

(1)  Statutory combined ratio is a common industry measurement of the results of property and casualty insurance underwriting. This ratio is the sum of the ratio of incurred claims and claim
expenses to premiums earned and the ratio of underwriting expenses incurred to premiums written. Federal income taxes, net investment income and other non-underwriting expenses are not
reflected in the statutory combined ratio.

(2)  Includes results from certain property and casualty business which the Company has exited, as well as purchase accounting adjustments.

due to rate decreases in the Michigan personal automobile line
of 3.6% and 3.7% in the first and third quarters of 1999,
respectively, resulting from continued competitive conditions in
Michigan. In addition, Citizens Midwest’s net premiums written
decreased $9.9 million as a result of additional premiums
ceded under the aggregate excess of loss reinsurance treaty.
These decreases are partially offset by an increase of $6.8 mil-
lion in the commercial multiple peril line resulting from
increases in both rate and policies in force of 5.9% and 4.9%,
respectively, during 1999.

Citizens Midwest’s underwriting results improved $40.9 mil-
lion to an underwriting profit of $1.8 million for the year ended
December 31, 1999, from an underwriting loss of $39.1 million
in 1998. This improvement is primarily attributable to a $13.8
million decrease in policy acquisition and other underwriting
expenses resulting from continued efficiencies gained through
consolidation of underwriting processes, and a reduction in
homeowners’ non-catastrophe claims activity totaling $9.5 mil-
lion. In addition, a $9.0 million decrease in catastrophe losses
to $19.7 million in 1999, compared to $28.7 million in 1998,
contributed to this improvement. Results were also favorably
impacted by $7.9 million due to the aforementioned aggregate
excess of loss reinsurance treaty. 

Voluntary Benefits
Voluntary Benefits’ net premiums written increased $18.1 mil-
lion, or 3.4%, to $545.6 million for the year ended December
31, 1999, compared to $527.5 million in 1998. This increase is

primarily attributed to an increase in policies in force of 4.3%,
partially offset by a $12.0 million increase in ceded premiums
written under the aggregate excess of loss reinsurance treaty. 

Underwriting results deteriorated $17.1 million to a loss of
$1.8 million for the year ended December 31, 1999, from an
underwriting gain of $15.3 million in 1998. The deterioration in
underwriting results is primarily attributable to an increase in
non-catastrophe claims activity in the personal automobile and
homeowners lines. Also contributing to this deterioration is a
$6.5 million increase in policy acquisition and other underwrit-
ing expenses resulting from increased marketing initiatives.
Partially offsetting these factors is a $9.5 million benefit from
the aggregate excess of loss reinsurance treaty.

Specialty Markets
Specialty Markets’ net premiums written decreased to $40.2
million for the year ended December 31, 1999, compared to
$48.1 million for the same period in 1998. This decrease was
primarily due to a decrease in the commercial multiple peril
line of $6.1 million, to $9.5 million, as a result of increased
ceded premiums written under the aggregate excess of loss
reinsurance treaty, and to a 3.2% reduction of policies in force.  

Underwriting results deteriorated $6.9 million, to a loss of
$13.4 million for the year ended December 31, 1999, compared
to a loss of $6.5 million in 1998. The deterioration in under-
writing results is primarily attributable to an increase in non-
catastrophe claims activity in the commercial multiple peril
line.
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1998 Compared to 1997

Hanover North
Hanover North’s net premiums written increased $3.4 million,
or 0.6%, to $616.1 million for the year ended December 31,
1998, compared to $612.7 million in 1997. Net premiums writ-
ten in the homeowners, commercial multiple peril and commer-
cial automobile lines increased $5.1 million, $4.5 million, and
$4.1 million, respectively. The improvement in the homeowners
line related to both an increase in policies in force of 5.3% and
a rate increase of 3.8% over prior year. Commercial multiple
peril and commercial automobile line increases resulted from
increases in policies in force of 7.0% and 14.3%, respectively.
Personal automobile net premiums written decreased $11.3
million, to $256.5 million, primarily resulting from a mandated
4.0% decrease in Massachusetts personal automobile rates,
which became effective January 1, 1998. Increased safe driver
discounts on automobile insurance premiums also contributed
to the decrease in premiums written. 

Hanover North’s underwriting results deteriorated $6.1 mil-
lion to an underwriting loss of $36.6 million for the year ended
December 31, 1998, compared to an underwriting loss of $30.5
million in 1997. The deterioration in underwriting results is
primarily attributable to a decrease in favorable development
on prior accident years’ reserves in the workers’ compensation
and commercial automobile lines, partially offset by a $12.7
million improvement in current year claims activity in the per-
sonal automobile line. In addition, catastrophe losses increased
$14.6 million, primarily in the homeowners line, as a result of
an ice storm in the first quarter of 1998. Improved loss adjust-
ment expenses and policy acquisition and other underwriting
expenses of $15.8 million and $16.5 million, respectively, par-
tially offset this deterioration. 

Hanover South
Hanover South’s net premiums written decreased $23.6 million,
or 10.2%, to $208.1 million for the year ended December 31,
1998, compared to $231.7 million for the same period in 1997.
The decrease is primarily due to a $16.0 million, or 22.8%,
decrease in the personal automobile line’s net premiums written
and a $6.7 million, or 16.9%, decrease in the homeowners line,
resulting from the Company having exited certain markets in
the South. 

Underwriting results deteriorated $6.3 million from an
underwriting loss of $1.1 million for the year ended December
31, 1997, to a loss of $7.4 million for the same period in 1998.
The unfavorable change is primarily attributable to a $9.0 mil-
lion increase in losses in the commercial multiple peril line
due to increased non-catastrophe claims frequency. In addition,
catastrophe losses increased $7.3 million as a result of severe

storms. Partially offsetting these factors are a $6.3 million
improvement in loss activity in the personal automobile line
and a decrease of $5.0 million in policy acquisition and other
underwriting expenses. 

Citizens Midwest
Citizens Midwest’s net premiums written increased $8.6 mil-
lion, or 1.6%, to $547.5 million for the year ended December
31, 1998. This increase is primarily attributable to a $10.7 mil-
lion increase in the commercial multiple peril line, to $101.4
million, compared to $90.7 million in the prior year. This
increase is primarily the result of a 7.0% aggregate rate
increase in 1998.

Citizens Midwest’s underwriting results deteriorated $7.3
million to an underwriting loss of $39.1 million for the year
ended December 31, 1998, from an underwriting loss of $31.8
million for 1997. This deterioration is attributable to a $22.1
million decrease in favorable development on prior accident
years’ reserves in the workers’ compensation line and to a
$19.1 million increase in catastrophe losses, to $28.7 million in
1998, resulting from severe storms. Partially offsetting these
items are improvements in non-catastrophe claims activity in
both the commercial multiple peril and personal automobile
lines of $10.9 million and $8.0 million, respectively.
Reductions in both loss adjustment expenses and policy acqui-
sition and other underwriting expenses of $9.8 million and $4.3
million, respectively, also offset deteriorating results. The
decreases in expenses primarily resulted from efficiencies
gained through consolidation and re-engineering of both the
claims and underwriting processes. Cost savings were also
achieved through reductions in employee-related expenses and
decreased rent expense resulting from the consolidation of pro-
cessing centers. 

Voluntary Benefits
Voluntary Benefits’ net premiums written increased $36.4 mil-
lion, or 7.4%, to $527.5 million for the year ended December
31, 1998, compared to $491.1 million for the same period in
1997. This increase is primarily attributed to an increase in the
personal automobile line of $30.2 million, or 7.8%, over prior
year resulting from an increase in affinity group business poli-
cies in force. 

Underwriting results improved $22.1 million to a profit of
$15.3 million for the year ended December 31, 1998, from an
underwriting loss of $6.8 million for 1997. The improvement in
underwriting results is primarily attributable to improved non-
catastrophe claims activity in the personal automobile and
homeowners lines.
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Specialty Markets
Specialty Markets’ net premiums written increased to $48.1
million for the year ended December 31, 1998, compared to
$27.4 million for 1997. Net premiums earned increased $17.5
million to $39.4 million for the year ended December 31, 1998,
from $21.9 million for 1997. These increases are primarily
attributable to growth in the commercial multiple peril line.

Underwriting results improved $16.4 million to a loss of
$6.5 million for the year ended December 31, 1998, compared
to a loss of $22.9 million for 1997. The improvement is primar-
ily attributable to improved claims activity in the workers com-
pensation line of $6.8 million. In addition, reductions in both
loss adjustment expenses and policy acquisition and other
underwriting expenses of $4.6 million and $4.4 million, respec-
tively, contributed to the improvement in underwriting results. 

I N V E S T M E N T  R E S U LT S

Net investment income before taxes was $221.4 million, $229.8
million and $254.1 million for the years ended December 31,
1999, 1998 and 1997, respectively. The decrease in net invest-
ment income in 1999, compared to 1998, primarily reflects a
reduction in average fixed maturity assets of $122.1 million, or
3.3%, to $3,560.1 million in 1999 compared to $3,682.2 million
in 1998. The reduction is due to the transfer of $350.0 million
in cash and securities to the Corporate segment during the sec-
ond quarter of 1999. Average pre-tax yields on debt securities
remained stable at 6.7% for 1999 and 1998. Average invested
assets decreased $385.9 million, or 9.2%, to $3,805.5 million
in 1999 compared to $4,191.4 million in 1998.

The decrease in net investment income in 1998, compared
to 1997, primarily reflects a reduction in invested assets as a
result of a $117.1 million and a $53.9 million transfer of assets
to the Corporate Segment in April 1998 and December 1997,
respectively. In addition, net investment income in 1998
includes a $0.8 million loss from partnerships, compared to
$6.2 million of income from partnerships in 1997. Average pre-
tax yields on debt securities remained relatively stable at 6.7%
in 1998, compared to 6.8% for 1997. Average invested assets
decreased $80.6 million, or 1.9%, to $4,191.4 million in 1998
compared to $4,272.0 million in 1997.

R E S E R V E  F O R  L O S S E S  A N D  

L O S S  A D J U S T M E N T  E X P E N S E S

The Risk Management segment maintains reserves for its prop-
erty and casualty products to provide for the Company’s ulti-
mate liability for losses and loss adjustment expenses with
respect to reported and unreported claims incurred as of the
end of each accounting period. These reserves are estimates,
involving actuarial projections at a given point in time, of what
management expects the ultimate settlement and administration
of claims will cost based on facts and circumstances then
known, predictions of future events, estimates of future trends
in claim severity and judicial theories of liability and other fac-
tors. The inherent uncertainty of estimating insurance reserves
is greater for certain types of property and casualty insurance
lines, particularly workers’ compensation and other liability
lines, where a longer period of time may elapse before a defini-
tive determination of ultimate liability may be made, and where
the technological, judicial and political climates involving
these types of claims are changing. 

The Company regularly updates its reserve estimates as new
information becomes available and further events occur which
may impact the resolution of unsettled claims. Changes in prior
reserve estimates are reflected in results of operations in the
year such changes are determined to be needed and recorded.

The table below provides a reconciliation of the beginning
and ending reserve for unpaid losses and LAE as follows: 

For the Years Ended December 31 1999 1998 1997

(In millions)

Reserve for losses and LAE,
beginning of year $2,597.3 $2,615.4 $2,744.1

Incurred losses and LAE, net of 
reinsurance recoverable:

Provision for insured events
of current year 1,601.4 1,609.0 1,564.1

Decrease in provision for
insured events of prior years (183.4) (127.2) (127.9)

Total incurred losses and LAE 1,418.0 1,481.8 1,436.2

Payments, net of reinsurance
recoverable:

Losses and LAE attributable to
insured events of current year 861.1 871.9 775.1

Losses and LAE attributable to
insured events of prior years 638.0 643.0 732.1

Total payments 1,499.1 1,514.9 1,507.2

Change in reinsurance recoverable 
on unpaid losses 102.5 15.0 (50.2) 

Other(1) — — (7.5)

Reserve for losses and LAE,
end of year $2,618.7 $2,597.3 $2,615.4

(1)  Includes purchase accounting adjustments.
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As part of an ongoing process, the reserves have been re-
estimated for all prior accident years and were decreased by
$183.4 million, $127.2 million and $127.9 million in 1999,
1998 and 1997, respectively, reflecting increased favorable
development on reserves for both losses and loss adjustment
expenses. 

Favorable development on prior years’ loss reserves was
$93.1 million, $58.9 million, and $87.2 million for the years
ended December 31, 1999, 1998, and 1997, respectively. The
increase of $34.2 million in 1999 is primarily due to improved
personal automobile results in the Northeast and increased
reinsurance recoverables in the commercial multiple peril line.
Favorable development on prior years’ loss adjustment expense
reserves was $90.3 million, $68.3 million, and $40.7 million
for the years ended December 31, 1999, 1998, and 1997,
respectively. The increase in favorable development in both
1999 and 1998 is primarily attributable to claims process
improvement initiatives taken by the Company over the past
two years. The Company has lowered claim settlement costs
through increased utilization of in-house attorneys and consoli-
dation of claim offices.

This favorable development reflects the Company’s reserving
philosophy consistently applied over these periods. Conditions
and trends that have affected development of the loss and LAE
reserves in the past may not necessarily occur in the future.
Management believes the favorable development on prior acci-
dent years experienced in 1999 may not be sustainable in
future periods.

Due to the nature of the business written by the Risk
Management segment, the exposure to environmental liabilities
is relatively small and therefore its reserves are relatively small
compared to other types of liabilities. Loss and LAE reserves
related to environmental damage and toxic tort liability, includ-
ed in the reserve for losses and LAE, were $47.3 million, $49.9
million and $53.1 million, net of reinsurance of $11.2 million,
$14.2 million and $15.7 million in 1999, 1998 and 1997,
respectively. The Company does not specifically underwrite
policies that include this coverage, but as case law expands
policy provisions and insurers’ liability beyond the intended
coverage, the Company may be required to defend such claims.
The Company estimated its ultimate liability for these claims
based upon currently known facts, reasonable assumptions

where the facts are not known, current law and methodologies
currently available. Although these claims are not significant,
their existence gives rise to uncertainty and are discussed
because of the possibility, however remote, that they may
become significant. The Company believes that, notwithstand-
ing the evolution of case law expanding liability in environmen-
tal claims, recorded reserves related to these claims are ade-
quate. In addition, the Company is not aware of any litigation or
pending claims that may result in additional material liabilities
in excess of recorded reserves. The environmental liability
could be revised in the near term if the estimates used in deter-
mining the liability are revised.

Inflation generally increases the cost of losses covered by
insurance contracts. The effect of inflation on the Company
varies by product. Property and casualty insurance premiums
are established before the amount of losses and LAE, and the
extent to which inflation may affect such expenses, are known.
Consequently, the Company attempts, in establishing rates, to
anticipate the potential impact of inflation in the projection of
ultimate costs. The impact of inflation has been relatively
insignificant in recent years. However, inflation could con-
tribute to increased losses and LAE in the future. 

The Company regularly reviews its reserving techniques, its
overall reserving position and its reinsurance. Based on (i)
review of historical data, legislative enactments, judicial deci-
sions, legal developments in impositions of damages, changes
in political attitudes and trends in general economic conditions,
(ii) review of per claim information, (iii) historical loss experi-
ence of the Company and the industry, (iv) the relatively short-
term nature of most policies and (v) internal estimates of
required reserves, management believes that adequate provi-
sion has been made for loss reserves. However, establishment
of appropriate reserves is an inherently uncertain process and
there can be no certainty that current established reserves will
prove adequate in light of subsequent actual experience. A sig-
nificant change to the estimated reserves could have a material
impact on the results of operations.
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A S S E T  A C C U M U L AT I O N  

Allmerica Financial Services

The following table summarizes the results of operations,
including the Closed Block, for the Allmerica Financial
Services segment.

For the Years Ended December 31 1999 1998 1997

(In millions)

Segment revenues

Premiums $  54.5 $  58.1 $  83.0

Fees 359.3 296.6 241.5

Investment and other income 392.5 369.3 389.4

Total segment revenues 806.3 724.0 713.9

Policy benefits, claims and losses 321.0 314.3 356.6

Policy acquisition and other operating 
expenses 279.8 240.7 222.7

Segment income $205.5 $169.0 $134.6

1999 Compared to 1998

Segment income increased $36.5 million, or 21.6%, to $205.5
million in 1999. This increase is primarily attributable to high-
er asset-based fee income resulting from market appreciation
and additional deposits in the variable annuity and variable
universal life product lines, partially offset by higher policy
acquisition and other operating expenses. In addition, segment
income in 1998 was negatively impacted by losses incurred on
hedge fund partnership investments.

Segment revenues increased $82.3 million, or 11.4% in
1999 primarily due to increased fees and other income. Fee
income from variable annuities and individual variable univer-
sal life policies increased $66.1 million, or 32.8%, in 1999 due
to market appreciation and additional deposits. In addition,
investment and other income increased $23.2 million primarily
due to higher investment management fees and brokerage
income resulting from growth and appreciation in variable
product assets under management. Financial Profiles, a finan-
cial software company acquired during the third quarter of
1998, contributed $6.5 million of this $23.2 million increase.
Net investment income decreased $1.6 million in 1999 princi-
pally due to a reduction in average fixed maturities invested
resulting from asset transfers to the separate accounts in the
annuity and group retirement product lines, as well as cancella-
tions of certain accounts in the group retirement business.
These decreases were partially offset by the absence of losses
incurred on hedge fund partnership investments in 1998.
Premiums and fees from traditional and non-variable universal
life insurance products declined $6.7 million primarily from
the Company’s continued shift in focus to variable life insur-
ance and annuity products.

Policy benefits, claims and losses increased $6.7 million, or
2.1%, to $321.0 million in 1999. This increase is primarily due
to the Company’s establishment of a $7.4 million mortality
reserve in the first quarter of 1999 related to the variable annu-
ity line of business, subsequent increases in this reserve of
$5.8 million, and additional growth in this line. In addition,
annuity reserves increased $5.5 million related to an annuity
program which provides, for a limited time, enhanced crediting
rates on deposits made into the Company’s general account.
Under this program, general account deposits are transferred
ratably over a period of time into the Company’s separate
accounts. These increases were partially offset by more favor-
able mortality experience in the traditional life line of business,
lower policy benefits due to a reduction of policies in force in
the universal life product line, as well as decreased interest
credited due to the aforementioned cancellations in the group
retirement business.

Policy acquisition and other operating expenses increased
$39.1 million, or 16.2%, to $279.8 million in 1999. This
increase reflects growth in the individual variable annuity and
variable universal life product lines. In addition, other operating
expenses relating to trail commissions in the annuity line of busi-
ness and to Financial Profiles increased $9.2 million and $8.1
million, respectively. Partially offsetting these increases is a $3.5
million decline in policy acquisition expenses resulting from the
implementation of an enhanced valuation system for the annuity
line of business in 1999. This decline consists of a one-time
increase in the deferred acquisition cost asset of $13.5 million,
partially offset by increased ongoing deferred acquisition expens-
es of approximately $10.0 million. The Company expects the
increase in deferred acquisition expenses to continue.

1998 Compared to 1997

Segment income increased $34.4 million, or 25.6%, to $169.0
million in 1998. This increase is primarily attributable to high-
er asset-based fee income resulting from additional deposits
and market appreciation in the variable annuity and variable
universal life product lines, partially offset by an increase in
policy acquisition and other operating expenses. Additionally,
in 1997, the Company revised the mortality assumptions used
to determine the amortization of policy acquisition costs and
recognition of certain fees for this segment’s universal life and
variable universal life lines of business, which resulted in
decreased policy acquisition costs in 1998 of approximately
$8.4 million in these product lines. In addition, as a result of a
January 1, 1998 agreement with a highly rated reinsurer to
reinsure the mortality risk on the universal life and variable
universal life lines of business, policy benefits, claims and 
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losses decreased approximately $3.1 million. The terms and
provisions of the reinsurance contract are consistent with the
aforementioned change in mortality assumptions. These
increases were partially offset by lower net investment income,
which included losses incurred on hedge fund partnership
investments during 1998.

Segment revenues increased $10.1 million, or 1.4% to
$724.0 million in 1998 primarily due to increased fees and
other income, partially offset by lower premiums and net
investment income. Fees from individual annuities increased
$47.1 million, or 52.4%, to $137.0 million in 1998.
Distribution arrangements with several third party mutual fund
advisors contributed to the increase in annuity sales in 1998.
Fees from individual variable universal life policies increased
$10.8 million, or 20.0%, to $64.7 million in 1998. In addition,
other income increased $8.5 million primarily due to higher
investment management fees resulting from growth and appre-
ciation in variable product assets under management. Net
investment income decreased $28.6 million primarily due to a
reduction in average fixed maturities invested resulting from
the aforementioned cession of the Company’s individual dis-
ability income line of business, asset transfers to the separate
accounts in the annuity and group retirement product lines and
from losses incurred on hedge fund partnership investments in
1998. In addition, premiums decreased $24.9 million, or
30.0%, to $58.1 million in 1998. This decrease is primarily
due  to the cession, in 1997, of substantially all of the
Company’s individual disability income line of business, which
contributed premiums of $0.6 million in 1998 compared to
$22.8 million during 1997.

Policy benefits, claims and losses decreased $42.3 million,
or 11.9%, to $314.3 million in 1998. This decrease is primarily
due to the aforementioned cession of substantially all of the
individual disability income line of business, which incurred
policy benefits of $3.4 million in 1998, compared to $32.3 mil-
lion in 1997. Also contributing to the overall decrease was a
reduction in interest credited on group retirement products of
$3.8 million due to the aforementioned shift to the separate
accounts and to $3.1 million of improved mortality experience
in the universal life and variable universal life lines of business.

Policy acquisition and other operating expenses increased
$18.0 million, or 8.1%, to $240.7 million in 1998. This
increase was primarily attributable to continued growth in the
variable product lines, to increased technology costs, and to
increased interest expense related to commercial paper used to
manage short-term cash flows. These increases were partially
offset by reductions in employee related costs resulting from
the restructuring of the group retirement business during the
fourth quarter of 1997. 

Statutory Premiums and Deposits

The following table sets forth statutory premiums and deposits
by product for the Allmerica Financial Services segment.

For the Years Ended December 31 1999 1998 1997

(In millions)

Insurance:

Traditional life $ 77.4 $ 55.9 $ 58.4

Universal life 71.8 23.6 60.7

Variable universal life 187.0 158.7 148.8

Individual health 0.3 0.6 22.8

Group variable universal life 94.9 73.3 68.3

Total insurance 431.4 312.1 359.0

Annuities:

Separate account annuities 1,922.2 2,583.6 2,169.1

General account annuities 830.2 622.2 234.7

Retirement investment accounts 16.4 20.1 21.8

Total individual annuities 2,768.8 3,225.9 2,425.6

Group annuities 409.3 563.9 404.2

Total annuities 3,178.1 3,789.8 2,829.8

Total premiums and deposits $3,609.5 $4,101.9 $3,188.8

1999 Compared to 1998

For the year ended December 31, 1999, total premiums and
deposits decreased $492.4 million, or 12.0%, to $3,609.5 mil-
lion. This decrease is primarily due to lower individual and
group annuity deposits, partially offset by increased universal
and variable universal life insurance premiums. The decrease
in individual annuity deposits was caused by a sharp decline in
sales among third party mutual fund advisors, slightly offset by
growth in the career agency and broker-dealer distribution
channels. Decreases in sales at three specific mutual fund
advisors aggregating $538.0 million are responsible for the
$457.1 million overall contraction within this line. Two of these
mutual fund advisors remain committed to distributing the
Company’s annuities, while one advisor has shifted to empha-
size its proprietary products. While these reduced sales levels
could negatively impact future earnings, the Company contin-
ues to pursue additional relationships in the marketplace. 
The increase in general account annuities reflects the
Company’s aforementioned annuity program introduced in
1998, which provides, for a limited time, enhanced crediting
rates. In addition, group annuity deposits declined $154.6 mil-
lion in 1999 primarily due to cancellations of certain accounts
within the group retirement business. These decreases were
partially offset by higher variable universal life insurance pre-
miums due to increased sales and renewals in the current year. 
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1998 Compared to 1997

For the year ended December 31, 1998, total premiums and
deposits increased $913.1 million, or 28.6 %, to $4,101.9 mil-
lion. This increase is primarily due to growth in individual and
group annuity deposits across all distribution channels, particu-
larly the aforementioned third party mutual fund advisors.
Deposits from this distribution channel increased $602.0 mil-
lion, or 53.6%, in 1998. In addition, deposits from the
Company’s individual annuity products, sold through the career
agency and broker-dealer distribution channels, increased
$200.0 million, or 15.6%. Group annuity deposits grew $159.7
million as a result of new sales and additional deposits to exist-
ing group retirement plans.

Allmerica Asset Management

The following table summarizes the results of operations for the
Allmerica Asset Management segment.

For the Years Ended December 31 1999 1998 1997

(In millions)

Interest margins on GICs:

Net investment income $137.9 $111.3 $82.3

Interest credited 118.6 89.3 64.2

Net interest margin 19.3 22.0 18.1

Fees and other income:

External 6.2 4.0 2.2

Internal 6.4 6.4 6.6

Other operating expenses 8.4 8.7 8.5

Segment income $ 23.5 $ 23.7 $18.4

1999 Compared to 1998

Income in the Allmerica Asset Management segment is gener-
ated by interest margins earned on the Company’s GICs and
funding agreements, as well as investment advisory fees earned
on assets under management. Investment advisory services are
provided to affiliates and third parties, such as money market
and other fixed income clients. Related fees are based upon
asset balances under the Company’s management. Segment
income decreased $0.2 million, or 0.8%, to $23.5 million in
1999. This decrease is primarily attributable to the absence of
a one-time $2.6 million mortgage loan equity participation
interest received in 1998 and lower mortgage prepayment fees
in 1999. Excluding the effect of these items, interest margins
on GICs increased $3.8 million. This increase reflects contin-
ued sales of funding agreements during the first six months of
1999, partially offset by withdrawals during the fourth quarter

of 1999. These withdrawals reflected uncertainties in the mar-
ket resulting in greater redemptions for the industry overall.
Management expects income from the GIC product line to be
unfavorably impacted in future periods due to funding agree-
ment withdrawals experienced in the fourth quarter of 1999 and
a diminished market for these products. Income from assets
under management grew $1.6 million in 1999 as a result of
increased business from new and existing money market and
other external fixed income fund clients.

1998 Compared to 1997

Segment income increased $5.3 million, or 28.8%, to $23.7
million in 1998, primarily due to an increase in GIC interest
margins of $3.9 million and additional asset management fees
of $1.6 million. Interest margins on new floating rate GICs
increased $9.8 million in 1998, to $10.2 million, as compared
to $0.4 million in 1997. This increase more than offset a
decrease in the traditional GIC interest margins of $5.9 million,
from $17.7 million in 1997, which resulted from the continued
run-off of the traditional GIC product. Included in the tradition-
al GIC interest margin in 1998 is the receipt of the aforemen-
tioned $2.6 million mortgage loan equity participation payment,
while 1997 reflects approximately $1.5 million of one-time
benefits. Additionally, fee revenue increased $1.6 million in
1998 due to growth in assets under management.

Corporate

The following table summarizes the results of operations for the
Corporate segment for the periods indicated.

For the Years Ended December 31 1999 1998 1997

(In millions)

Segment revenues

Investment and other income $   6.0 $ 12.9 $ 16.1

Interest expense 15.4 16.0 18.1

Other operating expenses 49.9 47.8 46.0

Segment loss $(59.3) $(50.9) $(48.0)

1999 Compared to 1998

Segment loss increased $8.4 million, or 16.5%, to $59.3 mil-
lion in 1999, primarily due to lower investment and other
income and higher corporate overhead costs. Investment and
other income decreased $6.9 million in 1999 due to lower aver-
age invested assets. This decline primarily reflects the sale of
investments which were used to fund the Company’s stock
repurchase program and the transfer of $125.0 million of assets
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from AFC to FAFLIC as part of a 1999 capital contribution.
These decreases were partially offset by assets transferred from
the Risk Management segment of $125.0 million and $225.0
million in April and May of 1999, respectively.

Interest expense for both periods relates principally to the
interest paid on the Senior Debentures of the Company. In
addition, interest expense in 1998 includes $0.7 million related
to the Company’s short term revolving credit loan associated
with the acquisition of Citizens Corporation’s minority interest.

Other operating expenses increased $2.1 million, or 4.4%,
to $49.9 million in 1999. This expense category consists pri-
marily of corporate overhead expenses, which reflect costs not
attributable to a particular segment, such as those generated by
certain officers and directors, Corporate Technology, Corporate
Finance, Human Resources and the Legal department. The
increase in other operating expenses is primarily due to higher
corporate overhead costs, partially offset by a reduction in other
corporate expenses.

1998 Compared to 1997

Segment loss increased $2.9 million, or 6.0%, to $50.9 million
in 1998, primarily due to lower investment and other income
and higher corporate overhead costs, partially offset by reduced
interest and other corporate expenses. 

Investment and other income decreased $3.2 million in
1998 primarily from the absence of $9.1 million of short-term
income generated by the temporary investment of the net pro-
ceeds from the issuance of Capital Securities in 1997. This was
partially offset by additional income due to higher average
invested assets resulting from transfers of $117.1 million and
$53.9 million from the Risk Management segment in April
1998 and December 1997, respectively. 

Interest expense for both periods relates principally to the
interest paid on the Senior Debentures of the Company. In
addition, interest expense in 1998 includes $0.7 million related
to the Company’s short term revolving credit loan which com-
menced on December 4, 1998 to affect the acquisition of
Citizens Corporation’s minority interest, while interest expense
in 1997 includes $2.8 million of Allmerica P&C merger-related
interest expense.

Other operating expenses increased $1.8 million, or 3.9%,
to $47.8 million in 1998, primarily due to $5.8 million of high-
er corporate overhead costs, partially offset by a reduction in
other corporate expenses.

D I S C O N T I N U E D  O P E R AT I O N S

During the second quarter of 1999, the Company approved a
plan to exit its group life and health insurance business, con-
sisting of its EBS business, its AGU business and its reinsur-
ance pool business. Prior to 1999, these businesses comprised
substantially all of the former Corporate Risk Management
Services segment. The operating results of the discontinued
segment have been reported in the Consolidated Statements of
Income as discontinued operations in accordance with APB
Opinion No. 30 with a June 30, 1999 measurement date.

Reinsurance Pools 

The reinsurance pool business consists primarily of assumed
medical stop loss business, the medical and disability portions
of workers’ compensation risks, small group managed care
pools, long-term disability and long-term care pools, student
accident and special risk business. During the third quarter of
1998, the Company announced that it ceased writing new pre-
mium in the reinsurance pool business, subject to certain con-
tractual obligations. Concurrent with the decision to exit the
reinsurance pool business, the Company entered into a reinsur-
ance agreement that cedes current and future underwriting
losses, including unfavorable development of prior year
reserves, up to a $40.0 million maximum, relating to the rein-
surance pool business. As a result of this transaction, the
Company recognized a $25.3 million pre-tax loss in the third
quarter of 1998. For the year ended December 31, 1999, the
Company recognized estimated future pre-tax losses of $40.6
million. 

EBS 

The EBS business provides managed care products and offers
group life, medical, dental, and disability insurance to the mid-
dle market. On October 6, 1999, the Company entered into an
agreement with Great-West Life and Annuity Insurance
Company of Denver, which provides for the sale of the
Company’s EBS business effective March 1, 2000. The sales
transaction effectively transfers the business upon renewal sub-
jecting the Company to losses on its existing book during the
runoff period. As required by APB Opinion No. 30, the loss
from disposal of the discontinued segment includes estimated
pre-tax net proceeds from the aforementioned sale of the
Company’s EBS business of $25.3 million, as well as estimated
pre-tax future losses of $15.7 million, expected from the runoff
of EBS after the June 30, 1999 measurement date. Accordingly,
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the Company recognized a pre-tax net gain from disposal of dis-
continued EBS business of $9.6 million. Net proceeds for the
sale are comprised of the sales price, which is a function of
persistency levels at March 1, 2000 and 2001, less estimated
costs of sale, including severance, legal and retirement.

Additionally, in the fourth quarter of 1998, the Company
closed nearly half of its nationwide Corporate Risk Manage-
ment Services’ sales offices, eliminated certain staff, and dis-
continued certain automation initiatives that resulted in a $4.0
million pre-tax loss from restructuring.  

AGU 

AGU operates as a Managing Group Underwriting unit offering
members of affinity groups medical, life and disability insur-
ance. Estimated pre-tax future losses expected from runoff are
$15.9 million.

The following table summarizes the loss from operations and
disposal for the discontinued group life and health insurance
business for the periods indicated.

For the Years Ended December 31 1999 1998 1997

(In millions)

(Loss) income from operations of 
discontinued group life and health 
business before federal income taxes $(28.9) $(20.5) $25.5

Federal income tax benefit (expense) 10.1 7.0 (8.9)

(Loss) income from operations of 
discontinued group life and health 
business, net of taxes (18.8) (13.5) 16.6

Loss from disposal of discontinued group 
life and health business before federal 
income taxes (46.9) — —

Federal income tax benefit 16.4 — —

Loss from disposal of discontinued 
group life and health business, net of taxes (30.5) — —

Net (loss) income from 
discontinued segment $(49.3) $(13.5) $16.6

1999 Compared to 1998

The $28.9 million loss from operations before federal income
taxes for the year ended December 31, 1999 results primarily
from additional reserves provided for accident claims related to
prior years. The loss from operations before federal income
taxes for the year ended December 31, 1998 of $20.5 million,
reflects primarily the $25.3 million loss recognized from the
aforementioned reinsurance agreement.

As required by APB Opinion No. 30, the loss from disposal
of the discontinued segment includes estimated proceeds from
the aforementioned sale of the Company’s EBS business, as
well as an estimate of future losses expected from the runoff of
the discontinued operations after the June 30, 1999 measure-
ment date. Accordingly, the Company recognized a pre-tax loss
from disposal of its group life and health business of $46.9 mil-
lion, which is comprised of the following (in millions):

Proceeds from sale $ 25.3 

Losses expected from runoff:

EBS (15.7) 

Reinsurance pools (40.6) 

AGU (15.9) 

$(46.9) 

The provision for anticipated future losses on the runoff of
discontinued operations was established based on estimates of
cash flows from the assets supporting the discontinued products
offset by estimates of cash flows expected to meet the obligations
of outstanding contracts and estimates of cash flows expected to
meet operational funding requirements. These estimates are con-
tinually reviewed and adjusted as necessary. To the extent that
actual future losses differ from these estimates, the Company’s
reported results from the disposal of the discontinued segment
would be affected. The Company believes the provision estab-
lished appropriately reflects expected future results. However,
due to the inherent volatility in this segment, and to its history of
increased losses, there can be no assurance that current reserves
are adequate and future losses will not arise. 

1998 Compared to 1997

The loss from operations before federal income taxes for the
year ended December 31, 1998 of $20.5 million, reflects pri-
marily the $25.3 million loss recognized from the aforemen-
tioned reinsurance agreement. Income from operations before
federal income taxes of $25.5 million for the year ended
December 31, 1997 reflects the growth in the reinsurance, fully
insured group dental and stop loss products, as well as the
assumption of a block of affinity group life and health business
in January 1997. In addition, the segment benefitted from
improved experience in the long-term disability, stop loss and
risk sharing product lines of business.
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I N V E S T M E N T  P O R T F O L I O

The Company had investment assets diversified across several
asset classes, as follows:

December 31 1999(1) 1998(1)

(In millions)

% of Total % of Total 
Carrying Carrying Carrying Carrying

Value Value Value Value

Fixed maturities(2) $7,306.7 80.6% $  8,195.0 79.0%

Equity securities(2) 83.2 0.9 397.1 3.8

Mortgages 657.5 7.3 698.3 6.7

Policy loans 371.6 4.1 365.2 3.5

Cash and cash equivalents 464.8 5.1 559.7 5.4

Real estate and other 
invested assets 180.0 2.0 163.1 1.6 

Total $9,063.8 100.0% $10,378.4 100.0% 

(1) Includes Closed Block invested assets with a carrying value of $732.9 million and $770.5
million at December 31, 1999 and 1998, respectively.
(2) The Company carries the fixed maturities and equity securities in its investment portfolio at
market value.

Total investment assets decreased $1,314.6 million, or
12.7%, to $9.1 billion during 1999. This decrease resulted pri-
marily from decreased fixed maturities of $888.3 million, equi-
ty securities of $313.9 million and cash and cash equivalents of
$94.9 million. The decrease in fixed maturities is due to sales
of assets for the redemption of funding agreements, the pur-
chase of AFC common stock under the stock repurchase pro-
gram, and the shift in assets from the general to the separate
accounts. In January 1999, sales of equity securities resulted in
proceeds of $310.0 million and realized gains of $116.0 mil-
lion. Proceeds from the equity securities were used, in part, to
repay the loan used to fund the acquisition of minority interest
of Citizens Corporation. In addition, the decrease in cash and
cash equivalents is due to the transfer of funds into the sepa-
rate accounts in association with an annuity program, which
provides, for a limited time, enhanced crediting rates on
deposits made into the Company’s general account and trans-
ferred ratably over a period of time into the Company’s separate
accounts.

The Company’s fixed maturity portfolio is comprised of pri-
marily investment grade corporate securities, tax-exempt issues
of state and local governments, U.S. government and agency
securities and other issues. Based on ratings by the National
Association of Insurance Commissioners, investment grade
securities comprised 84.4% and 84.7% of the Company’s total

fixed maturity portfolio at December 31, 1999 and 1998,
respectively. The average yield on debt securities was 7.2%
and 7.3% for 1999 and 1998, respectively. Although manage-
ment expects that new funds will be invested primarily in
investment grade fixed maturities, the Company may invest a
portion of new funds in below investment grade fixed maturities
or equity interests. 

M A R K E T  R I S K  A N D  R I S K  M A N A G E M E N T  P O L I C I E S  

Interest Rate Sensitivity

The operations of the Company are subject to risk resulting
from interest rate fluctuations to the extent that there is a dif-
ference between the amount of the Company’s interest-earning
assets and the amount of interest-bearing liabilities that are
paid, withdrawn, mature or re-price in specified periods. The
principal objective of the Company’s asset/liability management
activities is to provide maximum levels of net investment
income while maintaining acceptable levels of interest rate and
liquidity risk and facilitating the funding needs of the
Company. The Company has developed an asset/liability man-
agement approach tailored to specific insurance or investment
product objectives. The investment assets of the Company are
managed in over 20 portfolio segments consistent with specific
products or groups of products having similar liability charac-
teristics. As part of this approach, management develops
investment guidelines for each portfolio consistent with the
return objectives, risk tolerance, liquidity, time horizon, tax and
regulatory requirements of the related product or business seg-
ment. Management has a general policy of diversifying invest-
ments both within and across all portfolios. The Company mon-
itors the credit quality of its investments and its exposure to
individual markets, borrowers, industries, sectors, and in the
case of mortgages and real estate, property types and geograph-
ic locations. In addition, the Company carries long and short-
term debt, as well as mandatorily redeemable preferred securi-
ties of a subsidiary trust holding solely junior subordinated
debentures of the Company. 

The Company uses derivative financial instruments, primari-
ly interest rate swaps, with indices that correlate to on-balance
sheet instruments to modify its indicated net interest sensitivity
to levels deemed to be appropriate. Specifically, for floating
rate GIC liabilities that are matched with fixed rate securities,
the Company manages the interest rate risk by hedging with
interest rate swap contracts designed to pay fixed and receive
floating interest. Additionally, the Company uses exchange
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Fair
Value

For the Year Ended December 31, 1999 2000 2001 2002 2003 2004 Thereafter Total 12/31/99

(Dollars in millions)

Rate Sensitive Assets:

Available for sale securities $ 466.3 $553.5 $533.8 $587.0 $522.7 $4,563.9 $7,227.2 $7,260.5

Average interest rate 7.73% 7.46% 7.26% 6.89% 7.37% 7.30% 7.31%

Mortgage loans $ 119.4 $ 61.1 $ 32.3 $ 41.7 $ 77.5 $ 331.4 $ 663.4 $ 656.5

Average interest rate 9.08% 8.27% 8.17% 7.33% 7.68% 7.65% 7.98%

Policy loans $ — $ — $ — $ — $ — $ 371.6 $ 371.6 $ 371.6

Average interest rate — — — — — 6.81% 6.81%

Rate Sensitive Liabilities:

Fixed interest rate GICs $ 70.0 $ 27.6 $ 46.4 $ — $ — $ 105.0 $ 249.0 $ 253.8

Average interest rate 7.60% 7.10% 7.29% — — 6.86% 7.17%

Variable interest rate GICs $ 107.8 $ 43.2 $ 50.1 $402.5 $463.4 $ — $1,067.0 $1,087.6

Average interest rate 6.26% 6.24% 6.24% 6.28% 6.17% — 6.23%

Supplemental contracts without life contingencies $ 21.9 $ 11.2 $ 6.9 $ 4.7 $ 0.4 $ 3.7 $ 48.8 $ 48.8

Average interest rate 4.03% 4.04% 4.05% 4.08% 4.13% 4.10% 4.04%

Other individual contract deposit funds $ 11.2 $ 9.3 $ 7.6 $ 6.0 $ 4.2 $ 10.1 $ 48.4 $ 48.2

Average interest rate 5.77% 5.87% 6.12% 5.75% 5.89% 5.55% 5.85%

Other group contract deposit funds $ 107.9 $ 85.7 $ 49.8 $ 43.0 $ 35.8 $ 280.7 $ 602.9 $ 583.5

Average interest rate 5.84% 5.17% 5.51% 5.45% 5.65% 5.65% 5.59%

Individual fixed annuity contracts $ 96.3 $106.9 $115.7 $124.3 $134.0 $ 515.3 $1,092.5 $1,057.1

Average interest rate 5.37% 5.18% 5.09% 5.01% 4.84% 3.86% 4.99%

Trust instruments supported by funding obligations $ — $ 50.6 $ — $ — $ — $ — $ 50.6 $ 49.6

Average interest rate — 4.33% — — — — 4.33%

Long term debt $ — $ — $ — $ — $ — $ 199.5 $ 199.5 $ 187.4

Average interest rate — — — — — 7.63% 7.63%

Mandatorily redeemable preferred securities of a 
subsidiary trust holding soley junior subordinated 
debentures of the Company $ — $ — $ — $ — $ — $ 300.0 $ 300.0 $ 292.5

Average interest rate — — — — — 8.21% 8.21%

traded financial futures contracts to hedge against interest rate
risk on anticipated GIC sales.

The following tables for the years ended December 31, 1999
and 1998 provide information about the Company’s financial
instruments used for purposes other than trading that are sensi-
tive to changes in interest rates. The tables present principal
cash flows and related weighted-average interest rates by
expected maturities. Expected maturities may differ from con-
tractual maturities because borrowers may have the right to call
or prepay obligations with or without call or prepayment penal-
ties, or the Company may have the right to put or sell the oblig-
ations back to the issuers. Mortgage backed and asset backed
securities are included in the category representing their
expected maturity. Available-for-sale securities include both
U.S. and foreign-denominated bonds, but exclude interest rate
swap contracts and foreign currency swap contracts, which are

disclosed in separate tables. Foreign-denominated bonds are
also shown separately in the tables of financial instruments
subject to foreign currency risk. For liabilities that have no
contractual maturity, the tables present principal cash flows
and related weighted-average interest rates based on the
Company’s historical experience, management’s judgment, and
statistical analysis, as applicable, concerning their most likely
withdrawal behaviors. Additionally, the Company has assumed
its available for sale securities are similar enough to aggregate
those securities for presentation purposes. Specifically, variable
rate available for sale securities and mortgage loans comprise
an immaterial portion of the portfolio and do not have a signifi-
cant impact on weighted average interest rates. Therefore, the
variable rate investments are not presented separately; instead
they are included in the tables at their current interest rate.
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Fair
Value

For the Year Ended December 31, 1998 1999 2000 2001 2002 2003 Thereafter Total 12/31/98

(Dollars in millions)

Rate Sensitive Assets:

Available for sale securities $ 527.4 $ 558.8 $ 574.8 $ 783.8 $ 811.7 $4,466.9 $7,723.4 $8,223.5

Average interest rate 8.22% 8.00% 7.71% 7.38% 6.90% 7.17% 7.33%

Mortgage loans $ 91.9 $ 143.8 $ 64.8 $ 33.5 $ 44.5 $ 331.3 $ 709.8 $ 729.5

Average interest rate 8.31% 9.24% 7.89% 8.30% 7.42% 7.79% 8.16%

Policy loans $ — $ — $ — $ — $ — $ 365.2 $ 365.2 $ 365.2

Average interest rate — — — — — 6.73% 6.73%

Rate Sensitive Liabilities:

Fixed interest rate GICs $ 337.1 $ 83.7 $ 25.8 $ 32.3 $ — $ — $ 478.9 $ 489.3

Average interest rate 6.51% 7.28% 6.87% 7.22% — — 6.71%

Variable interest rate GICs $ 151.0 $ 57.2 $ — $ 301.6 $ 803.1 $ — $1,312.9 $1,341.5

Average interest rate 5.14% 5.32% — 5.31% 5.41% — 5.35%

Supplemental contracts without life 
contingencies $ 16.0 $ 4.1 $ 3.7 $ 3.3 $ 2.9 $ 7.3 $ 37.3 $ 37.3

Average interest rate 4.25% 4.56% 4.57% 4.58% 4.60% 4.61% 4.44%

Other individual contract deposit funds $ 16.1 $ 12.7 $ 9.7 $ 7.2 $ 4.8 $ 11.1 $ 61.6 $ 61.1

Average interest rate 4.08% 4.06% 4.04% 4.02% 4.00% 3.80% 4.01%

Other group contract deposit funds $ 243.8 $ 274.0 $ 77.3 $ 43.0 $ 28.2 $ 34.1 $ 700.4 $ 704.0 

Average interest rate 6.23% 5.96% 5.77% 5.66% 5.18% 5.93% 5.97%

Individual fixed annuity contracts $ 108.7 $ 107.6 $ 103.6 $ 97.3 $ 90.9 $ 602.5 $1,110.6 $1,073.6

Average interest rate 4.49% 4.44% 4.40% 4.27% 4.20% 3.50% 3.90%

Long term debt $ — $ — $ — $ — $ — $ 199.5 $ 199.5 $ 213.4

Average interest rate — — — — — 7.63% 7.63%

Mandatorily redeemable preferred securities 
of a subsidiary trust holding soley junior 
subordinated debentures of the Company $ — $ — $ — $ — $ — $ 300.0 $ 300.0 $ 334.7

Average interest rate — — — — — 8.21% 8.21%

The following tables for the years ended December 31, 1999
and 1998 provide information about the Company’s derivative
financial instruments used for purposes other than trading that
are sensitive to changes in interest rates. The tables present
notional amounts and, as applicable, weighted-average interest

rates by contractual maturity date. Notional amounts are used
to calculate the contractual payments to be exchanged under
the contracts. Weighted-average variable rates are indicated by
the applicable floating rate index.
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Fair
Value

For the Year Ended December 31, 1999 2000 2001 2002 2003 2004 Thereafter Total 12/31/99

(Dollars in millions)

Rate Sensitive Derivative 
Financial Instruments:

Pay fixed/receive 3 month
LIBOR swaps $ 44.0 $ 43.1 $ 83.5 $ 191.0 $ 197.3 $ 23.6 $ 582.5 $ 18.1

Average pay rate 6.16% 5.63% 6.33% 5.85% 5.59% 7.34% 5.90%

Average receive rate 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR

Pay fixed/receive 1 month 
LIBOR swaps $ — $ — $ — $ 195.0 $ — $ — $ 195.0 $ 8.2

Average pay rate — — — 5.58% — — 5.58%

Average receive rate — — — 1 Mo. LIBOR — — 1 Mo. LIBOR

Pay fixed/receive Fed Funds 
rate swaps $ — $ — $ — $ 100.0 $ 122.0 $ — $ 222.0 $ 7.0

Average pay rate — — — 5.89% 5.63% — 5.75%

Average receive rate — — — FED FUNDS FED FUNDS — FED FUNDS

Pay Fed Funds/receive 1 month
LIBOR swaps $ — $ — $ — $ 50.0 $ — $ — $ 50.0 $ (0.1)

Average pay rate — — — FED FUNDS — — FED FUNDS

Average receive rate — — — 1 Mo. LIBOR — — 1 Mo. LIBOR

Futures contracts (long) $ 33.2 $ — $ — $ — $ — $ — $ 33.2 $ 32.7

Number of contracts
(5 year T notes) 334,000 — — — — — 334,000

Weighted average opening
price 99.258 — — — — — 99.258
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Fair
Value

For the Year Ended December 31, 1998 1999 2000 2001 2002 2003 Thereafter Total 12/31/98

(Dollars in millions)

Rate Sensitive Derivative 
Financial Instruments:

Pay fixed/receive 3 month 
LIBOR swaps $ — $ 44.0 $ — $ 102.5 $ 273.0 $ 23.6 $ 443.1 $ (13.6)

Average pay rate — 6.16% — 6.23% 5.71% 7.34% 5.96%

Average receive rate — 3 Mo. LIBOR — 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR 3 Mo. LIBOR

Pay fixed/receive 1 month 
LIBOR swaps $ — $ — $ — $ 44.0 $ 337.5 $ — $ 381.5 $ (6.1)

Average pay rate — — — 6.22% 5.75% — 5.80%

Average receive rate — — — 1 Mo. LIBOR 1 Mo. LIBOR — 1 Mo. LIBOR

Pay fixed/receive Fed Funds 
rate swaps $ — $ — $ — $ 88.0 $ 200.0 $ — $ 288.0 $ (8.6)

Average pay rate — — — 5.81% 5.80% — 5.80%

Average receive rate — — — FED FUNDS FED FUNDS — FED FUNDS

Futures contracts (long) $ 86.5 $ — $ — $ — $ — $ — $ 86.5 $ 85.9

Number of contracts 
(5 year T notes) 758,000 — — — — — 758,000

Weighted average opening 
price 114.098 — — — — — 114.098

Foreign Currency Sensitivity

A portion of the Company’s investments consists of fixed inter-
est securities denominated in foreign currencies. A portion of
the Company’s liabilities consists of fixed interest trust obliga-
tions backed by funding agreements denominated in foreign
currencies. The Company’s operating results are exposed to
changes in exchange rates between the U.S. dollar and the
Swiss Franc, Japanese Yen, British Pound and Euro. From time
to time, the Company may also have exposure to other foreign
currencies. To mitigate the short-term effect of changes in cur-
rency exchange rates, the Company regularly hedges by enter-
ing into foreign exchange swap contracts to hedge its net for-
eign currency exposure.

The following tables for the years ended December 31, 1999
and 1998 provide information about the Company’s derivative

financial instruments and other financial instruments, used for
purposes other than trading, by functional currency and pre-
sents fair value information in U.S. dollar equivalents. The
tables summarize information on instruments that are sensitive
to foreign currency exchange rates, including fixed interest
securities denominated in foreign currencies, and foreign cur-
rency forward exchange agreements. For foreign currency
denominated securities with contractual maturities, the tables
present principal cash flows, related weighted-average interest
rates by contractual maturities, and applicable current forward
foreign currency exchange rates. For foreign currency forward
exchange agreements, the tables present the notional amounts
and weighted-average exchange rates by expected (contractual)
maturity dates. These notional amounts are used to calculate
the contractual payments to be exchanged under the contracts.
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Fair
Value

For the Year Ended December 31, 1999 2000 2001 2002 2003 2004 Thereafter Total 12/31/99

(Currencies in millions)

Fixed Interest Securities Denominated 
in Foreign Currencies:

Fixed interest rate securities 
denominated in Swiss Francs 10.0 — — — — — 10.0 $ 6.8

Current forward foreign exchange rate 0.6281 — — — —- — 0.6281

Fixed interest rate securities 
denominated in Japanese Yen 620.0 — — — — — 620.0 $ 6.1

Current forward foreign exchange rate 0.0098 — — — — — 0.0098

Fixed interest rate securities 
denominated in British Pounds — — — — — 9.5 9.5 $ 20.6

Current forward foreign exchange rate — — — — 1.6153 1.6153

Currency Swap Agreements Related 
to Fixed Interest Securities:

Pay Swiss Francs

Notional amount in foreign currency 10.0 — — — — — 10.0 $ 0.2

Average contract rate 0.665 — — — — — 0.665

Current forward foreign exchange rate 0.6281 — — — — — 0.6281

Pay Japanese Yen

Notional amount in foreign currency 620.0 — — — — — 620.0 $ (1.2)

Average contract rate 0.008 — — — — — 0.008

Current forward foreign exchange rate 0.0098 — — — — — 0.0098

Pay British Pounds

Notional amount in foreign currency — — — — — 9.5 9.5 $ (1.8)

Average contract rate — — — — — 1.980 1.980

Current forward foreign exchange rate — — — — — 1.6153 1.6153

Fixed Interest Liabilities Denominated 
in Foreign Currencies:

Trust instruments supported by funding 
obligations denominated in Euros — 50.0 — — — — 50.0 $ 49.6

Current forward foreign exchange rate — 1.0062 — — — — 1.0062

Currency Swap Agreements Related 
to Fixed Interest Trust Obligations:

Pay Euros

Notional amount in foreign currency — 50.0 — — — — $ 50.0 $ (2.7)

Average contract rate — 1.006 —- — — — 1.006

Current forward foreign exchange rate — 1.0062 — — — — 1.0062
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Fair
Value

For the Year Ended December 31, 1998 1999 2000 2001 2002 2003 Thereafter Total 12/31/98

(Currencies in millions)

Fixed Interest Securities Denominated 
in Foreign Currencies:

Fixed interest rate securities 
denominated in Swiss Francs — 10.0 — — — — 10.0 $ 7.0

Current forward foreign exchange rate — 0.7077 — — — — 0.7077

Fixed interest rate securities 
denominated in Canadian Dollars 20.0 — — — — — 20.0 $ 15.3

Current forward foreign exchange rate 0.6535 — — — — — 0.6535

Fixed interest rate securities 
denominated in Japanese Yen — 620.0 — — — — 620.0 $ 5.5

Current forward foreign exchange rate — 0.0088 — — — — 0.0088

Fixed interest rate securities 
denominated in British Pounds — — — — — 9.5 9.5 $ 25.0

Current forward foreign exchange rate — — — — — 1.6595 1.6595

Fixed interest rate securities 
denominated in Finnish Markkas 47.3 — — — — — 47.3 $ 10.1

Current forward foreign exchange rate 0.1962 — — — — — 0.1962

Currency Swap Agreements Related 
to Fixed Interest Securities:

Pay Swiss Francs

Notional amount in foreign currency — 10.0 — — — — 10.0 $ (0.9)

Average contract rate — 0.664 — — — — 0.664

Current forward foreign exchange rate — 0.7077 — — — — 0.7077

Pay Canadian Dollars

Notional amount in foreign currency 20.0 — — — — — 20.0 $ 1.9

Average contract rate 0.750 — — — — — 0.750

Current forward foreign exchange rate 0.6535 — — — — — 0.6535

Pay Japanese Yen

Notional amount in foreign currency — 620.0 — — — — 620.0 $ (0.1)

Average contract rate — 0.008 — — — — 0.008

Current forward foreign exchange — 0.0088 — — — — 0.0088

Pay British Pounds

Notional amount in foreign currency — — — — — 9.5 9.5 $ (2.3)

Average contract rate — — — — — 1.980 1.980

Current forward foreign exchange rate — — — — — 1.6595 1.6595

Pay Finnish Markkas

Notional amount in foreign currency 47.3 — — — — — 47.3 $ 1.2

Average contract rate 0.211 — — — — — 0.211

Current forward foreign exchange rate 0.1962 — — — — — 0.1962
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I N C O M E  TA X E S

AFC and its domestic subsidiaries (including certain non-insur-
ance operations) file a consolidated United States federal
income tax return. Entities included within the consolidated
group are segregated into either a life insurance or a non-life
insurance company subgroup. The consolidation of these sub-
groups is subject to certain statutory restrictions on the per-
centage of eligible non-life tax losses that can be applied to off-
set life company taxable income. Prior to the July 16, 1997
merger, Allmerica P&C and its subsidiaries filed a separate
United States federal income tax return.

The provision for federal income taxes before minority inter-
est and discontinued operations was $106.9 million during
1999 compared to $56.1 million during 1998. These provisions
resulted in consolidated effective federal tax rates of 22.8%
and 18.7%, respectively. The effective tax rates for FAFLIC
and AFLIAC and their non-insurance affiliates were 26.1% and
28.6% during 1999 and 1998, respectively. The decrease in the
rate for AFLIAC and FAFLIC and their non-insurance affiliates
primarily reflects changes in reserves for prior years tax liabili-
ties. The effective tax rates for Allmerica P&C and its sub-
sidiaries were 20.6% and 10.7% during 1999 and 1998,
respectively. The increase in the rate for Allmerica P&C and its
subsidiaries is primarily the result of a larger proportion of pre-
tax income from realized capital gains in 1999, as well as
improved underwriting results.

The provision for federal income taxes before minority inter-
est and discontinued operations was $56.1 million during 1998
compared to $84.7 million during 1997. These provisions
resulted in consolidated effective federal tax rates of 18.7%
and 24.9%, respectively. The effective tax rates for FAFLIC
and AFLIAC and their non-insurance subsidiaries were 28.6%
and 37.8% during 1998 and 1997, respectively. The decrease
in the rate for AFLIAC and FAFLIC and their non-insurance
subsidiaries resulted primarily from an increase in available tax
credits, as well as the reduction, in 1998, of any net increases
in reserves for prior years tax liabilities. The effective tax rates
for Allmerica P&C and its subsidiaries were 10.7% and 16.5%
during 1998 and 1997, respectively. The decrease in the rate
for Allmerica P&C and its subsidiaries reflects higher under-
writing losses and a greater proportion of pre-tax income from
tax-exempt bonds in 1998. 

L I Q U I D I T Y  A N D  C A P I TA L  R E S O U R C E S

Liquidity describes the ability of a company to generate suffi-
cient cash flows to meet the cash requirements of business
operations. As a holding company, AFC’s primary source of
cash is dividends from its insurance subsidiaries. However, div-
idend payments to AFC by its insurance subsidiaries are sub-
ject to limitations imposed by state regulators, such as the
requirement that cash dividends be paid out of unreserved and
unrestricted earned surplus and restrictions on the payment of
“extraordinary” dividends, as defined.

During 1999, AFC received $350.0 million in extraordinary
dividends from its property and casualty businesses. These
funds were principally used to repurchase $250.2 million of
AFC common stock and pay $39.9 million of interest expense
on the Senior Debentures and Capital Securities. Any addition-
al dividends from the property and casualty insurance compa-
nies to AFC prior to April 2000 would require regulatory
approval. During the third quarter of 1999, the Company used
the remaining funds from the aforementioned dividends, as well
as proceeds from sales of AFC holding company investments, to
fund a $125.0 million capital contribution from AFC to
FAFLIC. As of July 1, 1999, FAFLIC’s ownership of Allmerica
P&C, as well as several non-insurance subsidiaries, were trans-
ferred from FAFLIC to AFC. Under an agreement with the
Commonwealth of Massachusetts Insurance Commissioner (“the
Commissioner”), AFC contributed the aforementioned $125.0
million and agreed to maintain FAFLIC’s statutory surplus at
specified levels during the following six years. Future capital
contributions from AFC to FAFLIC may be required. In addi-
tion, any dividend from FAFLIC to AFC during the years 2000
and 2001 would require the prior approval of the Commissioner.

During 1998, FAFLIC’s Board of Directors declared and
paid a common stock dividend to AFC of $50.0 million.
Additionally, Hanover’s Board of Directors declared and paid a
$125.0 million dividend to Allmerica P&C, of which $117.1
million was transferred to AFC in exchange for shares of
Allmerica P&C capital stock. These funds were used for the
acquisition of the minority interest of Citizens Corporation. In
addition, AFC paid $39.9 of interest expense during 1998 on
Senior Debentures and Capital Securities. 

Sources of cash for the Company’s insurance subsidiaries
are from premiums and fees collected, investment income and
maturing investments. Primary cash outflows are paid benefits,
claims, losses and loss adjustment expenses, policy acquisition
expenses, other underwriting expenses and investment purchas-
es. Cash outflows related to benefits, claims, losses and loss
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adjustment expenses can be variable because of uncertainties
surrounding settlement dates for liabilities for unpaid losses
and because of the potential for large losses either individually
or in the aggregate. The Company periodically adjusts its
investment policy to respond to changes in short-term and long-
term cash requirements.

Net cash provided by operating activities was $15.2 million
and $37.9 million in 1999 and 1998, respectively, compared to
net cash used in operating activities of $173.2 million in 1997.
The decrease in 1999 resulted primarily from a decrease in
premiums received due to the timing of certain agent billings in
the Risk Management segment. In addition, a decrease in cash
resulted from net payments made related to the 1998 reinsur-
ance agreement to cede the mortality risk of the Company’s uni-
versal and variable universal life business. These decreases in
cash were partially offset by cash receipts from the Company’s
separate accounts, as well as the absence of the 1998 payment
of $30.3 million related to the Company’s exit of its reinsurance
pool business. The increase in 1998 resulted primarily from the
absence of a $207.0 million payment made during 1997 for the
cession of the disability income line of business, partially offset
by a 1998 payment of $30.3 million related to exiting reinsur-
ance pools. Also, cash was used in 1998 operations to fund
increased commissions and other deferred expenses related to
continued growth in the variable annuity product lines of the
Allmerica Financial Services segment, and to pay the federal
taxes resulting from audits of prior return years.

Net cash provided by investing activities was $794.9 million
and $120.5 million in 1999 and 1997, respectively, while net
cash used in investing activities was $617.1 million in 1998.
The $1.4 billion increase from 1998 to 1999 primarily results
from $469.2 million in net proceeds from fixed maturities in
1999 principally used to fund net withdrawals and maturities of
funding agreements, as compared to net purchases of fixed
maturities totaling $595.6 million during 1998. Proceeds from
net sales of equity securities increased approximately $180.0
million in 1999 as compared to 1998. Additionally, the
increase in cash provided by investing activities in 1999 over
the prior year reflects the absence in 1999, of $195.9 million of
cash used to fund the purchase of the minority interest of
Citizens Corporation during 1998. The change in 1998 primari-
ly reflects the absence of proceeds from sales of fixed maturi-
ties in 1997 used to fund the aforementioned cession of the dis-
ability income line of business, the aforementioned purchase of
the minority interest of Citizens Corporation during 1998 for
$195.9 million, and the greater net purchases of fixed maturi-
ties resulting from an increase in funds available from floating
rate GIC deposits. These were partially offset by increased net
sales of equity securities in 1998.

Net cash used in financing activities was $905.0 million in
1999, as compared to net cash provided by financing activities
of $898.7 million and $90.3 million in 1998 and 1997, respec-
tively. During 1999, the Company had net withdrawals of fund-
ing agreements of $522.9 million as compared to net deposits
in 1998 of $794.2 million. Also, the Company repurchased an
additional $250.2 million of AFC common stock as compared
to the initial repurchase of $82.7 million in 1998. In addition,
during 1999 cash was used to repay $180.0 million in short
term debt used to finance the aforementioned acquisition of the
minority interest of Citizens Corporation. In 1998, cash provid-
ed by financing activities was positively impacted by net
deposits for funding agreements of $794.2 million compared to
net withdrawals of $189.6 million in 1997. In addition, short
term borrowings increased by $188.3 million primarily related
to the Citizens acquisition in 1998. These increases were par-
tially offset by the absence in 1998, of the 1997 receipt of net
proceeds of $296.3 million from the issuance of Capital
Securities and $82.7 million of common stock repurchases in
1998.

AFC has sufficient funds at the holding company or avail-
able through dividends from FAFLIC and Allmerica P&C, or
through available credit facilities to meet its obligations to pay
interest on the Senior Debentures, Capital Securities and divi-
dends, when and if declared by the Board of Directors, on the
common stock. Whether the Company will pay dividends in the
future depends upon the costs of administering a dividend pro-
gram as compared to the benefits conferred, and upon the earn-
ings and financial condition of AFC.

Based on current trends, the Company expects to continue to
generate sufficient positive operating cash to meet all short-
term and long-term cash requirements. The Company maintains
a high degree of liquidity within the investment portfolio in
fixed maturity investments, common stock and short-term
investments. AFC has $150.0 million available under a com-
mitted syndicated credit agreement which expires on May 28,
2000. Borrowings under this agreement are unsecured and
incur interest at a rate per annum equal to, at the Company’s
option, a designated base rate or the eurodollar rate plus
applicable margin. At December 31, 1999, no amounts were
outstanding under this agreement. The Company had $45.0
million of commercial paper borrowings outstanding at
December 31, 1999.
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C O N T I N G E N C I E S

The Company has been named a defendant in various legal 
proceedings arising in the normal course of business. In the
Company’s opinion, the ultimate resolution of these proceedings
will not have a material effect on the Company’s consolidated
financial statements. However, liabilities related to these pro-
ceedings could be established in the near term if estimates of
the ultimate resolution of these proceedings are revised.

R E C E N T  D E V E L O P M E N T S

In June 1998, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 133,
Accounting for Derivative Instruments and Hedging Activities
(“Statement No. 133”), which establishes accounting and
reporting standards for derivative instruments. Statement No.
133 requires that an entity recognize all derivatives as either
assets or liabilities at fair value in the statement of financial
position, and establishes special accounting for the following
three types of hedges: fair value hedges, cash flow hedges, and
hedges of foreign currency exposures of net investments in for-
eign operations. This statement is effective for fiscal years
beginning after June 15, 2000. The Company is currently
assessing the impact of the adoption of Statement No. 133.

Y E A R  2 0 0 0

The Year 2000 issue resulted from computer programs being
written using two digits rather than four to define the applicable
year. Computer programs that have date-sensitive software may
recognize a date using “00” as the year 1900 rather than the
year 2000. This could result in a system failure or miscalcula-
tions causing disruptions of operations, including, among other
things, a temporary inability to process transactions, send
invoices or engage in similar normal business activities. Any of
these specific events, depending on duration, could have a
material adverse impact on the results of operations and the
financial position of the Company. 

The Company met the objectives of its Year 2000 remedia-
tion plan, which had three mission critical elements: internal
systems, desktop systems, and external partners. All of its
inventoried systems have been corrected, tested for year 2000
dates and are in production; its desktop computers are capable
of correctly processing year 2000 dates, and third party soft-
ware installed on the Company’s desktop machines has been
confirmed capable of processing year 2000 dates properly.
Through an aggressive communications process, the Company
obtained verification of Year 2000 readiness from its suppliers. 

During the fourth quarter and throughout the millennium
rollover period, the Company’s systems functioned without any
apparent Year 2000-related disruptions. As such, the Company
does not believe that there is a material contingency associated
with the Year 2000 issue, however, there can be no assurance
that exposure for material contingencies will not arise.

The cost of the Year 2000 project was expensed as incurred
and has been funded primarily through a reallocation of
resources from discretionary projects and a reduction in sys-
tems maintenance and support costs. Therefore, the Year 2000
project did not result in any significant incremental technology
costs, and thus did not have a material effect on the results of
operations. The Company incurred and expensed approximately
$64 million related to the assessment, plan development and
completion of the Year 2000 project through December 31,
1999. An additional $4 million is estimated for residual fixed
costs which may be incurred in 2000.
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F O R WA R D - L O O K I N G  S TAT E M E N T S

The Company wishes to caution readers that the following
important factors, among others, in some cases have affected
and in the future could affect, the Company’s actual results
and could cause the Company’s actual results for 1999 and
beyond to differ materially from those expressed in any for-
ward-looking statements made by, or on behalf of, the
Company. When used in the MD&A discussion, the words
“believes”, “anticipates”, “expects” and similar expressions
are intended to identify forward looking statements. See
“Important Factors Regarding Forward-Looking Statements”
filed as Exhibit 99-2 to the Company’s Annual Report on Form
10-K for the period ended December 31, 1999.

Factors that may cause actual results to differ materially
from those contemplated or projected, forecast, estimated or
budgeted in such forward looking statements include among
others, the following possibilities: (i) adverse catastrophe expe-
rience and severe weather; (ii) adverse loss development for
events the Company insured in prior years or adverse trends in
mortality and morbidity; (iii) heightened competition, includ-
ing the intensification of price competition, the entry of new
competitors, and the introduction of new products by new and
existing competitors; (iv) adverse state and federal legislation
or regulation, including decreases in rates, limitations on pre-
mium levels, increases in minimum capital and reserve
requirements, benefit mandates, limitations on the ability to
manage care and utilization, and tax treatment of insurance
and annuity products; as well as continued compliance with
state and federal regulations; (v) changes in interest rates
causing a reduction of investment income or in the market
value of interest rate sensitive investments; (vi) failure to
obtain new customers, retain existing customers or reductions

in policies in force by existing customers; (vii) higher service,
administrative, or general expense due to the need for addi-
tional advertising, marketing, administrative or management
information systems expenditures; (viii) loss or retirement of
key executives; (ix) increases in medical costs, including
increases in utilization, costs of medical services, pharmaceu-
ticals, durable medical equipment and other covered items; (x)
termination of provider contracts or renegotiations at less cost-
effective rates or terms of payment; (xi) changes in the
Company’s liquidity due to changes in asset and liability
matching; (xii) restrictions on insurance underwriting, based
on genetic testing and other criteria; (xiii) adverse changes in
the ratings obtained from independent rating agencies, such as
Moody’s, Standard and Poor’s, A.M. Best, and Duff & Phelps;
(xiv) lower appreciation on and decline in value of managed
investments, resulting in reduced variable products, assets and
related fees; (xv) possible claims relating to sales practices for
insurance products; (xvi) uncertainty related to the Year 2000
issue; (xvii) failure of a reinsurer of the Company’s policies to
pay its liabilities under reinsurance contracts; (xviii) earlier
than expected withdrawals from the Company’s general
account annuities, GICs (including funding agreements), and
other insurance products; (xix) changes in the mix of assets
comprising the Company’s investment portfolio and the fluctu-
ation of the market value of such assets; (xx) losses resulting
from the Company’s participation in certain reinsurance pools;
and (xxi) adverse results of regulatory audits related to the
Company’s prior years’ federal income tax filings.
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R e p o r t  o f  I n d e p e n d e n t  A c c o u n t a n t s

To the Board of Directors and Shareholders of 
Allmerica Financial Corporation

In our opinion, the accompanying consolidated balance sheets
and the related consolidated statements of income, comprehen-
sive income, shareholders’ equity, and cash flows present fairly,
in all material respects, the financial position of Allmerica
Financial Corporation and its subsidiaries (the “Company”) at
December 31, 1999 and 1998, and the results of their opera-
tions and their cash flows for each of the three years in the
period ended December 31, 1999, in conformity with account-
ing principles generally accepted in the United States. 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 stan-
dards generally accepted in the United States which require
that we plan and perform the audit to obtain reasonable assur-
ance 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 finan-
cial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our
audits provide a reasonable basis for the opinion expressed
above. 

Boston, Massachusetts
February 1, 2000

The management of Allmerica Financial Corporation has the
responsibility for preparing the accompanying consolidated
financial statements and for their integrity and objectivity. The
statements were prepared in conformity with generally accepted
accounting principles and include amounts based on manage-
ment’s informed estimates and judgments. We believe that these
statements present fairly the Company’s financial position and
results of operations and that the other information contained in
the annual report is accurate and consistent with the financial
statements.

Allmerica Financial Corporation’s Board of Directors annu-
ally appoints independent accountants to perform an audit of its
consolidated financial statements. The financial statements
have been audited by PricewaterhouseCoopers LLP, indepen-
dent accountants, in accordance with generally accepted audit-
ing standards. Their audit included consideration of the
Company’s system of internal control in order to determine the
audit procedures required to express their opinion on the con-
solidated financial statements.

Management of Allmerica Financial Corporation has estab-
lished and maintains a system of internal control that provides
reasonable assurance that assets are safeguarded and that
transactions are properly authorized and recorded. The system
of internal control provides for appropriate division of responsi-
bility and is documented by written policies and procedures
that are communicated to employees with significant roles in
the financial reporting process and updated as necessary.
Management continually monitors the system of internal control
for compliance. Allmerica Financial Corporation and its sub-
sidiaries maintain a strong internal audit program that indepen-
dently assesses the effectiveness of the internal controls and
recommends possible improvements thereto. Management rec-
ognizes the inherent limitations in all internal control systems
and believes that our system of internal control provides an
appropriate balance between the costs and benefits desired.
Management believes that the Company’s system of internal
control provides reasonable assurance that errors or irregulari-
ties that would be material to the financial statements are pre-
vented or detected in the normal course of business. 

The Audit Committee of the Board of Directors, composed
solely of outside directors, oversees management’s discharge of
its financial reporting responsibilities. The committee meets
periodically with management, our internal auditors and our
independent accountants, PricewaterhouseCoopers LLP. Both
our internal auditors and PricewaterhouseCoopers LLP have
direct access to the Audit Committee.

Management recognizes its responsibility for fostering a
strong ethical climate. This responsibility is reflected in the
Company’s policies which address, among other things, poten-
tial conflicts of interest; compliance with all domestic and for-
eign laws including those relating to financial disclosure and
the confidentiality of proprietary information. Allmerica
Financial Corporation maintains a systematic program to assess
compliance with these policies.

John F. O’Brien Edward J. Parry, III
President and Chief Vice President, 
Executive Officer Chief Financial Officer and

Principal Accounting Officer

M a n a g e m e n t ’ s  R e p o r t  o n  R e s p o n s i b i l i t y
f o r  F i n a n c i a l  R e p o r t i n g
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C o n s o l i d a t e d  S t a t e m e n t s  o f  I n c o m e

For the Years Ended December 31 1999 1998 1997

(In millions, except per share data)

Revenues
Premiums $1,950.5 $1,970.6 $1,980.5 
Universal life and investment product policy fees 359.3 296.6 237.3
Net investment income 615.7 604.4 631.1
Net realized investment gains 91.0 59.2 76.0
Other income 128.7 103.2 81.5

Total revenues 3,145.2 3,034.0 3,006.4

Benefits, Losses and Expenses
Policy benefits, claims, losses and loss adjustment expenses 1,770.7 1,804.0 1,764.0
Policy acquisition expenses 429.9 449.6 408.5
Sales practice litigation — 31.0 —
Loss from cession of disability income business — — 53.9
Restructuring costs (1.9) 9.0 —
Other operating expenses 478.5 440.3 440.0

Total benefits, losses and expenses 2,677.2 2,733.9 2,666.4
Income before federal income taxes 468.0 300.1 340.0
Federal income tax expense (benefit)

Current 88.1 72.5 70.8
Deferred 18.8 (16.4) 13.9

Total federal income tax expense 106.9 56.1 84.7
Income before minority interest 361.1 244.0 255.3
Minority interest:

Distributions on mandatorily redeemable preferred securities of a subsidiary 
trust holding solely junior subordinated debentures of the Company (16.0) (16.0) (14.5)

Equity in earnings — (13.3) (48.2)
Total minority interest (16.0) (29.3) (62.7)
Income from continuing operations 345.1 214.7 192.6

(Loss) income from operations of discontinued business (less applicable income taxes 
(benefit) of $(10.1), $(7.0) and $8.9 for the years ended December 31, 1999, 1998 
and 1997, respectively) (18.8) (13.5) 16.6

Loss on disposal of group life and health business, including provision of $72.2 for 
operating losses during phase-out period for the year ended December 31, 1999 
(less applicable income tax benefit of $16.4) (30.5) — —

Net income $ 295.8 $ 201.2 $ 209.2

Earnings per common share:
Basic:

Income from continuing operations $ 6.27 $ 3.59 $ 3.53
(Loss) income from operations of discontinued business (less applicable income taxes 

(benefit) of $(0.19), $(0.12) and $0.17 for the years ended December 31, 1999, 
1998 and 1997, respectively) (0.34) (0.23) 0.30

Loss on disposal of group life and health business, including provision of $1.31 for 
operating losses during phase-out period for the year ended December 31, 1999
(less applicable income tax benefit of $0.30) (0.55) — —

Net income per share $ 5.38 $ 3.36 $ 3.83
Weighted average shares outstanding 55.0 59.9 54.7

Diluted:
Income from continuing operations $ 6.21 $ 3.56 $ 3.52
(Loss) income from operation of discontinued business (less applicable income taxes 

(benefit) of $(0.19), $(0.12) and $0.17 for the years ended December 31, 1999, 
1998 and 1997, respectively) (0.33) (0.23) 0.30

Loss on disposal of group life and health business, including provision of $1.30 for 
operating losses during phase-out period for the year ended December 31, 1999 
(less applicable income tax benefit of $0.29) (0.55) — —

Net income per share $ 5.33 $ 3.33 $ 3.82
Weighted average shares outstanding 55.5 60.3 54.8

The accompanying notes are an integral part of these consolidated financial statements.
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C o n s o l i d a t e d  B a l a n c e  S h e e t s

December 31 1999 1998

(In millions, except per share data)

Assets
Investments:

Fixed maturities-at fair value (amortized cost of $7,095.0 and $7,618.2) $ 6,933.8 $ 7,780.8

Equity securities-at fair value (cost of $49.5 and $253.1) 83.2 397.1

Mortgage loans 521.2 562.3

Policy loans 170.5 154.3

Real estate and other long-term investments 180.0 163.1

Total investments 7,888.7 9,057.6

Cash and cash equivalents 442.2 550.3

Accrued investment income 134.7 142.3

Deferred policy acquisition costs 1,386.8 1,161.2

Reinsurance receivable on unpaid losses, benefits and unearned premiums 1,279.9 1,136.0

Deferred federal income taxes 141.7 19.8

Premiums, accounts and notes receivable 583.5 555.7

Other assets 510.2 529.4

Closed Block assets 772.3 803.1

Separate account assets 17,629.6 13,697.7

Total assets $30,769.6 $27,653.1

Liabilities
Policy liabilities and accruals:

Future policy benefits $ 2,825.0 $ 2,802.2

Outstanding claims, losses and loss adjustment expenses 2,838.6 2,816.3

Unearned premiums 890.2 843.2

Contractholder deposit funds and other policy liabilities 2,041.0 2,637.0

Total policy liabilities and accruals 8,594.8 9,098.7

Expenses and taxes payable 795.5 716.1

Reinsurance premiums payable 73.0 95.4

Trust instruments supported by funding obligations 50.6 —

Short-term debt 45.0 221.3

Long-term debt 199.5 199.5

Closed Block liabilities 842.1 872.0

Separate account liabilities 17,628.9 13,691.5

Total liabilities 28,229.4 24,894.5

Mandatorily redeemable preferred securities of a subsidiary trust holding solely 
junior subordinated debentures of the Company 300.0 300.0

Commitments and contingencies (Notes 17 and 22)

Shareholders’ Equity
Preferred stock, $0.01 par value, 20.0 million shares authorized, none issued — —

Common stock, $0.01 par value, 300.0 million shares authorized, 60.4 million shares issued 0.6 0.6

Additional paid-in capital 1,770.5 1,768.8

Accumulated other comprehensive income (75.3) 180.5

Retained earnings 882.2 599.9

Treasury stock at cost (6.2 and 1.8 million shares) (337.8) (91.2)

Total shareholders’ equity 2,240.2 2,458.6

Total liabilities and shareholders’ equity $30,769.6 $27,653.1

The accompanying notes are an integral part of these consolidated financial statements.
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C o n s o l i d a t e d  S t a t e m e n t s  o f  S h a r e h o l d e r s ’  E q u i t y

For the Years Ended December 31 1999 1998 1997

(In millions)

Preferred Stock $ — $ — $ —

Common Stock
Balance at beginning of year 0.6 0.6 0.5

Issuance of common stock — — 0.1

Balance at end of year 0.6 0.6 0.6

Additional Paid-In Capital
Balance at beginning of year 1,768.8 1,755.0 1,382.5

Issuance of common stock 1.7 13.8 376.2

Issuance costs of mandatorily redeemable preferred securities of a subsidiary 
trust holding solely junior subordinated debentures of the Company — — (3.7)

Balance at end of year 1,770.5 1,768.8 1,755.0

Accumulated Other Comprehensive Income
Net Unrealized (Depreciation) Appreciation on Investments:

Balance at beginning of year 180.5 217.9 131.6

(Depreciation) appreciation during the period:

Net (depreciation) appreciation on available-for-sale securities (393.8) (82.7) 171.3 

Benefit (provision) for deferred federal income taxes 138.0 28.8 (59.9)

Minority interest — 16.5 (25.1)

(255.8) (37.4) 86.3

Balance at end of year (75.3) 180.5 217.9

Retained Earnings
Balance at beginning of year 599.9 407.8 210.1

Net income 295.8 201.2 209.2

Dividends to shareholders (13.5) (9.1) (11.5)

Balance at end of year 882.2 599.9 407.8

Treasury Stock
Balance at beginning of year (91.2) — —

Shares purchased at cost (252.8) (91.2) —

Shares reissued at cost 6.2 — —

Balance at end of year (337.8) (91.2) —

Total shareholders’ equity $2,240.2 $2,458.6 $2,381.3

The accompanying notes are an integral part of these consolidated financial statements.
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C o n s o l i d a t e d  S t a t e m e n t s  o f  C o m p r e h e n s i v e  I n c o m e

For the Years Ended December 31 1999 1998 1997

(In millions)

Net income $295.8 $201.2 $209.2

Other comprehensive (loss) income:

Net (depreciation) appreciation on available for sale securities (393.8) (82.7) 171.3

Benefit (provision) for deferred federal income taxes 138.0 28.8 (59.9)

Minority interest — 16.5 (25.1)

Other comprehensive (loss) income (255.8) (37.4) 86.3

Comprehensive income $ 40.0 $163.8 $295.5

The accompanying notes are an integral part of these consolidated financial statements.
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C o n s o l i d a t e d  S t a t e m e n t s  o f  C a s h  F l o w s

For the Years Ended December 31 1999 1998 1997

(In millions)

Cash Flows From Operating Activities
Net Income $ 295.8 $ 201.2 $ 209.2
Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Minority interest — 13.3 48.2
Net realized investment gains (90.4) (61.0) (77.5) 
Net amortization and depreciation 34.2 21.9 31.6
Deferred federal income taxes 18.8 (16.4) 13.9 
Loss on disposal of group life and health business 30.5 — —
Loss from exiting reinsurance pools — 25.3 —
Sales practice litigation expense — 31.0 —
Loss from cession of disability income business — — 53.9
Payment related to exiting reinsurance pools — (30.3) —
Payment related to cession of disability income business — — (207.0)
Change in deferred acquisition costs (183.8) (185.8) (189.7) 
Change in premiums and notes receivable, net of reinsurance payable (50.2) 56.7 (15.1) 
Change in accrued investment income 7.7 — 7.0
Change in policy liabilities and accruals, net 28.7 168.1 (134.7) 
Change in reinsurance receivable (143.8) (115.4) 27.1
Change in expenses and taxes payable 29.6 9.1 46.8
Separate account activity, net 5.3 (48.5) 5.7
Other, net 32.8 (31.3) 7.4
Net cash provided by (used in) operating activities 15.2 37.9 (173.2)

Cash Flows From Investing Activities
Proceeds from disposals and maturities of available-for-sale fixed maturities 2,996.5 1,970.6 3,046.0
Proceeds from disposals of equity securities 424.3 285.3 162.7
Proceeds from disposals of other investments 31.4 120.8 116.3
Proceeds from mortgages matured or collected 128.2 171.2 204.7
Purchase of available-for-sale fixed maturities (2,527.3) (2,566.2) (2,727.6) 
Purchase of equity securities (78.9) (119.9) (67.0) 
Purchase of other investments (140.7) (274.4) (175.0) 
Capital expenditures (30.1) (22.3) (15.3) 
Purchase of minority interest in Citizens Corporation — (195.9) —
Purchase of Financial Profiles, Inc. — (13.0) —
Purchase of minority interest in Allmerica P&C — — (425.6)
Other investing activities, net (8.5) 26.7 1.3

Net cash provided by (used in) investing activities 794.9 (617.1) 120.5
Cash Flows From Financing Activities

Deposits and interest credited to contractholder deposit funds 1,514.6 1,419.2 457.6
Withdrawals from contractholder deposit funds (2,037.5) (625.0) (647.2) 
Change in trust instruments supported by funding obligations 50.6 — —
Change in short-term debt (176.3) 188.3 (5.4)
Change in long-term debt — (2.6) (0.1)
Proceeds from the issuance of mandatorily redeemable preferred securities of a 

subsidiary trust holding solely junior subordinated debentures of the Company — — 296.3
Dividends paid to shareholders (13.5) (9.9) (13.7) 
Net proceeds from issuance of common stock 1.1 11.4 2.8
Treasury stock purchased at cost (250.2) (82.7) —
Treasury stock reissued at cost 6.2 — —

Net cash (used in) provided by financing activities (905.0) 898.7 90.3 
Net change in cash and cash equivalents (94.9) 319.5 37.6 
Net change in cash held in the Closed Block (13.2) 15.7 (1.0) 
Cash and cash equivalents, beginning of year 550.3 215.1 178.5
Cash and cash equivalents, end of year $ 442.2 $ 550.3 $ 215.1

Supplemental Cash Flow Information
Interest paid $ 19.9 $ 21.6 $ 20.1
Income taxes paid $ 77.8 $ 133.5 $ 66.3

The accompanying notes are an integral part of these consolidated financial statements.
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N o t e s  To  C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s

1 .  
Summary of Significant Accounting Policies

A. Basis of Presentation and Principles of Consolidation
The consolidated financial statements of Allmerica Financial
Corporation (“AFC” or the “Company”) include the accounts of
First Allmerica Financial Life Insurance Company (“FAFLIC”);
its wholly-owned life insurance subsidiary, Allmerica Financial
Life Insurance and Annuity Company (“AFLIAC”); non-insur-
ance subsidiaries (principally brokerage and investment adviso-
ry services); Allmerica Asset Management, Inc. (“AAM”, a
wholly-owned noninsurance subsidiary of AFC); Allmerica
Property & Casualty Companies, Inc. (“Allmerica P&C”, a
wholly-owned non-insurance subsidiary of AAM); The Hanover
Insurance Company (“Hanover”, a wholly-owned subsidiary of
Allmerica P&C); Citizens Corporation (a wholly-owned sub-
sidiary of Hanover); and Citizens Insurance Company of
America (“Citizens”, a wholly-owned subsidiary of Citizens
Corporation). The Closed Block (See Note 1B) assets and liabil-
ities and its results of operations are presented in the consoli-
dated financial statements as single line items. Unless specifi-
cally stated, all disclosures contained herein supporting the
consolidated financial statements exclude the Closed Block
related amounts. All significant intercompany accounts and
transactions have been eliminated.

On or about December 3, 1998, the Company acquired all of
the outstanding common stock of Citizens Corporation (formerly
an 82.5% owned non-insurance subsidiary of Hanover) in
exchange for cash of $195.9 million (See Note 3). The acquisi-
tion has been recognized as a purchase. The minority interest
acquired totaled $158.5 million. A total of $40.8 million repre-
senting the excess of the purchase price over the fair values of
the net assets acquired, net of deferred taxes, has been allocat-
ed to goodwill and is being amortized over a 40-year period.

The financial statements reflect minority interest in
Allmerica P&C and its subsidiary, Hanover of approximately
40.5% prior to the merger on July 16, 1997. In addition, prior
to the December 3, 1998 acquisition, the financial statements
reflect minority interest in Citizens Corporation and its wholly-
owned subsidiary, Citizens of approximately 16.8% and 17.5%
in 1998 and 1997, respectively. Minority interest also includes
distributions on mandatorily redeemable preferred securities of
a subsidiary trust holding solely junior subordinated debentures
of the Company. 

The preparation of financial statements in conformity with
generally accepted accounting principles requires the Company
to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and
the reported amount of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

B. Closed Block
FAFLIC established and began operating a closed block (the
“Closed Block”) for the benefit of the participating policies
included therein, consisting of certain individual life insurance
participating policies, individual deferred annuity contracts and
supplementary contracts not involving life contingencies which
were in force as of FAFLIC’s demutualization on October 16,
1995; such policies constitute the “Closed Block Business”.
The purpose of the Closed Block is to protect the policy divi-
dend expectations of such FAFLIC dividend paying policies
and contracts. Unless the Commissioner consents to an earlier
termination, the Closed Block will continue to be in effect until
the date none of the Closed Block policies are in force. FAFLIC
allocated to the Closed Block assets in an amount that is
expected to produce cash flows which, together with future rev-
enues from the Closed Block Business, are reasonably suffi-
cient to support the Closed Block Business, including provision
for payment of policy benefits, certain future expenses and
taxes and for continuation of policyholder dividend scales
payable in 1994 so long as the experience underlying such div-
idend scales continues. The Company expects that the factors
underlying such experience will fluctuate in the future and pol-
icyholder dividend scales for Closed Block Business will be set
accordingly.

Although the assets and income allocated to the Closed
Block inure solely to the benefit of the holders of policies
included in the Closed Block, the excess of Closed Block lia-
bilities over Closed Block assets as measured on a GAAP basis
represent the expected future post-tax income from the Closed
Block which may be recognized in income over the period the
policies and contracts in the Closed Block remain in force.

If the actual income from the Closed Block in any given
period equals or exceeds the expected income for such period
as determined at the inception of the Closed Block, the expect-
ed income would be recognized in income for that period.
Further, any excess of the actual income over the expected
income would also be recognized in income to the extent that
the aggregate expected income for all prior periods exceeded
the aggregate actual income. Any remaining excess of actual
income over expected income would be accrued as a liability
for policyholder dividends in the Closed Block to be paid to the
Closed Block policyholders. This accrual for future dividends
effectively limits the actual Closed Block income recognized in
income to the Closed Block income expected to emerge from
operation of the Closed Block as determined at inception.

If, over the period the policies and contracts in the Closed
Block remain in force, the actual income from the Closed Block
is less than the expected income from the Closed Block, only
such actual income (which could reflect a loss) would be recog-
nized in income. If the actual income from the Closed Block in
any given period is less than the expected income for that peri-
od and changes in dividend scales are inadequate to offset the
negative performance in relation to the expected performance,
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the income inuring to shareholders of the Company will be
reduced. If a policyholder dividend liability had been previous-
ly established in the Closed Block because the actual income to
the relevant date had exceeded the expected income to such
date, such liability would be reduced by this reduction in
income (but not below zero) in any periods in which the actual
income for that period is less than the expected income for
such period.

C. Valuation of Investments
In accordance with the provisions of Statement of Financial
Accounting Standards No. 115 (“Statement No. 115”), Accounting
for Certain Investments in Debt and Equity Securities, the
Company is required to classify its investments into one of
three categories: held-to-maturity, available-for-sale or trading.
The Company determines the appropriate classification of debt
securities at the time of purchase and re-evaluates such desig-
nation as of each balance sheet date.

Debt securities and marketable equity securities are classi-
fied as available-for-sale. Available-for-sale securities are car-
ried at fair value, with the unrealized gains and losses, net of
tax, reported in a separate component of shareholders’ equity.
The amortized cost of debt securities is adjusted for amortiza-
tion of premiums and accretion of discounts to maturity. Such
amortization is included in investment income. 

Mortgage loans on real estate are stated at unpaid principal
balances, net of unamortized discounts and reserves. Reserves
on mortgage loans are based on losses expected by the
Company to be realized on transfers of mortgage loans to real
estate (upon foreclosure), on the disposition or settlement of
mortgage loans and on mortgage loans which the Company
believes may not be collectible in full. In establishing reserves,
the Company considers, among other things, the estimated fair
value of the underlying collateral.

Fixed maturities and mortgage loans that are delinquent are
placed on non-accrual status, and thereafter interest income is
recognized only when cash payments are received. 

Policy loans are carried principally at unpaid principal 
balances.

During 1997, the Company adopted a plan to dispose of all
real estate assets. As of December 31, 1999, there were 4 prop-
erties remaining in the Company’s real estate portfolio, all of
which are being actively marketed. These assets are carried at
the estimated fair value less costs of disposal. Depreciation is
not recorded on these assets while they are held for disposal.

Realized investment gains and losses, other than those relat-
ed to separate accounts for which the Company does not bear
the investment risk, are reported as a component of revenues
based upon specific identification of the investment assets sold.
When an other than temporary impairment of the value of a
specific investment or a group of investments is determined, a
realized investment loss is recorded. Changes in the valuation
allowance for mortgage loans are included in realized invest-
ment gains or losses.

D. Financial Instruments
In the normal course of business, the Company enters into trans-
actions involving various types of financial instruments, includ-
ing debt, investments such as fixed maturities, mortgage loans
and equity securities, investment and loan commitments, swap
contracts and interest rate futures contracts. These instruments
involve credit risk and also may be subject to risk of loss due to
interest rate fluctuation. The Company evaluates and monitors
each financial instrument individually and, when appropriate,
obtains collateral or other security to minimize losses.

Derivative financial instruments are accounted for under
three different methods: fair value accounting, deferral account-
ing and accrual accounting. Interest rate swap contracts used to
hedge interest rate risk are accounted for using a combination
of the fair value method and accrual method, with changes in
fair value reported in unrealized gains and losses in equity con-
sistent with the underlying hedged security, and the net pay-
ment or receipt on the swaps reported in net investment
income. Foreign currency swap contracts used to hedge the for-
eign currency exchange risk associated with investment securi-
ties are accounted for using a combination of the fair value
method and accrual method, with changes in fair value reported
in unrealized gains and losses in equity consistent with the
underlying hedged security, and the net payment or receipt on
the swaps reported in net investment income. Foreign currency
swap contracts used to hedge foreign currency exchange risk
associated with trust obligations backed by funding agreements
are accounted for using the fair value method, with changes in
fair value reported in other operating income consistent with
the underlying hedged trust obligation. Futures contracts used
to hedge interest rate risk are accounted for using the deferral
method, with gains and losses deferred in unrealized gains and
losses in equity and recognized in earnings in conjunction with
the earnings recognition of the underlying hedged item. Default
swap contracts entered into for investment purposes are
accounted for using the fair value method, with changes in fair
value, if any, reported in realized investment gains and losses
in earnings. Premium paid to the Company on default swap
contracts is reported in net investment income in earnings.
Other swap contracts entered into for investment purposes are
accounted for using the fair value method, with changes in fair
value reported in realized investment gains and losses in earn-
ings. Any ineffective swaps or futures hedges are recognized
currently in realized investment gains and losses in earnings.

E. Cash and Cash Equivalents
Cash and cash equivalents includes cash on hand, amounts due
from banks and highly liquid debt instruments purchased with
an original maturity of three months or less.
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F. Deferred Policy Acquisition Costs
Acquisition costs consist of commissions, underwriting costs
and other costs, which vary with, and are primarily related to,
the production of revenues. Property and casualty insurance
business acquisition costs are deferred and amortized over the
terms of the insurance policies. Acquisition costs related to
universal life products, variable annuities and contractholder
deposit funds are deferred and amortized in proportion to total
estimated gross profits from investment yields, mortality, sur-
render charges and expense margins over the expected life of
the contracts. This amortization is reviewed annually and
adjusted retrospectively when the Company revises its estimate
of current or future gross profits to be realized from this group
of products, including realized and unrealized gains and losses
from investments. Acquisition costs related to fixed annuities
and other life insurance products are deferred and amortized,
generally in proportion to the ratio of annual revenue to the
estimated total revenues over the contract periods based upon
the same assumptions used in estimating the liability for future
policy benefits. 

Deferred acquisition costs for each life product and property
and casualty line of business are reviewed to determine if they
are recoverable from future income, including investment
income. If such costs are determined to be unrecoverable, they
are expensed at the time of determination. Although realization
of deferred policy acquisition costs is not assured, the Company
believes it is more likely than not that all of these costs will be
realized. The amount of deferred policy acquisition costs con-
sidered realizable, however, could be reduced in the near term
if the estimates of gross profits or total revenues discussed
above are reduced. The amount of amortization of deferred poli-
cy acquisition costs could be revised in the near term if any of
the estimates discussed above are revised.

G. Property and Equipment
Property, equipment and leasehold improvements are stated at
cost, less accumulated depreciation and amortization.
Depreciation is provided using the straight-line or accelerated
method over the estimated useful lives of the related assets
which generally range from 3 to 30 years. Amortization of
leasehold improvements is provided using the straight-line
method over the lesser of the term of the leases or the estimated
useful life of the improvements.

H. Separate Accounts
Separate account assets and liabilities represent segregated
funds administered and invested by the Company for the bene-
fit of certain pension, variable annuity and variable life insur-
ance contractholders. Assets consist principally of bonds, com-
mon stocks, mutual funds, and short-term obligations at market
value. The investment income, gains and losses of these
accounts generally accrue to the contractholders and, therefore,
are not included in the Company’s net income. Appreciation

and depreciation of the Company’s interest in the separate
accounts, including undistributed net investment income, is
reflected in shareholders’ equity or net investment income.

I. Policy Liabilities and Accruals
Future policy benefits are liabilities for life, health and annuity
products. Such liabilities are established in amounts adequate
to meet the estimated future obligations of policies in force.
The liabilities associated with traditional life insurance prod-
ucts are computed using the net level premium method for indi-
vidual life and annuity policies, and are based upon estimates
as to future investment yield, mortality and withdrawals that
include provisions for adverse deviation. Future policy benefits
for individual life insurance and annuity policies are computed
using interest rates ranging from 21/2% to 6.0% for life insur-
ance and 21/2% to 91/2% for annuities. Estimated liabilities are
established for group life and health policies that contain expe-
rience rating provisions. Mortality, morbidity and withdrawal
assumptions for all policies are based on the Company’s own
experience and industry standards. Liabilities for universal life,
variable universal life and variable annuities include deposits
received from customers and investment earnings on their fund
balances, less administrative charges. Universal life fund bal-
ances are also assessed mortality and surrender charges.
Liabilities for variable annuities include a reserve for benefit
claims in excess of a guaranteed minimum fund value.

Liabilities for outstanding claims, losses and loss adjustment
expenses (“LAE”) are estimates of payments to be made on
property and casualty and health insurance for reported losses
and LAE and estimates of losses and LAE incurred but not
reported. These liabilities are determined using case basis
evaluations and statistical analyses and represent estimates of
the ultimate cost of all losses incurred but not paid. These esti-
mates are continually reviewed and adjusted as necessary; such
adjustments are reflected in current operations. Estimated
amounts of salvage and subrogation on unpaid property and
casualty losses are deducted from the liability for unpaid claims.

Premiums for property and casualty insurance are reported
as earned on a pro-rata basis over the contract period. The
unexpired portion of these premiums is recorded as unearned
premiums.

Contractholder deposit funds and other policy liabilities
include investment-related products such as guaranteed invest-
ment contracts, deposit administration funds and immediate
participation guarantee funds and consist of deposits received
from customers and investment earnings on their fund balances.

All policy liabilities and accruals are based on the various
estimates discussed above. Although the adequacy of these
amounts cannot be assured, the Company believes that it is
more likely than not that policy liabilities and accruals will be
sufficient to meet future obligations of policies in force. The
amount of liabilities and accruals, however, could be revised in
the near term if the estimates discussed above are revised.
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J. Premium and Fee Revenue and Related Expenses
Premiums for individual life insurance and individual and
group annuity products, excluding universal life and invest-
ment-related products, are considered revenue when due.
Property and casualty insurance premiums are recognized as
revenue over the related contract periods. Benefits, losses and
related expenses are matched with premiums, resulting in their
recognition over the lives of the contracts. This matching is
accomplished through the provision for future benefits, estimat-
ed and unpaid losses and amortization of deferred policy acqui-
sition costs. Revenues for investment-related products consist
of net investment income and contract charges assessed against
the fund values. Related benefit expenses include annuity ben-
efit claims in excess of a guaranteed minimum fund value, and
net investment income credited to the fund values after deduc-
tion for investment and risk charges. Revenues for universal
life products consist of net investment income, with mortality,
administration and surrender charges assessed against the fund
values. Related benefit expenses include universal life benefit
claims in excess of fund values and net investment income
credited to universal life fund values. Certain policy charges
that represent compensation for services to be provided in
future periods are deferred and amortized over the period bene-
fited using the same assumptions used to amortize capitalized
acquisition costs.

K. Federal Income Taxes
AFC and its domestic subsidiaries (including certain non-insur-
ance operations) file a consolidated United States federal
income tax return. Entities included within the consolidated
group are segregated into either a life insurance or a non-life
insurance company subgroup. The consolidation of these sub-
groups is subject to certain statutory restrictions on the per-
centage of eligible non-life tax losses that can be applied to off-
set life company taxable income. Prior to the July 16, 1997
merger, Allmerica P&C and its subsidiaries filed a separate
United States federal income tax return.

Deferred income taxes are generally recognized when assets
and liabilities have different values for financial statement and
tax reporting purposes, and for other temporary taxable and
deductible differences as defined by Statement of Financial
Accounting Standards No. 109, Accounting for Income Taxes
(“Statement No. 109”). These differences result primarily from
loss and LAE reserves, policy reserves, policy acquisition
expenses and unrealized appreciation or depreciation on 
investments

L. New Accounting Pronouncements
In June 1998, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards
No. 133, Accounting for Derivative Instruments and Hedging
Activities (“Statement No. 133”), which establishes accounting
and reporting standards for derivative instruments. Statement
No. 133 requires that an entity recognize all derivatives as
either assets or liabilities at fair value in the statement of finan-

cial position, and establishes special accounting for the follow-
ing three types of hedges: fair value hedges, cash flow hedges,
and hedges of foreign currency exposures of net investments in
foreign operations. This statement is effective for fiscal years
beginning after June 15, 2000. The Company is currently
assessing the impact of the adoption of Statement No. 133.

In March 1998, the American Institute of Certified Public
Accountants (“AICPA”) issued Statement of Position 98-1,
Accounting for the Cost of Computer Software Developed or
Obtained for Internal Use (“SoP No. 98-1”). SoP No. 98-1
requires that certain costs incurred in developing internal-use
computer software be capitalized and provides guidance for
determining whether computer software is to be considered for
internal use. This statement is effective for fiscal years begin-
ning after December 15, 1998. In the second quarter of 1998,
the Company adopted SoP No. 98-1 effective January 1, 1998,
resulting in an increase in pre-tax income of $12.4 million
through December 31, 1998. The adoption of SoP No. 98-1 did
not have a material effect on the results of operations or finan-
cial position for the three months ended March 31, 1998. 

In December 1997, the AICPA issued Statement of Position
97-3, Accounting by Insurance and Other Enterprises for
Insurance-Related Assessments (“SoP No. 97-3”). SoP No. 97-3
provides guidance on when a liability should be recognized for
guaranty fund and other assessments and how to measure the
liability. This statement allows for the discounting of the liabili-
ty if the amount and timing of the cash payments are fixed and
determinable. In addition, it provides criteria for when an asset
may be recognized for a portion or all of the assessment liabili-
ty or paid assessment that can be recovered through premium
tax offsets or policy surcharges. This statement is effective for
fiscal years beginning after December 15, 1998. The adoption
of SoP No. 97-3 did not have a material effect on the results of
operations or financial position of the Company.

In June 1997, the FASB issued Statement of Financial
Accounting Standards No. 131, Disclosures About Segments of
an Enterprise and Related Information (“Statement No. 131”).
This statement establishes standards for the way that public
enterprises report information about operating segments in
annual financial statements and requires that selected informa-
tion about those operating segments be reported in interim
financial statements. This statement supersedes Statement No.
14, Financial Reporting for Segments of a Business Enterprise.
Statement No. 131 requires that all public enterprises report
financial and descriptive information about their reportable
operating segments. Operating segments are defined as compo-
nents of an enterprise about which separate financial informa-
tion is available that is evaluated regularly by the chief operat-
ing decision maker in deciding how to allocate resources and in
assessing performance. This statement is effective for fiscal
years beginning after December 15, 1997. The Company adopt-
ed Statement No. 131 for the first quarter of 1998, which
resulted in certain segment re-definitions, and had no impact
on the consolidated results of operations (See Note 16).
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In June 1997, the FASB also issued Statement of Financial
Accounting Standards No. 130, Reporting Comprehensive
Income (“Statement No. 130”). Statement No. 130 establishes
standards for the reporting and display of comprehensive
income and its components in a full set of general-purpose
financial statements. All items that are required to be recog-
nized under accounting standards as components of compre-
hensive income are to be reported in a financial statement that
is displayed with the same prominence as other financial state-
ments. This statement stipulates that comprehensive income
reflect the change in equity of an enterprise during a period
from transactions and other events and circumstances from
non-owner sources. This statement is effective for fiscal years
beginning after December 15, 1997. The Company adopted
Statement No. 130 for the first quarter of 1998, which resulted
primarily in reporting unrealized gains and losses on invest-
ments in debt and equity securities in comprehensive income.

M. Earnings Per Share
Earnings per share (“EPS”) for the years ended December 31,
1999, 1998, and 1997 are based on a weighted average of the
number of shares outstanding during each year. The Company’s
EPS is based on net income for both basic and diluted earnings
per share. The weighted average shares outstanding which were
utilized in the calculation of basic earnings per share differ
from the weighted average shares outstanding used in the cal-
culation of diluted earnings per share due to the effect of dilu-
tive employee stock options and nonvested stock grants. 

Options to purchase shares of common stock whose exercise
prices are greater than the average market price of the common
shares are not included in the computation of diluted earnings
per share because the effect would be antidilutive. 

N. Reclassifications
Certain prior year amounts have been reclassified to conform to
the current year presentation. 

2 .  
Discontinued Operations

During the second quarter of 1999, the Company approved a
plan to exit its group life and health insurance business, con-
sisting of its Employee Benefit Services (“EBS”) business, its
Affinity Group Underwriters (“AGU”) business and its accident
and health assumed reinsurance pool business (“reinsurance
pool business”). During the third quarter of 1998, the Company
ceased writing new premium in the reinsurance pool business,
subject to certain contractual obligations. Prior to 1999, these
businesses comprised substantially all of the former Corporate
Risk Management Services segment. Accordingly, the operating
results of the discontinued segment, including its reinsurance
pool business, have been reported in the Consolidated State-
ments of Income as discontinued operations in accordance with
Accounting Principles Board Opinion No. 30, Reporting the
Results of Operations – Reporting the Effects of Disposal of a

Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions (“APB Opinion
No. 30”). In the third quarter of 1999, the operating results
from the discontinued segment were adjusted to reflect the
recording of additional reserves related to accident claims from
prior years. On October 6, 1999, the Company entered into an
agreement with Great-West Life and Annuity Insurance Company
of Denver, which provides for the sale of the Company’s EBS
business effective March 1, 2000. The Company has recorded a
$30.5 million loss, net of taxes, on the disposal of its group life
and health business. Subsequent to the June 30, 1999 measure-
ment date, operations from the discontinued business generated
losses of approximately $9.7 million, net of taxes.

As permitted by APB Opinion No. 30, the Consolidated
Balance Sheets have not been segregated between continuing
and discontinued operations. At December 31, 1999, the dis-
continued segment had assets of approximately $536.2 million
consisting primarily of invested assets, premiums and fees
receivable, and reinsurance recoverables, and liabilities of
approximately $485.9 million consisting primarily of policy lia-
bilities. Revenues for the discontinued operations were $367.0
million, $398.5 million, and $389.2 million for the years ended
December 31, 1999, 1998 and 1997, respectively. 

3 .  
Acquisition of Minority Interest of Citizens Corporation

On December 3, 1998 Citizens Acquisition Corporation, a
wholly owned subsidiary of the Company, completed a cash ten-
der offer to acquire the outstanding shares of Citizens
Corporation common stock at a price of $33.25 per share.
Approximately 99.8% of publicly held shares of Citizens
Corporation common stock were tendered. On December 14,
1998, the Company completed a short-form merger, acquiring
all shares of common stock of Citizens Corporation not pur-
chased in its tender offer, through the merger of its wholly
owned subsidiary, Citizens Acquisition Corporation with
Citizens Corporation at a price of $33.25 per share. Total con-
sideration for the transactions amounted to $195.9 million. 
The acquisition has been recognized as a purchase. The 
minority interest acquired totaled $158.5 million. A total of
$40.8 million representing the excess of the purchase price
over the fair values of the net assets acquired, net of deferred
taxes, has been allocated to goodwill and is being amortized
over a 40-year period.

The Company’s consolidated results of operations include
minority interest in Citizens Corporation prior to December 3,
1998. The unaudited proforma information below presents con-
solidated results of operation as if the acquisition had occurred
at the beginning of 1997.

The following unaudited pro forma information is not neces-
sarily indicative of the consolidated results of operations of the
combined Company had the acquisition occurred at the begin-
ning of 1997, nor is it necessarily indicative of future results.
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(Unaudited)
For the Years Ended December 31 1998 1997

(In millions, except per share data)

Revenue $3,019.7 $2,988.5

Net realized capital gains included in revenue $ 56.4 $ 71.3

Income before taxes and minority interest $ 284.9 $ 321.1

Income taxes (51.1) (78.5)

Minority Interest:

Distributions on mandatorily redeemable 
preferred securities of a subsidiary trust 
holding solely junior subordinated 
debentures of the Company (16.0) (14.5)

Equity in earnings — (31.6)

Income from continuing operations 217.8 196.5

(Loss) income from operations of 
discontinued business (13.5) 16.6

Net income $ 204.3 $ 213.1

PER SHARE DATA
Basic

Income from continuing operations $ 3.64 $ 3.59
Weighted average shares outstanding 59.9 54.7

Diluted

Income from continuing operations $ 3.61 $ 3.59

Weighted average shares outstanding 60.3 54.8

4 .  
Significant Transactions

During March 1999, the Company completed the repurchase of
$200.0 million of its issued common stock under its October,
1998 repurchase program authorized by the Board of Directors
of AFC. On March 23, 1999, the Board of Directors of AFC
authorized the repurchase of up to an additional $200.0 million
of its issued common stock. As of December 31, 1999, under
this additional program, the Company had repurchased 2.2 mil-
lion shares of its common stock for an aggregate cost of approx-
imately $132.9 million. 

Effective January 1, 1999, the Company entered into a
whole account aggregate excess of loss reinsurance agreement
with a highly rated reinsurer. The reinsurance agreement pro-
vides accident year coverage for the three years 1999 to 2001
for the Company’s property and casualty business, and is sub-
ject to cancellation or commutation annually at the Company’s
option. The program covers losses and allocated loss adjust-
ment expenses, including those incurred but not yet reported,
in excess of a specified whole account loss and allocated LAE
ratio. The annual and aggregate coverage limits for losses and
allocated LAE are $150.0 million and $300.0 million, respec-
tively. The effect of this agreement on results of operations in
each reporting period is based on losses and allocated LAE
ceded, reduced by a sliding scale premium of 50.0-67.0%
depending on the size of the loss, and increased by a ceding
commission of 20.0% of ceded premium. In addition, net
investment income is reduced for amounts credited to the rein-
surer. As a result of this agreement, the Company recognized a

net benefit of $15.9 million for the year ended December 31,
1999, based on annual estimates of losses and allocated loss
adjustment expenses for accident year 1999. In accordance
with the provisions of this contract, the Company has exercised
its option to cancel this contract effective January 1, 2000.

On October 29, 1998, the Company announced that it had
adopted a formal restructuring plan for its Risk Management
business. As part of this initiative, the segment consolidated its
property and casualty field support activities from fourteen
regional branches into three hub locations. As a result of the
Company’s restructuring initiative, it recognized a pretax loss of
$9.0 million in the fourth quarter of 1998. 

Approximately $4.8 million of this loss relates to severance
and other employee related costs resulting from the elimination
of 306 positions, of which 207 and 106 employees had been ter-
minated as of December 31, 1999 and 1998, respectively. In
addition, lease cancellations and contract terminations resulted
in losses of approximately $2.5 million and $1.7 million, respec-
tively. During 1999, this loss was reduced by $1.9 million, relat-
ing to severance and other employee related costs, resulting
from the reinstatement of 66 positions. The Company made pay-
ments of approximately $4.7 million and $0.1 million in 1999
and 1998, respectively, related to this restructuring initiative.

Effective July 1, 1998, the Company entered into a reinsur-
ance agreement with a highly rated reinsurer that cedes current
and future underwriting losses, including unfavorable develop-
ment of prior year reserves, up to a $40.0 million maximum,
relating to the Company’s reinsurance pool business. These
pools consist primarily of the Company’s assumed stop loss
business, small group managed care pools, long-term disability
and long-term care pools, student accident and special risk
business. The agreement is consistent with management’s deci-
sion to exit this line of business, which the Company expects to
run-off over the next three years. As a result of this transaction,
the Company recognized a $25.3 million pre-tax loss in the
third quarter of 1998. This loss is reported in 1999 as part of
the discontinued operations of the Company.

Effective January 1, 1998, the Company entered into an
agreement with a highly rated reinsurer to reinsure the mortali-
ty risk on the universal life and variable universal life blocks of
business. The agreement did not have a material effect on its
results of operations or financial position.

The merger of Allmerica P&C and a wholly-owned sub-
sidiary of the Company was consummated on July 16, 1997.
Through the merger, the Company acquired all of the outstand-
ing common stock of Allmerica P&C that it did not already own
in exchange for cash of $425.6 million and approximately 9.7
million shares of AFC stock valued at $372.5 million. The
merger has been recognized as a purchase. Total consideration
of approximately $798.1 million has been allocated to the
minority interest in the assets and liabilities based on estimates
of their fair values. The minority interest acquired totaled
$703.5 million. A total of $90.6 million representing the excess
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of the purchase price over the fair values of the net assets
acquired, net of deferred taxes, has been allocated to goodwill
and is being amortized over a 40-year period.

On April 14, 1997, the Company entered into an agreement
in principle to cede substantially all of the Company’s individ-
ual disability income line of business under a 100% coinsur-
ance agreement with a highly rated reinsurer. The coinsurance
agreement became effective October 1, 1997. The transaction
has resulted in the recognition of a $53.9 million pre-tax loss in
the first quarter of 1997.

On February 3, 1997, AFC Capital Trust (the “Trust”), a
subsidiary business trust of AFC, issued $300.0 million of
Series A Capital Securities (“Capital Securities”), which pay
cumulative dividends at a rate of 8.207% semiannually com-
mencing August 15, 1997. The Trust exists for the sole purpose
of issuing the Capital Securities and investing the proceeds
thereof in an equivalent amount of 8.207% Junior Subordinated
Deferrable Interest Debentures due 2027 of AFC (the
“Subordinated Debentures”). Through certain guarantees, the
Subordinated Debentures and the terms of related agreements,
AFC has irrevocably and unconditionally guaranteed the oblig-
ations of the Trust under the Capital Securities. Net proceeds
from the offering of approximately $296.3 million funded a por-
tion of the aforementioned July 16, 1997 acquisition. On
August 7, 1997, AFC and the Trust exchanged the Series A
Capital Securities for a like amount of Series B Capital
Securities and related guarantees which are registered under
the Securities Act of 1933 as required under the terms of the
initial transaction.

5 .  
Investments

A. Summary of Investments
The Company accounts for its investments, all of which are
classified as available-for-sale, in accordance with the provi-
sions of Statement No. 115.

The amortized cost and fair value of available-for-sale fixed
maturities and equity securities were as follows:

December 31 1999

(In millions)

Gross Gross
Amortized Unrealized Unrealized Fair

Cost (1) Gains Losses Value

U.S. Treasury securities 
and U.S. government 
and agency securities $ 185.0 $ 2.6 $ 2.0 $ 185.6

States and political 
subdivisions 2,189.8 26.3 78.5 2,137.6

Foreign governments 89.0 3.1 0.2 91.9

Corporate fixed maturities 4,211.9 73.8 175.1 4,110.6

Mortgage-backed securities 419.3 1.8 13.0 408.1

Total fixed maturities $7,095.0 $107.6 $268.8 $6,933.8

Equity securities $ 49.5 $ 35.1 $ 1.4 $ 83.2

December 31 1998

(In millions)

Gross Gross
Amortized Unrealized Unrealized Fair

Cost (1) Gains Losses Value

U.S. Treasury securities 
and U.S. government and 
agency securities $ 194.5 $ 12.1 $ 24.6 $ 182.0

States and political 
subdivisions 2,408.9 83.0 5.2 2,486.7

Foreign governments 107.9 7.7 4.5 111.1

Corporate fixed maturities 4,340.5 168.4 83.4 4,425.5

Mortgage-backed securities 566.4 11.9 2.8 575.5

Total fixed maturities $7,618.2 $283.1 $120.5 $7,780.8

Equity securities $ 253.1 $151.1 $ 7.1 $ 397.1

(1) Amortized cost for fixed maturities and cost for equity securities.

In connection with AFLIAC’s voluntary withdrawal of its
license in New York, AFLIAC agreed with the New York
Department of Insurance to maintain, through a custodial
account in New York, a security deposit, the market value of
which will at all times equal 102% of all outstanding liabilities
of AFLIAC for New York policyholders, claimants and credi-
tors. At December 31, 1999, the amortized cost and market
value of these assets on deposit in New York were $196.4 mil-
lion and $193.0 million, respectively. At December 31, 1998,
the amortized cost and market value of assets on deposit were
$268.5 million and $284.1 million, respectively. In addition,
fixed maturities, excluding those securities on deposit in New
York, with an amortized cost of $112.7 million and $105.4 mil-
lion were on deposit with various state and governmental
authorities at December 31, 1999 and 1998, respectively.

There were no contractual fixed maturity investment com-
mitments at December 31, 1999.

The amortized cost and fair value by maturity periods for
fixed maturities are shown below. Actual maturities may differ
from contractual maturities because borrowers may have the
right to call or prepay obligations with or without call or pre-
payment penalties, or the Company may have the right to put or
sell the obligations back to the issuers. Mortgage backed secu-
rities are included in the category representing their ultimate
maturity.

December 31 1999

(In millions)

Amortized Fair
Cost Value

Due in one year or less $ 424.3 $ 423.3

Due after one year through five years 2,238.1 2,213.9

Due after five years through ten years 2,036.5 1,950.4

Due after ten years 2,396.1 2,346.2

Total $7,095.0 $6,933.8
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Unrealized gains and losses on available-for-sale and other
securities, are summarized as follows:

For the Years Ended December 31

(In millions)

Equity
Fixed Securities

1999 Maturities and Other (1) Total

Net appreciation, beginning of year $ 81.9 $ 98.6 $180.5

Net depreciation on 
available-for-sale securities (352.7) (119.6) (472.3)

Net appreciation from the effect on 
deferred policy acquisition costs 
and on policy liabilities 78.5 — 78.5

Benefits for deferred federal income taxes 95.3 42.7 138.0

(178.9) (76.9) (255.8)

Net (depreciation) appreciation, 
end of year $ (97.0) $ 21.7 $ (75.3)

1998

Net appreciation, beginning of year $133.3 $ 84.6 $217.9

Net depreciation on 
available-for-sale securities (108.8) (1.5) (110.3)

Purchased minority interest related
to the acquisition of minority
interest in Citizens 10.7 10.7 21.4

Net depreciation from the effect on
deferred policy acquisition costs
and on policy liabilities 6.2 — 6.2

Benefit for deferred federal
income taxes and minority interest 40.5 4.8 45.3

(51.4) 14.0 (37.4)

Net appreciation, end of year $ 81.9 $ 98.6 $180.5

1997

Net appreciation, beginning of year $ 71.1 $ 60.5 $131.6

Net appreciation (depreciation) on
available-for-sale securities 83.6 (5.8) 77.8

Purchased minority interest related
to the merger with Allmerica P&C 50.7 59.6 110.3

Net depreciation from the effect on
deferred policy acquisition costs
and on policy liabilities (16.8) — (16.8)

Provision for deferred federal
income taxes and minority interest (55.3) (29.7) (85.0)

62.2 24.1 86.3

Net appreciation, end of year $133.3 $ 84.6 $217.9

(1) Includes net (depreciation) appreciation on other investments of $(5.1) million, $0.8 million,
and $1.8 million in 1999, 1998 and 1997, respectively.

B. Mortgage Loans and Real Estate
AFC’s mortgage loans and real estate are diversified by property
type and location. Real estate investments have been obtained
primarily through foreclosure. Mortgage loans are collateralized
by the related properties and generally are no more than 75%
of the property’s value at the time the original loan is made.

The carrying values of mortgage loans and real estate invest-
ments net of applicable reserves were $533.8 million and
$582.7 million at December 31, 1999 and 1998, respectively.
Reserves for mortgage loans were $5.8 million and $11.5 mil-
lion at December 31, 1999 and 1998, respectively.

During 1997, the Company committed to a plan to dispose of
all real estate assets. At December 31, 1999 there were 4 prop-
erties remaining in the Company’s real estate portfolio which
are being actively marketed. Depreciation is not recorded on
these assets while they are held for disposal.

There were no non-cash investing activities, including real
estate acquired through foreclosure of mortgage loans, in 1999,
1998 and 1997.

There were no material contractual commitments to extend
credit under commercial mortgage loan agreements at
December 31, 1999. 

Mortgage loans and real estate investments comprised the
following property types and geographic regions:

December 31 1999 1998

(In millions)

Property type:

Office building $301.5 $304.4

Residential 50.5 52.8

Retail 92.2 108.5

Industrial / warehouse 83.6 110.0

Other 11.8 18.5

Valuation allowances (5.8) (11.5)

Total $533.8 $582.7

Geographic region:

South Atlantic $132.2 $136.1

Pacific 133.6 155.1

East North Central 62.7 80.5

Middle Atlantic 50.3 61.2

New England 90.8 60.7

West South Central 40.7 54.7

Other 29.3 45.9

Valuation allowances (5.8) (11.5)

Total $533.8 $582.7
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At December 31, 1999, scheduled mortgage loan maturities
were as follows: 2000 - $108.1 million; 2001 - $33.9 million;
2002 - $27.5 million; 2003 - $40.6 million; 2004 - $76.4 mil-
lion and $234.7 million thereafter. Actual maturities could dif-
fer from contractual maturities because borrowers may have the
right to prepay obligations with or without prepayment penalties
and loans may be refinanced. During 1999, the Company did
not refinance any mortgage loans based on terms which differed
from those granted to new borrowers.

C. Investment Valuation Allowances
Investment valuation allowances which have been deducted in
arriving at investment carrying values as presented in the Con-
solidated Balance Sheets and changes thereto are shown below.

For the Years Ended December 31

(In millions)

Balance at Balance at
January 1 Provisions Write-offs December 31

1999

Mortgage loans $11.5 $(2.4) $ 3.3 $ 5.8

1998

Mortgage loans $20.7 $ (6.8) $ 2.4 $11.5

1997

Mortgage loans $19.6 $ 2.5 $ 1.4 $20.7

Real estate 14.9 6.0 20.9 —

Total $34.5 $ 8.5 $22.3 $20.7

Provisions on mortgages during 1999 and 1998 reflect the
release of redundant specific reserves. Write-offs of $20.9 mil-
lion to the investment valuation allowance related to real estate
in 1997 primarily reflect write downs to the estimated fair value
less costs to sell pursuant to the aforementioned 1997 plan of
disposal.

The carrying value of impaired loans was $18.0 million and
$22.0 million, with related reserves of $0.8 million and $6.0
million as of December 31, 1999 and 1998, respectively. All
impaired loans were reserved for as of December 31, 1999 and
1998.

The average carrying value of impaired loans was $21.0 mil-
lion, $26.1 million and $30.8 million, with related interest
income while such loans were impaired, of $2.1 million, $3.2
million and $3.2 million as of December 31, 1999, 1998 and
1997, respectively.

D. Futures Contracts
AFC purchases long futures contracts and sells short futures
contracts on margin to hedge against interest rate fluctuations
associated with the sale of Guaranteed Investment Contracts
(“GICs”) and other funding agreements. The Company is
exposed to interest rate risk from the time of sale of the GIC
until the receipt of the deposit and purchase of the underlying
asset to back the liability. The Company only trades futures

contracts with nationally recognized brokers, which the
Company believes have adequate capital to ensure that there is
minimal danger of default. The Company does not require col-
lateral or other securities to support financial instruments with
credit risk. 

The notional amount of futures contracts outstanding was
$37.1 million and $92.7 million, at December 31, 1999 and
1998, respectively. The notional amounts of the contracts repre-
sent the extent of the Company’s investment but not future cash
requirements, as the Company generally settles open positions
prior to maturity. The maturity of all futures contracts outstand-
ing are less than one year. The fair value of futures contracts
outstanding was $36.8 million and $92.5 million at December
31, 1999 and 1998, respectively.

Gains and losses on hedge contracts related to interest rate
fluctuations are deferred and recognized in income over the
period being hedged corresponding to related guaranteed
investment contracts. If instruments being hedged by futures
contracts are disposed, any unamortized gains or losses on such
contracts are included in the determination of the gain or loss
from the disposition. Deferred hedging losses were $0.9 million
and $1.8 million in 1999 and 1998, respectively. Gains and
losses on hedge contracts that are deemed ineffective by the
Company are realized immediately. There was $0.1 million of
gains realized on ineffective hedges in 1998. There were no
gains or losses in 1999 and 1997.

A reconciliation of the notional amount of futures contracts
is as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Contracts outstanding,
beginning of year $ 92.7 $ — $(40.0)

New contracts 947.0 1,117.5 (6.5)

Contracts expired (1,002.6) (1,024.8) 46.5

Contracts outstanding, end of year $ 37.1 $ 92.7 $ —

E. Foreign Currency Swap Contracts
The Company enters into foreign currency swap contracts with
swap counterparties to hedge foreign currency exposure on spe-
cific fixed income securities. Additionally, in 1999, the
Company entered into a foreign currency swap contract to
hedge foreign currency exposure on specific fixed rate trust
obligations backed by funding agreements. Interest and princi-
pal related to foreign fixed income securities and trust obliga-
tions payable in foreign currencies, at current exchange rates,
are exchanged for the equivalent payment in U.S. dollars trans-
lated at a specific currency exchange rate. The primary risk
associated with these transactions is the inability of the coun-
terparty to meet its obligation. The Company regularly assesses
the financial strength of its counterparties and generally enters
into forward or swap agreements with counterparties rated “A”
or better by nationally recognized rating agencies. The
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Company’s maximum exposure to counterparty credit risk is the
difference between the foreign currency exchange rate, as
agreed upon in the swap contract, and the foreign currency spot
rate on the date of the exchange, as indicated by the fair value
of the contract. The fair values of the foreign currency swap
contracts outstanding were $(4.7) million and $1.2 million at
December 31, 1999 and 1998, respectively. Changes in the fair
value of contracts hedging fixed income securities are reported
as an unrealized gain or loss, consistent with the underlying
hedged security. Changes in fair value of contracts hedging
fixed rate trust obligations backed by funding agreements are
reported as other operating income, consistent with the under-
lying hedged liability. The net decrease in other operating
income related to these contracts was $2.6 million in 1999. The
Company does not require collateral or other security to support
financial instruments with credit risk.

The difference between amounts paid and received on for-
eign currency swap contracts is reflected in the net investment
income related to the underlying assets and is not material in
1999, 1998 and 1997. Any gain or loss on the termination of
swap contracts is deferred and recognized with any gain or loss
on the hedged transaction. The Company had no deferred gain
or loss on foreign currency swap contracts in 1999 or 1998.

A reconciliation of the notional amount of foreign currency
swap contracts is as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Contracts outstanding,
beginning of year $42.6 $42.6 $ 47.6

New contracts 52.9 — 5.0

Contracts expired (24.0) — (10.0)

Contracts outstanding, end of year $71.5 $42.6 $ 42.6

Expected maturities of such foreign currency swap contracts
outstanding at December 31, 1999 are $8.3 million in 2000,
$52.9 million in 2001, and $10.3 million thereafter. There are
no expected maturities of such foreign currency swap contracts
in 2002, 2003 and 2004.

F. Interest Rate Swap Contracts
The Company enters into interest rate swap contracts to hedge

exposure to interest rate fluctuations. Specifically, for floating
rate funding agreement liabilities that are matched with fixed
rate securities, the Company manages the interest rate risk by
hedging with interest rate swap contracts. Under these swap
contracts, the Company agrees to exchange, at specified inter-
vals, the difference between fixed and floating interest amounts
calculated on an agreed-upon notional principal amount. As
with foreign currency swap contracts, the primary risk associat-
ed with these transactions is the inability of the counterparty to

meet its obligation. The Company regularly assesses the finan-
cial strength of its counterparties and generally enters into for-
ward or swap agreements with counterparties rated “A” or bet-
ter by nationally recognized rating agencies. Because the
underlying principal of swap contracts is not exchanged, the
Company’s maximum exposure to counterparty credit risk is the
difference in payments exchanged, which at December 31, 1999
and 1998 were net payables of $4.2 million, and $3.9 million,
respectively. The Company does not require collateral or other
security to support financial instruments with credit risk.

The net amount receivable or payable is recognized over the
life of the swap contract as an adjustment to net investment
income. The decrease in net investment income related to
interest rate swap contracts was $7.2 million, $2.8 million and
$0.4 million for the years ended December 31, 1999, 1998 and
1997, respectively. The fair value of interest rate swap con-
tracts outstanding was $33.2 million and $(28.3) million at
December 31, 1999 and 1998, respectively. Changes in the fair
value of contracts are reported as an unrealized gain or loss,
consistent with the underlying hedged security. Any gain or loss
on the termination of interest rate swap contracts accounted for
as hedges are deferred and recognized with any gain or loss on
the hedged transaction. The Company had no deferred gain or
loss on interest rate swap contracts in 1999 or 1998. 

A reconciliation of the notional amount of interest rate swap
contracts is as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Contracts outstanding,
beginning of year $1,112.6 $ 244.1 $ 5.0

New contracts 905.4 873.5 244.7

Contracts terminated (888.5) — —

Contracts expired (80.0) (5.0) (5.6)

Contracts outstanding, end of year $1,049.5 $1,112.6 $244.1

Expected maturities of such interest rate swap contracts out-
standing at December 31, 1999 are $44.0 million in 2000,
$43.1 million in 2001, $83.5 million in 2002, $536.0 million in
2003, $319.3 million in 2004 and $23.6 million thereafter. 

G. Other Swap Contracts
The Company enters into insurance portfolio-linked and credit
default swap contracts for investment purposes. Under the
insurance portfolio-linked swap contracts, the Company agrees
to exchange cash flows according to the performance of a speci-
fied underwriter’s portfolio of insurance business. As with inter-
est rate swap contracts, the primary risk associated with insur-
ance portfolio-linked swap contracts is the inability of the
counterparty to meet its obligation. Under the terms of the
credit default swap contracts, the Company assumes the default
risk of a specific high credit quality issuer in exchange for a
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stated annual premium. In the case of default, the Company
will pay the counterparty par value for a pre-determined securi-
ty of the issuer. The primary risk associated with these transac-
tions is the default risk of the underlying companies. The
Company regularly assesses the financial strength of its coun-
terparties and the underlying companies in default swap con-
tracts, and generally enters into forward or swap agreements
with companies rated “A” or better by nationally recognized
rating agencies. Because the underlying principal of swap con-
tracts is not exchanged, the Company’s maximum exposure to
counterparty credit risk is the difference in payments
exchanged, which at December 31, 1999, was not material to
the Company. The Company does not require collateral or other
security to support financial instruments with credit risk. 

The swap contracts are marked to market with any gain or
loss recognized currently. The fair values of swap contracts out-
standing were $(0.3) million and $(0.1) million at December
31, 1999 and 1998, respectively. The net amount receivable or
payable under insurance portfolio-linked swap contracts is rec-
ognized when the contracts are marked to market. The net
(decrease) increase in realized investment gains related to these
contracts was $(0.2) million, $1.0 million, and $(1.4) million 
for the years ended December 31, 1999, 1998 and 1997,
respectively.

The stated annual premium under credit default swap con-
tracts is recognized currently in net investment income. The net
increase to investment income related to credit default swap
contracts was $0.4 million and $0.2 million for the years ended
December 31, 1999 and 1998, respectively. There was no net
investment income recognized in 1997.

A reconciliation of the notional amount of other swap con-
tracts is as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Contracts outstanding,
beginning of year $255.0 $ 15.0 $ 58.6

New contracts 50.0 266.3 192.1

Contracts expired (115.0) (26.3) (211.6)

Contracts terminated — — (24.1)

Contracts outstanding, end of year $190.0 $255.0 $ 15.0

Expected maturities of such other swap contracts outstand-
ing at December 31, 1999 are as follows: $140.0 million in
2000 and $50.0 million in 2001. There are no expected maturi-
ties of other swap contracts in 2002, 2003, 2004 and thereafter.

H. Other
At December 31, 1999 and 1998, AFC had no concentration of
investments in a single investee exceeding 10% of sharehold-
ers’ equity. 

6 .  
Investment Income and Gains and Losses

A. Net Investment Income
The components of net investment income were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Fixed maturities $524.8 $517.9 $525.8

Mortgage loans 45.5 57.6 57.1

Equity securities 2.4 7.2 10.5

Policy loans 12.7 11.9 10.9

Real estate and other long-term investments 12.9 7.1 31.5

Short-term investments 33.1 17.7 19.0

Gross investment income 631.4 619.4 654.8

Less investment expenses (15.7) (15.0) (23.7) 

Net investment income $615.7 $604.4 $631.1

At December 31, 1999, the Company had fixed maturities
with a carrying value of $1.4 million on non-accrual status.
There were no mortgage loans on non-accrual status at
December 31, 1999. At December 31, 1998, there was one
mortgage loan on non-accrual status which had an outstanding
principal balance of $4.3 million. This loan was restructured
and fully impaired. There were no fixed maturities on non-
accrual status at December 31, 1998. The effect of non-accru-
als, compared with amounts that would have been recognized in
accordance with the original terms of the investments, was a
reduction in net income of $2.0 million in 1999, and had no
impact in 1998 and 1997.

The payment terms of mortgage loans may from time to time
be restructured or modified. The investment in restructured
mortgage loans, based on amortized cost, amounted to $18.8
million, $28.7 million and $40.3 million at December 31, 1999,
1998 and 1997, respectively. Interest income on restructured
mortgage loans that would have been recorded in accordance
with the original terms of such loans amounted to $2.5 million,
$3.3 million and $3.9 million and in 1999, 1998 and 1997,
respectively. Actual interest income on these loans included in
net investment income aggregated $1.8 million, $3.3 million
and $4.2 million in 1999, 1998 and 1997, respectively.

There were no mortgage loans which were non-income pro-
ducing for the year ended December 31, 1999. There were,
however, fixed maturities with a carrying value of $2.0 million
which were non-income producing for the year ended
December 31, 1999. 

Included in other long-term investments is income from lim-
ited partnerships of $7.2 million in 1999, losses of $6.3 million
in 1998, and income of $7.6 million in 1997.
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B. Net Realized Investment Gains and Losses
Realized gains (losses) on investments were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Fixed maturities $ (62.6) $(13.3) $ 13.5 

Mortgage loans 2.5 8.8 (1.2) 

Equity securities 141.8 63.7 53.1

Real estate 2.3 13.9 13.0

Other 7.0 (13.9) (2.4)

Net realized investment gains $ 91.0 $ 59.2 $ 76.0

The proceeds from voluntary sales of available-for-sale secu-
rities and the gross realized gains and gross realized losses on
those sales were as follows:

For the Years Ended December 31

(In millions)

Proceeds from Gross Gross
1999 Voluntary Sales Gains Losses

Fixed maturities $1,884.3 $ 20.4 $37.5

Equity securities $ 420.1 $149.4 $ 7.6

1998

Fixed maturities $ 899.5 $ 13.5 $11.1

Equity securities $ 258.7 $ 72.8 $ 9.0

1997

Fixed maturities $1,948.3 $ 27.3 $15.9

Equity securities $ 144.9 $ 55.5 $ 1.2

C. Other Comprehensive Income Reconciliation
The following table provides a reconciliation of gross unrealized
gains to the net balance shown in the Consolidated Statements
of Comprehensive Income:

For the Years Ended December 31 1999 1998 1997

(In millions)

Unrealized gains (losses) on securities:

Unrealized holding (losses) gains arising 
during period, (net of taxes (benefit) and 
minority interest of $(108.0) million, 
$(20.7) million and $122.0 million in 
1999, 1998 and 1997, respectively) $(200.0) $ (1.1) $125.5

Less: reclassification adjustment for gains
included in net income (net of taxes and 
minority interest of $30.0 million, 
$24.6 million and $37.0 million in 1999, 
1998 and 1997, respectively) 55.8 36.3 39.2

Other comprehensive (loss) income $(255.8) $(37.4) $ 86.3

7 .  
Fair Value Disclosures of Financial Instruments

Statement No. 107, Disclosures about Fair Value of Financial
Instruments, requires disclosure of fair value information about
certain financial instruments (insurance contracts, real estate,
goodwill and taxes are excluded) for which it is practicable to
estimate such values, whether or not these instruments are
included in the balance sheet. The fair values presented for
certain financial instruments are estimates which, in many
cases, may differ significantly from the amounts which could be
realized upon immediate liquidation. In cases where market
prices are not available, estimates of fair value are based on
discounted cash flow analyses which utilize current interest
rates for similar financial instruments which have comparable
terms and credit quality. Included in the fair value of fixed
maturities are swap contracts used to hedge fixed maturities
with a fair value of $31.1 million and $(27.1) million at
December 31, 1999 and 1998, respectively. In addition, the
Company held futures contracts with a carrying value of $(0.9)
million and $(1.8) million at December 31, 1999 and 1998,
respectively. The fair value of these contracts was $36.8 million
and $92.5 million at December 31, 1999 and 1998, respectively.

The following methods and assumptions were used to esti-
mate the fair value of each class of financial instruments:

Cash and Cash Equivalents
For these short-term investments, the carrying amount approxi-
mates fair value.

Fixed Maturities
Fair values are based on quoted market prices, if available. If a
quoted market price is not available, fair values are estimated
using independent pricing sources or internally developed pric-
ing models using discounted cash flow analyses.

Equity Securities
Fair values are based on quoted market prices, if available. If a
quoted market price is not available, fair values are estimated
using independent pricing sources or internally developed pric-
ing models.

Mortgage Loans
Fair values are estimated by discounting the future contractual
cash flows using the current rates at which similar loans would
be made to borrowers with similar credit ratings. The fair value
of below investment grade mortgage loans are limited to the
lesser of the present value of the cash flows or book value.

Policy Loans
The carrying amount reported in the consolidated balance
sheets approximates fair value since policy loans have no
defined maturity dates and are inseparable from the insurance
contracts.
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December 31 1999 1998

(In millions)

Carrying Fair Carrying Fair
Value Value Value Value

Financial Assets

Cash and cash equivalents $ 442.2 $ 442.2 $ 550.3 $ 550.3

Fixed maturities 6,933.8 6,933.8 7,780.8 7,780.8

Equity securities 83.2 83.2 397.1 397.1

Mortgage loans 521.2 521.9 562.3 587.1

Policy loans 170.5 170.5 154.3 154.3

$8,150.9 $ 8,151.6 $9,444.8 $9,469.6

Financial Liabilities

Guaranteed investment contracts $1,316.0 $ 1,341.4 $1,791.8 $1,830.8

Supplemental contracts without life contingencies 48.8 48.8 37.3 37.3

Dividend accumulations 88.1 88.1 88.4 88.4

Other individual contract deposit funds 48.4 48.2 61.6 61.1

Other group contract deposit funds 602.9 583.5 700.4 704.0

Individual fixed annuity contracts 1,092.5 1,057.1 1,110.6 1,073.6

Trust instruments supported by funding obligations 50.6 49.6 — —

Short-term debt 45.0 45.0 221.3 221.3

Long-term debt 199.5 187.4 199.5 213.4

Mandatorily redeemable preferred securities of a subsidiary trust holding
soley junior subordinated debentures of the Company 300.0 292.5 300.0 334.7

$3,791.8 $ 3,741.6 $4,510.9 $4,564.6

Investment Contracts (Without Mortality Features)
Fair values for the Company’s liabilities under guaranteed
investment type contracts are estimated using discounted cash
flow calculations using current interest rates for similar con-
tracts with maturities consistent with those remaining for the
contracts being valued. Other liabilities are based on surrender
values.

Trust Instruments Supported by Funding Obligations
Fair values are estimated using discounted cash flow calcula-
tions using current interest rates for similar contracts with
maturities consistent with those remaining for the contracts
being valued.

Debt
The carrying value of short-term debt reported in the balance
sheet approximates fair value. The fair value of long-term debt
was estimated using market quotes, when available, and when
not available, discounted cash flow analyses.

Mandatorily Redeemable Preferred Securities of a
Subsidiary Trust Holding Solely Junior Subordinated 
Debentures of the Company
Fair values are based on quoted market prices, if available. If a
quoted market price is not available, fair values are estimated
using independent pricing sources.

The estimated fair values of the financial instruments were
as follows:
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8 .  
Closed Block

Included in other income in the Consolidated Statements of
Income in 1999, 1998 and 1997 is a net pre-tax contribution
from the Closed Block of $13.8 million, $10.4 million and $9.1
million, respectively. Summarized financial information of the
Closed Block as of December 31, 1999 and 1998 and for the
periods ended December 31, 1999, 1998 and 1997 is as follows:

December 31 1999 1998

(In millions)

Assets

Fixed maturities, at fair value (amortized 
cost of $387.4 and $399.1, respectively) $372.9 $414.2

Mortgage loans 136.3 136.0

Policy loans 201.1 210.9

Cash and cash equivalents 22.6 9.4

Accrued investment income 14.0 14.1

Deferred policy acquisition costs 13.1 15.6

Other assets 12.3 2.9

Total assets $772.3 $803.1

Liabilities

Policy liabilities and accruals $835.2 $862.9

Other liabilities 6.9 9.1

Total liabilities $842.1 $872.0

For the Years Ended December 31 1999 1998 1997

(In millions)

Revenues

Premiums and other income $ 52.1 $ 55.4 $ 58.3

Net investment income 53.8 53.3 53.4

Realized investment (loss) gain (0.6) 0.1 1.3

Total revenues 105.3 108.8 113.0

Benefits and expenses

Policy benefits 88.9 95.0 100.5

Policy acquisition expenses 2.5 2.7 3.0

Other operating expenses 0.1 0.7 0.4

Total benefits and expenses 91.5 98.4 103.9

Contribution from the Closed Block $ 13.8 $ 10.4 $ 9.1

Cash flows

Cash flows from operating activities:

Contribution from the Closed Block $ 13.8 $ 10.4 $ 9.1

Change in: 
Deferred policy acquisition costs, net 2.5 2.6 2.9

Premiums and other receivables — 0.3 —

Policy liabilities and accruals (13.1) (13.5) (11.6) 

Accrued investment income 0.1 — 0.2

Deferred taxes — 0.1 (5.1)

Other assets (8.3) 2.4 (2.9)

Expenses and taxes payable (2.9) (2.9) (2.0)

Other, net 0.8 (0.1) (1.2)

Net cash used in operating activities (7.1) (0.7) (10.6)

Cash flows from investing activities:

Sales, maturities and 
repayments of investments 139.0 83.6 161.6

Purchases of investments (128.5) (106.5) (161.4) 

Other, net 9.8 7.9 11.4

Net cash provided by (used in) 
investing activities 20.3 (15.0) 11.6

Net increase (decrease) in cash and 
cash equivalents 13.2 (15.7) 1.0

Cash and cash equivalents, 
beginning of year 9.4 25.1 24.1

Cash and cash equivalents, 
end of year $ 22.6 $ 9.4 $ 25.1

There were no valuation allowances on mortgage loans at
December 31, 1999, 1998 and 1997, respectively.

Many expenses related to Closed Block operations are
charged to operations outside the Closed Block; accordingly,
the contribution from the Closed Block does not represent the
actual profitability of the Closed Block operations. Operating
costs and expenses outside of the Closed Block are, therefore,
disproportionate to the business outside the Closed Block.
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9 .  
Debt

Short and long-term debt consisted of the following:

December 31 1999 1998

(In millions)

Short-term

Commercial paper $ 45.0 $ 41.3

Borrowings under bank credit facility — 150.0

Repurchase agreements — 30.0

Total short-term debt $ 45.0 $221.3

Long-term

Senior Debentures (unsecured) $199.5 $199.5

AFC issues commercial paper primarily to manage imbal-
ances between operating cash flows and existing commitments.
Commercial paper borrowing arrangements are supported by a
credit agreement. At December 31, 1999, the weighted average
interest rate for outstanding commercial paper was approxi-
mately 5.27%. 

Effective May 28, 1999, the Company renewed a credit
agreement entered into on May 28, 1998, which replaces lines
of credit previously held by FAFLIC and Allmerica P&C, and
provides for a $150.0 million credit facility, which expires on
May 28, 2000. Borrowings under this agreement are unsecured
and incur interest at a rate per annum equal to, at the
Company’s option, a designated base rate or the eurodollar rate
plus applicable margin. At December 31, 1999, the Company
had approximately $150.0 million in committed lines of credit,
all of which was available for borrowing. These lines of credit
generally have terms of less than one year, and require the
Company to pay annual commitment fees limited to 0.08% of
the available credit. 

Effective December 4, 1998, AFC entered into a credit
agreement that expired on February 5, 1999. Borrowings under
this agreement were unsecured and incurred interest at a rate
per annum equal to the eurodollar rate plus applicable margin.
Borrowings outstanding under this credit facility at December
31, 1998 were $150.0 million. These borrowings were repaid in
February 1999.

The Company utilizes repurchase agreements to finance cer-
tain transactions and had approximately $30.0 million in such
agreements outstanding at December 31, 1998. There were no
repurchase agreements outstanding at December 31, 1999.

Senior Debentures of the Company have a $200.0 million
face value, pay interest semiannually at a rate of 7 5/8%, and
mature on October 16, 2025. The Senior Debentures are sub-
ject to certain restrictive covenants, including limitations on
issuance of or disposition of stock of restricted subsidiaries and
limitations on liens. The Company is in compliance with all
covenants.

Interest expense was $22.0 million, $23.4 million and $21.7
million in 1999, 1998 and 1997, respectively. Interest expense
included $15.3 million related to the Company’s Senior Deben-
tures for each year. Interest expense related to borrowings
under the credit agreements were approximately $1.0 million,
$0.7 million and $2.8 million in 1999, 1998, and 1997, respec-
tively. All interest expense is recorded in other operating
expenses.

1 0 .  
Federal Income Taxes

Provisions for federal income taxes have been calculated in
accordance with the provisions of Statement No. 109. A sum-
mary of the federal income tax expense (benefit) in the
Consolidated Statements of Income is shown below:

For the Years Ended December 31 1999 1998 1997

(In millions)

Federal income tax expense (benefit)

Current $ 88.1 $72.5 $70.8

Deferred 18.8 (16.4) 13.9

Total $106.9 $56.1 $84.7

The federal income taxes attributable to the consolidated
results of operations are different from the amounts determined
by multiplying income before federal income taxes by the statu-
tory federal income tax rate. The sources of the difference and
the tax effects of each were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Expected federal income tax 
expense $163.8 $104.9 $119.0

Tax-exempt interest (37.4) (38.9) (37.9) 

Dividend received deduction (3.8) (5.1) (3.2) 

Changes in tax reserve estimates (8.7) 2.3 7.8

Tax credits (8.5) (8.5) (2.7)

Other, net 1.5 1.4 1.7

Federal income tax expense $106.9 $ 56.1 $ 84.7
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The deferred income tax (asset) liability represents the tax
effects of temporary differences attributable to the Company’s
consolidated federal tax return group. Its components were as
follows:

December 31 1999 1998

(In millions)

Deferred tax (assets) liabilities

AMT carryforwards $ (17.1) $ (16.8) 

Loss reserve discounting (439.9) (406.6) 

Deferred acquisition costs 414.2 345.8

Employee benefit plans (47.4) (45.3)

Investments, net (30.1) 121.6

Discontinued operations (11.7) —

Bad debt reserve (2.1) (1.8) 

Litigation reserves (6.0) (10.9)

Other, net (1.6) (5.8)

Deferred tax asset, net $(141.7) $ (19.8)

Gross deferred income tax assets totaled $716.6 million and
$538.2 million at December 31, 1999 and 1998, respectively.
Gross deferred income tax liabilities totaled $574.9 million and
$518.4 million at December 31, 1999 and 1998, respectively.

The Company believes, based on its recent earnings history
and its future expectations, that the Company’s taxable income
in future years will be sufficient to realize all deferred tax
assets. In determining the adequacy of future income, the
Company considered the future reversal of its existing tempo-
rary differences and available tax planning strategies that could
be implemented, if necessary. At December 31, 1999, there are
available alternative minimum tax credit carryforwards of $17.1
million.

The Company’s federal income tax returns are routinely
audited by the IRS, and provisions are routinely made in the
financial statements in anticipation of the results of these
audits. The IRS has examined the FAFLIC/AFLIAC consolidat-
ed group’s federal income tax returns through 1994. The IRS
has also examined the former Allmerica P&C consolidated
group’s federal income tax returns through 1994. The Company
has appealed certain adjustments proposed by the IRS with
respect to the federal income tax returns for 1992, 1993 and
1994 for the FAFLIC/AFLIAC consolidated group. Also, cer-
tain adjustments proposed by the IRS with respect to
FAFLIC/AFLIAC’s federal income tax returns for 1982 and
1983 remain unresolved. If upheld, these adjustments would
result in additional payments; however, the Company will vigor-
ously defend its position with respect to these adjustments. In
the Company’s opinion, adequate tax liabilities have been
established for all years. However, the amount of these tax lia-
bilities could be revised in the near term if estimates of the
Company’s ultimate liability are revised.

1 1 .  
Pension Plans

AFC provides retirement benefits to substantially all of its
employees under a defined benefit pension plan.  This plan is
based on a defined benefit cash balance formula, whereby the
Company annually provides an allocation to each eligible
employee based on a percentage of that employee’s salary, simi-
lar to a defined contribution plan arrangement. The 1999, 1998
and 1997 allocations were based on 7.0% of each eligible
employee’s salary. In addition to the cash balance allocation,
certain transition group employees, who have met specified age
and service requirements as of December 31, 1994, are eligible
for a grandfathered benefit based primarily on the employees’
years of service and compensation during their highest five
consecutive plan years of employment. The Company’s policy
for the plans is to fund at least the minimum amount required
by the Employee Retirement Income Security Act of 1974. 

Components of net periodic pension cost were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Service cost – benefits earned during the year $ 19.3 $ 19.0 $ 19.9

Interest cost 26.5 25.5 23.5

Expected return on plan assets (38.9) (34.9) (31.2)

Recognized net actuarial loss 0.4 0.4 0.1

Amortization of transition asset (1.4) (1.8) (1.9)

Amortization of prior service cost (2.2) (1.7) (2.0)

Net periodic pension cost $ 3.7 $ 6.5 $ 8.4

The following table summarizes the status of the plan.  At
December 31, 1999 and 1998, the plans’ assets exceeded their
projected benefit obligations.

December 31 1999 1998

(In millions)

Change in benefit obligations:

Projected benefit obligation at beginning of year $414.2 $370.4

Service cost – benefits earned during the year 19.3 19.0

Interest cost 26.5 25.5

Actuarial (gains) losses (44.4) 20.4

Benefits paid (22.9) (21.1)

Projected benefit obligation at end of year 392.7 414.2

Change in plan assets:

Fair value of plan assets at beginning of year 441.6 395.5

Actual return on plan assets 51.9 67.2

Benefits paid (22.9) (21.1)

Fair value of plan assets at end of year 470.6 441.6

Funded status of the plan 77.9 27.4

Unrecognized transition obligation (21.6) (23.9)

Unamortized prior service cost (12.0) (11.0)

Unrecognized net actuarial gains (101.6) (54.9)

Net pension liability $ (57.3) $ (62.4)
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As a result of the Company’s merger with Allmerica P&C,
certain pension liabilities were reduced to reflect their fair
value as of the merger date. These pension liabilities were
reduced by $8.9 million and $10.3 million in 1999 and 1998,
respectively, which reflects fair value, net of applicable amorti-
zation.

Determination of the projected benefit obligations was based
on a weighted average discount rate of 7.75% and 6.5% in
1999 and 1998, respectively, and the assumed long-term rate of
return on plan assets was 9.0% in both 1999 and 1998. The
actuarial present value of the projected benefit obligations was
determined using assumed rates of increase in future compen-
sation levels ranging from 5.0% to 5.5%. Plan assets are
invested primarily in various separate accounts and the general
account of FAFLIC. Plan assets also include 796,462 shares
and 973,262 shares of AFC Common Stock at December 31,
1999 and 1998, respectively, with a market value of $44.3 mil-
lion and $56.3 million at December 31, 1999 and 1998,
respectively.

The Company has a defined contribution 401(k) plan for its
employees, whereby the Company matches employee elective
401(k) contributions, up to a maximum percentage determined
annually by the Board of Directors. During 1999, 1998 and
1997, the Company matched 50% of employees’ contributions
up to 6.0% of eligible compensation. The total expense related
to this plan was $5.9 million, $5.6 million and $3.3 million in
1999, 1998 and 1997, respectively. In addition to this plan, the
Company has a defined contribution plan for substantially all of
its agents. The Plan expense in 1999, 1998 and 1997 was $3.1
million, $3.0 million and $2.8 million, respectively. 

1 2 .  
Other Postretirement Benefit Plans

In addition to the Company’s pension plans, the Company cur-
rently provides postretirement medical and death benefits to
certain full-time employees and dependents, under a plan
sponsored by FAFLIC. Generally, employees become eligible at
age 55 with at least 15 years of service. Spousal coverage is
generally provided for up to two years after death of the retiree.
Benefits include hospital, major medical and a payment at
death equal to retirees’ final compensation up to certain limits.
Effective January 1, 1996, the Company revised these benefits
so as to establish limits on future benefit payments and to
restrict eligibility to current employees. The medical plans
have varying copayments and deductibles, depending on the
plan. These plans are unfunded.

The plans’ funded status reconciled with amounts recog-
nized in the Company’s Consolidated Balance Sheets were as 
follows:

December 31 1999 1998

(In millions)

Change in benefit obligations:

Accumulated postretirement benefit obligation
at beginning of year $ 84.0 $ 71.8

Service cost 2.9 3.1

Interest cost 4.6 5.1

Actuarial (gains) losses (21.2) 7.6

Benefits paid (3.5) (3.6)

Accumulated postretirement benefit obligation
at end of year 66.8 84.0

Fair value of plan assets at end of year — —

Funded status of the plan (66.8) (84.0)

Unamortized prior service cost (9.8) (12.9)

Unrecognized net actuarial (gains) losses (13.8) 7.5

Accumulated postretirement benefit costs $(90.4) $(89.4)

The components of net periodic postretirement benefit cost
were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Service cost $2.9 $ 3.1 $ 3.0

Interest cost 4.6 5.1 4.6

Recognized net actuarial loss (gain) 0.1 0.1 (0.1)

Amortization of prior service cost (2.3) (2.4) (2.7)

Net periodic postretirement benefit cost $5.3 $ 5.9 $ 4.8

As a result of the Company’s merger with Allmerica P&C,
certain postretirement liabilities were reduced to reflect their
fair value as of the merger date. These postretirement liabilities
were reduced by $4.6 million and $5.4 million in 1999 and
1998, respectively, which reflects fair value, net of applicable
amortization.

For purposes of measuring the accumulated postretirement
benefit obligation at December 31, 1999, health care costs were
assumed to increase 6.0% in 2000, declining thereafter until
the ultimate rate of 5.5% is reached in 2001 and remains at
that level thereafter. The health care cost trend rate assumption
has a significant effect on the amounts reported. For example,
increasing the assumed health care cost trend rates by one per-
centage point in each year would increase the accumulated
postretirement benefit obligation at December 31, 1999 by $4.1
million, and the aggregate of the service and interest cost com-
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ponents of net periodic postretirement benefit expense for 1999
by $0.6 million.  Conversely, decreasing the assumed health
care cost trend rates by one percentage point in each year
would decrease the accumulated postretirement benefit obliga-
tion at December 31, 1999 by $3.6 million, and the aggregate
of the service and interest cost components of net periodic
postretirement benefit expense for 1999 by $0.5 million.

The weighted-average discount rate used in determining the
accumulated postretirement benefit obligation was 7.75% and
6.5% at December 31, 1999 and 1998, respectively.  In addi-
tion, the actuarial present value of the accumulated postretire-
ment benefit obligation was determined using an assumed rate
of increase in future compensation levels of 5.5% for FAFLIC
agents.

1 3 .  
Stock-Based Compensation Plans

The Company has elected to apply the provisions of APB No.
25 (Accounting Principles Board Opinion No. 25) in accounting
for its stock-based compensation plans, and thus no compensa-
tion cost has been recognized for stock options in the financial
statements. The pro forma effect of recognizing compensation
cost based on an instrument’s fair value at the date of grant,
consistent with Statement No. 123, Accounting for Stock-Based
Compensation, results in net income and earnings per share of
$286.5 million and $5.17 per share–diluted ($5.21 per
share–basic) in 1999, $194.4 million and $3.23 per
share–diluted ($3.25 per share–basic) in 1998, and $206.0 mil-
lion and $3.76 per share ($3.77 per share-basic) in 1997.
Since options vest over several years and additional awards
generally are made each year, the aforementioned pro forma

effects are not likely to be representative of the effects on
reported net income for future years.

Effective June 17, 1996, the Company adopted a Long Term
Stock Incentive Plan for employees of the Company (the
“Employees’ Plan”). Key employees of the Company and its
subsidiaries are eligible for awards pursuant to the Plan admin-
istered by the Compensation Committee of the Board of
Directors (the “Committee”) of the Company. Under the terms
of the Employees’ Plan, the maximum number of shares avail-
able for award in any given year is equal to 2.25% of the out-
standing common stock of the Company at the beginning of the
year, plus any awards authorized but unused from prior years.
In addition, the maximum number of shares authorized for
grants over the life of the plan is equal to 5,166,597 shares as
of December 31, 1999, increasing annually by 1.25% of the
Company’s outstanding stock.

Options may be granted to eligible employees at a price not
less than the market price of the Company’s common stock on
the date of grant. Option shares may be exercised subject to the
terms prescribed by the Committee at the time of grant, other-
wise options vest at the rate of 20% annually for five consecu-
tive years and must be exercised not later than ten years from
the date of grant. 

Stock grants may be awarded to eligible employees at a
price established by the Committee (which may be zero). Under
the Employees’ Plan, stock grants may vest based upon perfor-
mance criteria or continued employment. Stock grants which
vest based on performance vest over a minimum one year peri-
od. Stock grants which vest based on continued employment
vest at the end of a minimum of three consecutive years.

Information on the Company’s stock option plan is summa-
rized below:

1999 1998 1997

(In whole shares and dollars) 

Weighted Weighted Weighted
Average Average Average

Options Exercise Price Options Exercise Price Options Exercise Price

Outstanding at beginning of year 1,746,239 $42.39 1,075,044 $33.45 209,500 $27.50

Granted 1,286,917 52.39 807,511 54.06 849,500 35.64

Converted from Allmerica P&C merger — — — — 114,509 27.40

Converted from Citizens acquisition — — 38,976 28.27 — —

Exercised 63,150 37.09 61,693 31.34 16,021 27.23

Forfeited 176,227 29.03 113,599 41.85 82,444 33.74

Outstanding at end of year 2,793,779 $46.76 1,746,239 $42.39 1,075,044 $33.45

Options exercisable at end of year 546,521 $38.41 240,384 $32.61 57,116 $27.38
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No options expired during 1999, 1998, or 1997. The fair
value of each option is estimated on the date of grant or date of
conversion using the Black-Scholes option-pricing model. For
options granted through 1999, the exercise price equaled the
market price of the stock on the grant date. The weighted aver-
age fair value of options granted in 1999, 1998 and 1997 was
$20.97 per share, $23.68 per share, and $15.02 per share,
respectively. For options converted pursuant to the acquisition
of the minority interest in Citizens Corporation and Allmerica
P&C, the exercise price was less than the fair value of the
stock on the conversion date. The weighted average fair values
of these options were $27.87and $28.24 per share, respectively.

The following significant assumptions were used to deter-
mine fair value for 1999 options granted and converted: 

Weighted Average Assumptions for 
Options Awarded during 1999 1998 1997

Dividend yield 0.6% 0.4% 0.5%

Expected volatility 40.69% 47.49% 31.52%

Risk-free interest rate 5.70% 4.84% 5.66% to 6.19%

Expected lives range (in years) 2.5 to 7 2.5 to 7 2.5 to 7

The following table summarizes information about employee
options outstanding and exercisable at December 31, 1999.

Options Outstanding Options Currently Exercisable

Weighted
Average Weighted Weighted

Remaining Average Average
Number Contractual Lives Exercise Price Number Exercise Price

Range of Exercise Prices

$24.50 to $30.66 252,929 6.23 $ 27.56 152,127 $ 27.39

$35.375 to $50.00 656,786 7.43 $ 35.98 245,806 $ 35.74

$51.00 to $52.50 1,157,585 9.09 $ 52.07 250 $ 52.06

$52.625 to $68.25 726,479 8.28 $ 54.73 148,338 $ 54.12

During 1999, 1998 and 1997 the Company granted shares of
nonvested stock to eligible employees, which vest after three
years of continuous employment. During 1999, the Company
also granted shares of nonvested stock to certain agents, which
vest 60% after three years, and 20% per year thereafter. The
following table summarizes information about employee and
agent nonvested stock.

Stock Awards 1999 1998 1997

Common stock granted 66,710 237,394 68,127

Weighted average fair value per share 
at the date of grant $ 52.06 $ 37.21 $ 34.13

The Company recognizes compensation expense related to
nonvested shares over the vesting period on a pro rata basis. As
a result, the Company recognized $4.3 million $3.3 million and
$0.7 million of compensation cost in 1999, 1998 and 1997
respectively. 

1 4 .  
Earnings Per Share

The following table provides share information used in the cal-
culation of the Company’s basic and diluted earnings per share:

December 31 1999 1998 1997

(In millions, except per share data)

Basic shares used in the 
calculation of earnings per share 55.0 59.9 54.7

Dilutive effect of securities:

Employee stock options 0.3 0.3 0.1

Non-vested stock grants 0.2 0.1 —

Diluted shares used in the 
calculation of earnings per share 55.5 60.3 54.8

Per share effect of dilutive 
securities on income from 
continuing operations $0.06 $0.03 $0.01

Per share effect of dilutive 
securities on net income $0.05 $0.03 $0.01

Options to purchase 729,363 shares, 97,500 shares and
7,742 shares of common stock were outstanding during 1999,
1998 and 1997, respectively, but were not included in the com-
putation of diluted earnings because the option’s exercise
prices were greater than the average market price of the com-
mon shares and, therefore, the effect would be antidilutive.
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1 5 .  
Dividend Restrictions

Massachusetts, Delaware, New Hampshire and Michigan have
enacted laws governing the payment of dividends to stockhold-
ers by insurers. These laws affect the dividend paying ability of
FAFLIC, AFLIAC, Hanover and Citizens, respectively.

Massachusetts’ statute limits the dividends an insurer may
pay in any twelve month period, without the prior permission of
the Commonwealth of Massachusetts Insurance Commissioner,
to the greater of (i) 10% of its statutory policyholder surplus as
of the preceding December 31 or (ii) the individual company’s
statutory net gain from operations for the preceding calendar
year (if such insurer is a life company), or its net income for the
preceding calendar year (if such insurer is not a life company).
In addition, under Massachusetts law, no domestic insurer shall
pay a dividend or make any distribution to its shareholders
from other than unassigned funds unless the Commissioner
shall have approved such dividend or distribution. During 1999
and 1997, no dividends were declared by FAFLIC to AFC.
During 1998, FAFLIC paid dividends of $50.0 million to AFC.
As of July 1, 1999, FAFLIC’s ownership of Allmerica P&C, as
well as several non-insurance subsidiaries, was transferred
from FAFLIC to AFC. Under an agreement with the Common-
wealth of Massachusetts Insurance Commissioner any dividend
from FAFLIC to AFC for years 2000 and 2001 would require
the prior approval of the Commissioner and may require AFC to
make additional capital contributions to FAFLIC.

Pursuant to Delaware’s statute, the maximum amount of divi-
dends and other distributions that an insurer may pay in any
twelve month period, without the prior approval of the Delaware
Commissioner of Insurance, is limited to the greater of (i) 10%
of its policyholders’ surplus as of the preceding December 31
or (ii) the individual company’s statutory net gain from opera-
tions for the preceding calendar year (if such insurer is a life
company) or its net income (not including realized capital
gains) for the preceding calendar year (if such insurer is not a
life company). Any dividends to be paid by an insurer, whether
or not in excess of the aforementioned threshold, from a source
other than statutory earned surplus would also require the prior
approval of the Delaware Commissioner of Insurance. No divi-
dends were declared by AFLIAC to FAFLIC during 1999, 1998
or 1997. During 2000, AFLIAC could pay dividends of $34.3
million to FAFLIC without prior approval.

Pursuant to New Hampshire’s statute, the maximum divi-
dends and other distributions that an insurer may pay in any
twelve month period, without prior approval of the New
Hampshire Insurance Commissioner, is limited to 10% of such
insurer’s statutory policyholder surplus as of the preceding
December 31. Hanover declared dividends to Allmerica P&C
totaling $350.0 million, $125.0 million and $120.0 million dur-

ing 1999, 1998 and 1997, respectively. Included in these
amounts were extraordinary dividends totaling $225.0 million
and $125.0 million in 1999 and 1998, respectively, which were
approved by the Commissioner. Prior to April 2000, Hanover
can declare no dividends to Allmerica P&C without prior
approval of the New Hampshire Insurance Commissioner. The
allowable dividend without prior approval will increase to
approximately $108.6 million on April 1, 2000.

Pursuant to Michigan’s statute, the maximum dividends and
other distributions that an insurer may pay in any twelve month
period, without prior approval of the Michigan Insurance
Commissioner, is limited to the greater of 10% of policyholders’
surplus as of December 31 of the immediately preceding year
or the statutory net income less realized gains, for the immedi-
ately preceding calendar year. Citizens declared dividends to
Citizens Corporation totaling $200.0 million during both 1999
and 1998. Included in these amounts were extraordinary divi-
dends totaling $200.0 million and $180.0 million in 1999 and
1998, respectively, which were approved by the Commissioner.
No dividends were declared by Citizens in 1997. Prior to April
2000, Citizens can declare no dividends to Citizens Corporation
without prior approval of the Michigan Insurance Commissioner.
The allowable dividend without prior approval will increase to
approximately $120.8 million on April 1, 2000.

1 6 .  
Segment Information

The Company offers financial products and services in two
major areas: Risk Management and Asset Accumulation.
Within these broad areas, the Company conducts business prin-
cipally in three operating segments. These segments are Risk
Management, Allmerica Financial Services, and Allmerica
Asset Management. In accordance with Statement No. 131, the
separate financial information of each segment is presented
consistent with the way results are regularly evaluated by the
chief operating decision maker in deciding how to allocate
resources and in assessing performance. A summary of the
Company’s reportable segments is included below.

In 1999, the Company reorganized its Property and Casualty
business and Corporate Risk Management Services operations
within the Risk Management segment. Under the new structure,
the Risk Management segment manages its business through
five distribution channels identified as Hanover North, Hanover
South, Citizens Midwest, Allmerica Voluntary Benefits and
Allmerica Specialty. During the second quarter of 1999, the
Company approved a plan to exit its group life and health busi-
ness, consisting of its EBS business, its AGU business and its
reinsurance pool business. Results of operations from this busi-
ness, relating to both the current and the prior periods, have
been segregated and reported as a component of discontinued
operations in the Consolidated Statements of Income. Operating
results from this business were previously reported in the
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Allmerica Voluntary Benefits and Allmerica Specialty distribu-
tion channels. Prior to 1999, results of the group life and health
business were included in the Corporate Risk Management
Services segment, while all other Risk Management business
was reflected in the Property and Casualty segment.

The Risk Management segment’s property and casualty busi-
ness is offered primarily through the Hanover North, Hanover
South and Citizens Midwest distribution channels utilizing the
Company’s independent agent network primarily in the
Northeast, Midwest and Southeast United States, maintaining a
strong regional focus. Allmerica Voluntary Benefits focuses on
worksite distribution, which offers discounted property and
casualty products through employer sponsored programs, and
affinity group property and casualty business. Allmerica
Specialty offers special niche property and casualty products in
selected markets.

The Asset Accumulation group includes two segments:
Allmerica Financial Services and Allmerica Asset Manage-
ment. The Allmerica Financial Services segment includes vari-
able annuities, variable universal life and traditional life insur-
ance products distributed via retail channels as well as group
retirement products, such as defined benefit and 401(k) plans
and tax-sheltered annuities distributed to institutions. Through
its Allmerica Asset Management segment, the Company offers
its customers the option of investing in GICs such as the tradi-
tional GIC, synthetic GIC and other funding agreements.
Funding agreements are investment contracts issued to institu-
tional buyers, such as money market funds, corporate cash
management programs and securities lending collateral pro-
grams, which typically have short maturities and periodic inter-
est rate resets based on an index such as LIBOR. This segment
is also a Registered Investment Advisor providing investment
advisory services, primarily to affiliates, and to other institu-
tions, such as insurance companies and pension plans. 

In addition to the three operating segments, the Company
has a Corporate segment, which consists primarily of cash,
investments, corporate debt, Capital Securities and corporate
overhead expenses. Corporate overhead expenses reflect costs
not attributable to a particular segment, such as those generat-
ed by certain officers and directors, Corporate Technology,
Corporate Finance, Human Resources and the Legal department.

Management evaluates the results of the aforementioned
segments based on a pre-tax and minority interest basis.
Segment income is determined by adjusting net income for net
realized investment gains and losses, net gains and losses on
disposals of businesses, discontinued operations, extraordinary
items, the cumulative effect of accounting changes and certain
other items which management believes are not indicative of
overall operating trends. While these items may be significant
components in understanding and assessing the Company’s

financial performance, management believes that the presenta-
tion of segment income enhances understanding of the
Company’s results of operations by highlighting net income
attributable to the normal, recurring operations of the business.
However, segment income should not be construed as a substi-
tute for net income determined in accordance with generally
accepted accounting principles.

Summarized below is financial information with respect to
business segments:

For the Years Ended December 31 1999 1998 1997

(In millions)

Segment revenues:

Risk Management $2,189.4 $2,222.1 $2,227.6

Asset Accumulation 

Allmerica Financial Services 806.3 724.0 713.9

Allmerica Asset Management 150.5 121.7 91.1

Subtotal 956.8 845.7 805.0

Corporate 6.0 12.9 16.1

Intersegment revenues (5.9) (7.6) (11.5)

Total segment revenues including 
Closed Block 3,146.3 3,073.1 3,037.2

Adjustments to segment revenues:

Adjustment for Closed Block (92.1) (98.3) (102.6)

Change in mortality assumptions — — (4.2)

Net realized gains 91.0 59.2 76.0

Total revenues $3,145.2 $3,034.0 $3,006.4

Segment income (loss) before income 
taxes and minority interest:

Risk Management $ 199.6 $ 149.6 $ 174.2

Asset Accumulation 

Allmerica Financial Services 205.5 169.0 134.6

Allmerica Asset Management 23.5 23.7 18.4

Subtotal 229.0 192.7 153.0

Corporate (59.3) (50.9) (48.0)

Segment income before income 
taxes and minority interest 369.3 291.4 279.2 

Adjustments to segment income:

Net realized investment gains, 
net of amortization 96.8 49.5 75.9

Sales practice litigation expense — (31.0) —

Gain from change in mortality 
assumptions — — 47.0

Loss on cession of disability 
income business — — (53.9)

Restructuring costs 1.9 (9.0) —

Other items — (0.8) (8.2)

Income from continuing operations 
before federal income taxes 
and minority interest $ 468.0 $ 300.1 $ 340.0
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December 31 1999 1998 1999 1998

(In millions)

Identifiable Assets Deferred Acquisition Costs

Risk Management $ 5,869.0 $ 6,219.0 $ 173.3 $ 167.5

Asset Accumulation 

Allmerica Financial 
Services 23,435.7 19,461.8 1,213.1 993.1

Allmerica Asset 
Management 1,387.6 1,810.9 0.4 0.6

Subtotal 24,823.3 21,272.7 1,213.5 993.7

Corporate 77.3 161.4 — —

Total $30,769.6 $27,653.1 $1,386.8 $1,161.2

1 7 .  
Lease Commitments

Rental expenses for operating leases, including those related to
the discontinued operations of the Company, amounted to $33.2
million, $34.9 million and $33.6 million in 1999, 1998 and
1997, respectively. These expenses relate primarily to building
leases of the Company. At December 31, 1999, future minimum
rental payments under non-cancelable operating leases were
approximately $70.1 million, payable as follows: 2000 - $27.0
million; 2001 - $20.7 million; 2002 - $12.9 million; 2003 -
$6.5 million; and $3.0 million thereafter. It is expected that, in
the normal course of business, leases that expire may be
renewed or replaced by leases on other property and equip-
ment; thus, it is anticipated that future minimum lease commit-
ments may not be less than the amounts shown for 2000.

1 8 .  
Reinsurance

In the normal course of business, the Company seeks to reduce
the losses that may arise from catastrophes or other events that
cause unfavorable underwriting results by reinsuring certain
levels of risk in various areas of exposure with other insurance
enterprises or reinsurers. Reinsurance transactions are
accounted for in accordance with the provisions of Statement
No. 113, Accounting and Reporting for Reinsurance of Short-
Duration and Long-Duration Contracts.

Amounts recoverable from reinsurers are estimated in a
manner consistent with the claim liability associated with the
reinsured policy. Reinsurance contracts do not relieve the
Company from its obligations to policyholders. Failure of rein-
surers to honor their obligations could result in losses to the
Company; consequently, allowances are established for amounts
deemed uncollectible. The Company determines the appropri-
ate amount of reinsurance based on evaluation of the risks
accepted and analyses prepared by consultants and reinsurers

and on market conditions (including the availability and pricing
of reinsurance). The Company also believes that the terms of its
reinsurance contracts are consistent with industry practice in
that they contain standard terms with respect to lines of busi-
ness covered, limit and retention, arbitration and occurrence.
Based on its review of its reinsurers’ financial statements and
reputations in the reinsurance marketplace, the Company
believes that its reinsurers are financially sound.

Effective January 1, 1999, the Company entered into a
whole account aggregate excess of loss reinsurance agreement
with a highly rated insurer (See Note 4). The Company is sub-
ject to concentration of risk with respect to this reinsurance
agreement, which represented 10% or more of the Company’s
reinsurance business at December 31, 1999. Net premiums
earned and losses and loss adjustment expenses ceded under
this agreement in 1999 were $21.9 million and $35.0 million,
respectively. In addition, the Company is subject to concentra-
tion of risk with respect to reinsurance ceded to various resid-
ual market mechanisms. As a condition to the ability to con-
duct certain business in various states, the Company is
required to participate in various residual market mechanisms
and pooling arrangements which provide various insurance cov-
erages to individuals or other entities that are otherwise unable
to purchase such coverage voluntarily provided by private
insurers. These market mechanisms and pooling arrangements
include the Massachusetts Commonwealth Automobile
Reinsurers (“CAR”), the Maine Workers’ Compensation
Residual Market Pool (“MWCRP”) and the Michigan
Catastrophic Claims Association (“MCCA”). At December 31,
1999, CAR and MCCA represented 10% or more of the
Company’s reinsurance business. As a servicing carrier in
Massachusetts, the Company cedes a significant portion of its
private passenger and commercial automobile premiums to
CAR. Net premiums earned and losses and loss adjustment
expenses ceded to CAR in 1999, 1998 and 1997 were $42.8
million and $42.6 million, $34.3 million and $38.1 million, and
$32.3 million and $28.2 million, respectively. The Company
ceded to MCCA premiums earned and losses and loss adjust-
ment expenses in 1999, 1998 and 1997 of $3.7 million and
$75.3 million, $3.7 million and $18.0 million, and $9.8 million
and $(0.8) million, respectively. 

On June 2, 1998, the Company recorded a $124.2 million
one-time reduction of its direct and ceded written premiums as
a result of a return of excess surplus from MCCA. This transac-
tion had no impact on the total net premiums recorded by the
Company in 1998.

Because the MCCA is supported by assessments permitted
by statute, and all amounts billed by the Company to CAR,
MWCRP and MCCA have been paid when due, the Company
believes that it has no significant exposure to uncollectible
reinsurance balances.
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The effects of reinsurance were as follows:

For the Years Ended December 31 1999 1998 1997

(In millions)

Life and accident and health 
insurance premiums:

Direct $ 53.5 $ 51.4 $ 55.9

Assumed 0.7 0.7 0.6

Ceded (50.0) (47.8) (29.1)

Net premiums $ 4.2 $ 4.3 $ 27.4

Property and casualty premiums 
written:

Direct $2,179.0 $1,970.4 $2,068.5

Assumed 67.3 58.8 103.1

Ceded (270.9) (74.1) (179.8)

Net premiums $1,975.4 $1,955.1 $1,991.8

Property and casualty premiums 
earned:

Direct $2,135.0 $1,967.9 $2,046.2

Assumed 73.0 64.5 102.0

Ceded (261.7) (66.1) (195.1)

Net premiums $1,946.3 $1,966.3 $1,953.1

Life and accident and health 
insurance and other individual 
policy benefits, claims, losses 
and loss adjustment expenses:

Direct $ 391.9 $ 359.5 $ 401.1

Assumed 0.1 0.3 0.4

Ceded (39.2) (49.5) (79.4) 

Net policy benefits, claims, losses 
and loss adjustment expenses $ 352.8 $ 310.3 $ 322.1

Property and casualty benefits, 
claims, losses and loss 
adjustment expenses:

Direct $1,603.8 $1,589.2 $1,464.9

Assumed 61.7 62.7 101.2

Ceded (247.6) (158.2) (120.6)

Net policy benefits, claims, losses 
and loss adjustment expenses $1,417.9 $1,493.7 $1,445.5 

1 9 .  
Deferred Policy Acquisition Costs

The following reflects the changes to the deferred policy acqui-
sition asset:

For the Years Ended December 31 1999 1998 1997

(In millions)

Balance at beginning of year $1,161.2 $ 965.5 $ 822.7

Acquisition expenses deferred 612.8 638.2 601.0

Amortized to expense during
the year (429.9) (449.6) (459.3) 

Adjustment for discontinued 
operations 3.4 (0.2) —

Adjustment to equity during 
the year 39.3 7.3 (11.1)

Adjustment for cession of disability
income insurance — — (38.6)

Adjustment for revision of universal 
life and variable universal life
insurance mortality assumptions — — 50.8

Balance at end of year $1,386.8 $1,161.2 $ 965.5

At October 1, 1997, the Company revised the mortality
assumptions for universal life and variable universal life prod-
uct lines. These revisions resulted in a $50.8 million recapital-
ization of deferred policy acquisition costs. 

2 0 .  
Liabilities for Outstanding Claims, 
Losses and Loss Adjustment Expenses

The Company regularly updates its estimates of liabilities for
outstanding claims, losses and loss adjustment expenses as new
information becomes available and further events occur which
may impact the resolution of unsettled claims for its property
and casualty and its accident and health lines of business.
Changes in prior estimates are recorded in results of operations
in the year such changes are determined to be needed.

The liability for future policy benefits and outstanding
claims, losses and loss adjustment expenses related to the
Company’s accident and health business was $601.3 million
and $568.0 million at December 31, 1999 and 1998, respec-
tively. Accident and health claim liabilities were re-estimated
for all prior years and were increased by $51.2 million and
$14.6 million in 1999 and 1998, respectively. The increase in
1999 resulted from the Company’s reserve strengthening pri-
marily in the EBS and reinsurance pool business. The 1998
increase also resulted from the Company’s reserve strengthen-
ing primarily in the assumed reinsurance and stop loss only
business.
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The following table provides a reconciliation of the begin-
ning and ending property and casualty reserve for unpaid losses
and loss adjustment expenses:

For the Years Ended December 31 1999 1998 1997

(In millions)

Reserve for losses and LAE,
beginning of year $2,597.3 $2,615.4 $2,744.1

Incurred losses and LAE, net of 
reinsurance recoverable:

Provision for insured events
of current year 1,601.4 1,609.0 1,564.1

Decrease in provision for
insured events of prior years (183.4) (127.2) (127.9) 

Total incurred losses and LAE 1,418.0 1,481.8 1,436.2

Payments, net of reinsurance
recoverable:

Losses and LAE attributable to
insured events of current year 861.1 871.9 775.1

Losses and LAE attributable to
insured events of prior years 638.0 643.0 732.1

Total payments 1,499.1 1,514.9 1,507.2

Change in reinsurance recoverable 
on unpaid losses 102.5 15.0 (50.2) 

Other(1) — — (7.5)

Reserve for losses and LAE,
end of year $2,618.7 $2,597.3 $2,615.4

(1) Includes purchase accounting adjustments.

As part of an ongoing process, the reserves have been re-
estimated for all prior accident years and were decreased by
$183.4 million, $127.2 million and $127.9 million in 1999,
1998 and 1997, respectively, reflecting increased favorable
development on reserves for both losses and loss adjustment
expenses. 

Favorable development on prior years’ loss reserves was
$93.1 million, $58.9 million, and $87.2 million for the years
ended December 31, 1999, 1998, and 1997, respectively. The
increase of $34.2 million in 1999 is primarily due to improved
personal automobile results in the Northeast and increased
reinsurance recoverables in the commercial multiple peril line.
Favorable development on prior year’s loss adjustment expense
reserves was $90.3 million, $68.3 million, and $40.7 million
for the years ended December 31, 1999, 1998, and 1997,
respectively. The increase in favorable development in both
1999 and 1998 is primarily attributable to claims process
improvement initiatives taken by the Company over the past
two years. The Company has lowered claim settlement costs
through increased utilization of in-house attorneys and consoli-
dation of claim offices.

This favorable development reflects the Company’s reserving
philosophy consistently applied over these periods. Conditions
and trends that have affected development of the loss and LAE
reserves in the past may not necessarily occur in the future.

Due to the nature of the business written by the Risk
Management segment, the exposure to environmental liabilities
is relatively small and therefore its reserves are relatively small
compared to other types of liabilities. Loss and LAE reserves
related to environmental damage and toxic tort liability, includ-
ed in the reserve for losses and LAE, were $47.3 million, $49.9
million and $53.1 million, net of reinsurance of $11.2 million,
$14.2 million and $15.7 million in 1999, 1998 and 1997,
respectively. The Company does not specifically underwrite
policies that include this coverage, but as case law expands
policy provisions and insurers’ liability beyond the intended
coverage, the Company may be required to defend such claims.
The Company estimated its ultimate liability for these claims
based upon currently known facts, reasonable assumptions
where the facts are not known, current law and methodologies
currently available. Although these claims are not significant,
their existence gives rise to uncertainty and is discussed
because of the possibility, however remote, that they may
become significant. The Company believes that, notwithstanding
the evolution of case law expanding liability in environmental
claims, recorded reserves related to these claims are adequate.
In addition, the Company is not aware of any litigation or pend-
ing claims that may result in additional material liabilities in
excess of recorded reserves. The environmental liability could
be revised in the near term if the estimates used in determining
the liability are revised.

2 1 .  
Minority Interest

The Company’s interest in Allmerica P&C is represented by
ownership of 59.5% of the outstanding common stock prior to
its merger with AFC on July 16, 1997. Allmerica P&C’s inter-
est in Citizens Corporation prior to the acquisition of minority
interest completed on or about December 3, 1998, whereby
Citizens Corporation became a wholly-owned subsidiary, and at
December 31, 1997 was 83.2% and 82.5%, respectively.

Minority interest at December 31, 1999 and 1998 also reflects
the Company’s issuance of Capital Securities (See Note 4).
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2 2 .  
Contingencies

Regulatory and Industry Developments
Unfavorable economic conditions may contribute to an increase
in the number of insurance companies that are under regulatory
supervision. This may result in an increase in mandatory
assessments by state guaranty funds, or voluntary payments by
solvent insurance companies to cover losses to policyholders of
insolvent or rehabilitated companies. Mandatory assessments,
which are subject to statutory limits, can be partially recovered
through a reduction in future premium taxes in some states.
The Company is not able to reasonably estimate the potential
effect on it of any such future assessments or voluntary payments.

Litigation
In July 1997, a lawsuit on behalf of a putative class was insti-
tuted in Louisiana against AFC and certain of its subsidiaries
by individual plaintiffs alleging fraud, unfair or deceptive acts,
breach of contract, misrepresentation, and related claims in the
sale of life insurance policies. In October 1997, the plaintiffs
voluntarily dismissed the Louisiana suit and filed a substantial-
ly similar action in Federal District Court in Worcester,
Massachusetts. In early November 1998, the Company and the
plaintiffs entered into a settlement agreement. The court grant-
ed preliminary approval of the settlement on December 4,
1998. On May 19, 1999, the court issued an order certifying
the class for settlement purposes and granting final approval of
the settlement agreement. AFC recognized a $31.0 million pre-
tax expense during the third quarter of 1998 related to this liti-
gation. Although the Company believes that this expense
reflects appropriate recognition of its obligation under the set-
tlement, this estimate assumes the availability of insurance
coverage for certain claims, and the estimate may be revised
based on the amount of reimbursement actually tendered by
AFC’s insurance carriers, and based on changes in the
Company’s estimate of the ultimate cost of the benefits to be
provided to members of the class.

The Company has been named a defendant in various other
legal proceedings arising in the normal course of business. In
the Company’s opinion, based on the advice of legal counsel,
the ultimate resolution of these proceedings will not have a
material effect on the Company’s consolidated financial state-
ments. However, liabilities related to these proceedings could
be established in the near term if estimates of the ultimate res-
olution of these proceedings are revised.

Residual Markets
The Company is required to participate in residual markets in
various states. The results of the residual markets are not sub-
ject to the predictability associated with the Company’s own
managed business, and are significant to the workers’ compen-
sation line of business and both the private passenger and com-
mercial automobile lines of business.

Year 2000
The Year 2000 issue resulted from computer programs being
written using two digits rather than four to define the applicable
year. Computer programs that have date-sensitive software may
recognize a date using “00” as the year 1900 rather than the
year 2000. This could result in a system failure or miscalcula-
tions causing disruptions of operations, including, among other
things, a temporary inability to process transactions, send
invoices or engage in similar normal business activities.

Although the Company does not believe that there is a mate-
rial contingency associated with the Year 2000 issue, there can
be no assurance that exposure for material contingencies will
not arise.
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2 3 .  
Statutory Financial Information

The Company’s insurance subsidiaries are required to file
annual statements with state regulatory authorities prepared on
an accounting basis prescribed or permitted by such authorities
(statutory basis). Statutory surplus differs from shareholders’
equity reported in accordance with generally accepted account-
ing principles primarily because policy acquisition costs are
expensed when incurred, investment reserves are based on dif-
ferent assumptions, postretirement benefit costs are based on
different assumptions and reflect a different method of adop-
tion, life insurance reserves are based on different assumptions
and income tax expense reflects only taxes paid or currently
payable. In 1999, 49 out of 50 states have adopted the National
Association of Insurance Commissioners proposed Codification,
which provides for uniform statutory accounting principles.
These principles are effective January 1, 2001. The Company is
currently assessing the impact that the adoption of Codification
will have on its insurance subsidiaries.

Statutory net income and surplus are as follows:

1999 1998 1997

(In millions)

Statutory Net Income (Combined)

Property and Casualty Companies $ 511.6 $ 180.7 $ 190.3

Life and Health Companies 239.0 86.4 191.2

Statutory Shareholders’
Surplus (Combined)

Property and Casualty Companies $1,089.1 $1,269.3 $1,279.6

Life and Health Companies 590.1 1,164.1 1,221.3

As of July 1, 1999, FAFLIC transferred its remaining owner-
ship in Allmerica P&C to AFC. At December 31, 1998 and
1997, the life and health companies’ statutory surplus reflected
interest in Allmerica P&C of approximately 70.0% and 66.0%,
respectively.

2 4 .  
Quarterly Results of Operations (Unaudited)

The quarterly results of operations for 1999 and 1998 are sum-
marized below:

For the Three Months Ended March 31 June 30 Sept. 30 Dec. 31

(In millions, except per share data))

1999

Total revenues $856.2 $764.8 $761.7 $762.5

Net income $154.1 $ 60.2 $ 13.1 $ 68.4

Net income per share:

Basic $ 2.69 $ 1.10 $ 0.24 $ 1.26

Diluted $ 2.67 $ 1.09 $ 0.24 $ 1.25

Dividends declared per share $ — $ — $ 0.25 $ —

1998

Total revenues $762.7 $757.4 $745.0 $768.9

Net income $ 66.8 $ 60.3 $ 8.2 $ 65.9 

Net income per share: 

Basic $ 1.11 $ 1.00 $ 0.14 $ 1.11

Diluted $ 1.11 $ 1.00 $ 0.13 $ 1.10

Dividends declared per share $ 0.05 $ 0.05 $ 0.05 $ —

Note: Due to the use of weighted average shares outstanding when calculating earnings per
common share, the sum of the quarterly per common share data may not equal the 
per common share data for the year.
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