Notes to Statistical Supplement

(All numbers are before tax, except as noted)

2003 Special Items

1st Quarter
Included in the net loss for the first quarter of 2003 is an increase in the Company’s group long-term income protection GAAP reserves of $454.0 million before tax, or $295.1 million after tax.  In April of 2003, the Company completed an analysis of its assumptions related to its group long-term income protection claim reserves.  This analysis was initiated based on a trend in lower net claim recovery rates observed during the first quarter of 2003.  The claim recovery rates during the first quarter were below expected levels and were lower than those experienced in the past three years.  The analysis of emerging net claim recovery rates and the reasons driving the changes resulted in a reduction in the Company’s long-term expectations. Based on the analysis noted above, the Company increased its group long-term income protection claim reserves as of March 31, 2003 to reflect its current estimate of future benefit obligations.  The analysis indicated not only a decrease in overall claim recovery rates, but a change in claim recovery rates by claim duration.
Restatement of Financial Information

During 2001 and 2000, the Company reported other than temporary impairments on certain of its fixed maturity securities based on values that included their quoted market prices, as well as to give effect to analysis by the Company with respect to certain issuers of securities that perhaps was not reflected in those market prices. After discussions with the staff of the Securities and Exchange Commission’s Division of Corporation Finance, the Company restated its previously issued financial statements for the years ended December 31, 2001 and 2000 to adjust the amounts recorded during 2001 and 2000 on these securities such that the other than temporary impairments were based on the then quoted market prices. The non-cash adjustments did not impact the Company’s total stockholders’ equity in any period because the Company had already recorded the unrealized effect of the decreased market value of its fixed maturity securities through stockholders’ equity in the appropriate periods. 

The restatement resulted in a net aggregate net income reduction for 2002, 2001, and 2000 of $29.1 million, consisting of a $34.2 million increase in 2002 net income and a decrease in net income of $38.0 million and $25.3 million in 2001 and 2000, respectively.  The effect on fully diluted earnings per share was an increase of $0.14 per share for 2002, following reductions of $0.16 per share in 2001 and $0.10 per share in 2000. 

2002 Cumulative Effect of Accounting Principle Change

1st Quarter

Effective January 1, 2002, the Company adopted the provisions of Statement of Financial Accounting Standards No. 142 (SFAS 142), Goodwill and Other Intangible Assets.  The cumulative effect of adopting SFAS 142 was a decrease to net income of $7.1 million, net of a tax benefit of $3.9 million.

2001 Extraordinary Loss and Subsequent Reclassification

4th Quarter

In 2001 the Company redeemed its $172.5 million par value 8.8% monthly income debt securities (junior subordinated debt), which were due in 2025 but callable at par in 2000 and thereafter.  This early extinguishment of debt resulted in a write off of the remaining deferred debt cost of $4.5 million associated with the issuance of the securities.  Prior to 2003, the write off was reported as an extraordinary loss of $2.9 million, net of a $1.6 million tax benefit, in accordance with then current Statement of Financial Accounting Standards No. 4, Reporting Gains and Losses from Extinguishment of Debt.  In 2003, the Company adopted Statement of Financial Accounting Standards No. 145 (SFAS 145), Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections. The effect of the adoption was the reporting reclassification of the extraordinary loss of $4.5 million to operating expense and the corresponding tax benefit of $1.6 million to income tax.  The adoption of SFAS 145 had no effect on the Company’s financial position or net income.
(continued on next page)
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2001 Special Items

4th Quarter

The Company wrote off the remaining goodwill balance related to its operations in Argentina, resulting in a decrease in before-tax and after-tax operating income of $5.4 million.
3rd Quarter

The tragedy on September 11, 2001 resulted in a before-tax charge of $24.0 million, or $15.6 million after tax. This charge includes estimated gross ultimate losses from reported and unreported claims of $71.0 million less an estimated $47.0 million recoverable from the Company’s reinsurers.
1st Quarter
A tax benefit of $35.2 million related to the Company’s investment in its foreign reinsurance operations increased after-tax operating income $35.2 million.

2000 Special Items

4th Quarter

During the quarter, the Company purchased a single premium annuity for its retirees. This allowed the release of the related pension plan liability and resulted in a net gain of $116.1 million. The operating gain was partially offset by an increase in reserves of $65.6 million in the Company’s long-term income protection business and $21.9 million in the reinsurance operations, asset write offs and loss provisions of $15.5 million in the reinsurance operations, and consolidation and benefit accruals of $9.4 million in corporate.  The net impact of these actions was an increase to operating earnings of $3.7 million before tax.
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