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Letter from the Chail_'man- and President

To Our Shareholders,

We are writing to you at the'beginning of September. In prior years we would have
our annual meeting by this time, We delayed the annual meeting anq this report to
the shareholders due to the pending sales of the Colonial Penp companies,

‘market reach what we believe to pe advantageouys levels. While we are not
perfect in executing this strategy, we are proud of our long-term track record.
We are not income statement driven and do not run your COmpany with an
undue emphasis op either quarterly or annya] earnings. We believe we are
Conservative in oyr accounting practiceg and policies and that our balance sheet
is conservatively stated,”

We have been single-minded jp the implementation of this Strategy. When we have
strayed from this philosophy, more often than not, we have regretted it,
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.Signing of contracts for the saje of both of the Colonial Penn companies for proceeds in

Annual
) Return.
. - Market Market on Net -
Book Value Bogk Value . Price ) Price Beginning Income
Per Share % Change Per Share ¢ Change_ Equi ulty (Loss)
(Dollars in thousund‘s-, except per share amounts)

Historical: »
1978, . $(0.11) NA -$ 0.08 NA $ (7.657) Na $ (2,225)
1979 0.32 NM 0.36 3500 % 22,945 NM 19,058
1980............... 0.34 6.3 % 0.28 (22.2)% 24,917 82 % 1,879
19810 0.42 2359 0.55 96.4 % 23,997 30.2 ¢ 7,519
198200 1.07 154.8 o 0.97 764 9 61,178 153.6 36,866
1983................ 1.28 19.6 % 1.42 464 % 73,498 294 9 18,009
1984............... 222 734 % 239 68.3 % 126,097 82.8 % 60,891
1985................ 2.49 122 291 218 % 151,033 18.6 % 23,503
1986............... 3.79 522 4 4.25 46.0 % 214,587 51.7 % 78,151
1987................ 3.34 (11.9)% 244 (42.6)% 180,408 (8.5)% (18,144)
1988........... PP 3.84 150 % 3.59 471 % 206,912 118 % 21,333
1989............. .. 492 281 % 534 48.7 & 257,735 311 % 64,311
199............ .. 5.91 20.1 % 5.69 6.6 % 268,567 184 ¢ 47,340
1991 7.95 M5 q 922 62.0 % 365,495 353 9 94,830
1992, ... ' 11.06 391 % 19.75 114.2 ¢ 618,161 357 ¢ 130,607
1993, 16.27 471 % 20.50 3.8 %. 907,856 397 % 245454
1994, 15.72 (3.49)% 2225 859 881,815 78 % 70,836
1995 ... 18.47 175 ¢ 25.00 124 9 1,111,491 122 o 107,503
1996............... 18.51 0.2 % 26.75 70 % 1,118,107 44 9 48,677

Pro Forma .

June 30, 1997 @ ..... 29.60 59.9 % 30.94 157 % 1,822,153 608 % 680,052

CAGR )

(1979-96) (b)(c) ....... 270 % 288 % 257 %

CAGR

(1979-Pro Forma
June 30, 1997) )
@b)o).......... 29.5 9 29.0 % : 284 9

(a) The pro forma amounts shown above for June 30, 1997 (other than market p_tic.e' per share) refiect the
pending sale of the Colonial Penn Life Group and the Proposed sale of the Colonial Penn P&C Group
as if such transactions had beep Consummated on Jype 30, 1997, . -

() A negative number cannot be_compounded; therefore, we have used 1979,
(c) Compounded Annual Growth Rate (CAGR) '

The line in the chart above, “pr, Forma June 30, 1997, requires an ekplanation. On
April 2, 1997, we issued 2 press release stating that we were in discussions with potential
Purchasers of one or more of our insurance companies. These negotiations resulted in the
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insurance company with a $33 million GAAP net worth at June 30, 1997. This js a
Temarkable result and a significant returp on investment, approximately 759 per annum,

that the science s 1N Investing and the art ig in selling, Art in the sense of the ineffable

the better part of vajor,

After analyzing the marketplace to compare prices paid for similar companies and
gazing into the future as best we could, we decided that prices had reached advantageouys
levels and ¢hyg decided to se]]. The ugly ducklings had become swans.

The chart which follows shows, on a pro forma basis, the effect of the sales on the
balance sheet, followed by a review of our remaining Companies and assets.




Unaudited Pro Forma Consolidate.
June 30, 1997

O

Adjustments
for Colonial
Penn Life Sale
—=__1Ate oale

Historical (a)

d Balance Sheet

Adjustmenis for
Colonial Peny
Property &
Casualty Sale

(In thousands)

Pro Forma After
Both Sales

Assets;
Investments...... ... .. .~ ceeen $3,011,487 $(660,568) $(997,279) $1,353,640
Cash and cagh equivalents..... . . 361,106 - (41,798) 928,885 1,248,193
Reinsurance feceivable, net........ .. . . 265,242 (18,585) (61,811) 184,846
Conseco noteg secured by letters of credit 400,000 400,000
Trade, notes and other receivables, net ., 569,379 (3.836) (151,241) 414,302
Prepaids and other assets................. 195,254 (1,131) (10,655) 183,468
Property, equipment and leasehold

imptovements, net ... 99,384 (9,992) (19,595) 69,797
Deferred policy acquisition costs.......... 112,112 (69,591) (15,372) 27,149
Separate and variable accounts ..., . . . 622,022 (114,419) 507,603
Investments in associated companies . . . 207,874 (G.842) 204,032

Total assets.................... $5,443.860 $§519,920) ${330,910) $4,593,030

Liabilities; :

Customer banking deposits ,..... . $ 200,170 $ 200,170

Trade payables and expense accruals, , . , . . 201,975 $ (30,423) $ (41,564) 129,988

Other liabilites ... .~~~ """ 139,184 (9,942) (39,173) 90,069

Income taxes Ppayable ... . . " 51,536 14,067 166,978 232,581

Deferred income taxes [,.... .~ (99,137) 95,020 58,487 54,370

Policy reserves........ ..0711 1" 1,934,592 (683,473) (582,353) 668,766

Unearned premiums...... T 463,978 (8.301) (304,113) 151,564

( ) Separate and: varjable accounts ..., ., 622,022 (114,419) 507,603
Debt, Including current Mmaturities ... . .. 581,653 2,269) (3,135) 576,249

Total liabilities ... ...~ 4,095,973 (739,740) (744,873) 2,611,360

Minprity fnterest ... 9,517 9,517

Company—obligated mandatorily redeemable
preferred securities of subsidiary trust
holding solely subordinated debt securities
of the TPARY o 150,000 ’ 150,000

Shareholders’ equity:

Common shares.,..., . e, 61,553 61,553
Additional paid-in capital ..., .~ 190,674 190,674
Net unrealized (loss) on investments . . . . (5,030) (5,030)
Retained. carmngs................ 0 941,173 219,820 413,963 1,574,956
Total shareholders’ equity ..., ..., .. 1,188,370 219,820 413,963 1,822,153
Totalei $5,443,860 $(519,920) $(330,910) $4,593,030

—_—
(a) The “Historical” column has been adjusted as if the Colonial

operation; this is not in accordance with generall
(b) As in the past, this report to you i accompanie
oXy Statement algo incorpora
ial statements that reflect the

tes a copy of

Operation. In the near future, we will restate the restated 1994 financial statements
the Colonjal Penn Property & Casualty Group as a discontinued operation. All of
are required by SEC rules €p our shareholders wej informed. If you

in order to ke
an informed, we understand.

~~

sale of the Colonial Penp Life G

Penn Life Group were a continuing

y accepted accounting principles.
d by a copy of our 1696 Form 10-

K which we issued in
our 1996 Form 10-K, as well as a set of

to reflect the sale of
these sets of numbers

feel more confused
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Empire Insurance Company

and turp over day—to-day Supervision of Colonial Penn Life to others, He and his new
team initiated 5 thorough review of the company, paying Particular attention to why there
had been 3 need for such extensive reserve strengthening, :

Are the problems behing us? The new Management has dope a detailed file review
to ascertain 'if the amount of clajm Ieserves are at realistic levels. Reserves were

bank Subsidiary, American Investment Bank, N.A. (AIB), and a Utah state chartered
industria] loan corporation, American Investment Financia] (AIF). AIB and AIF both
make executive and professiona] loans primarily by mail, Subprime autq loans make up
about one-thjrd of AIB’ assets. AIF has shifteq its attention to boat and recreation
vehicle Ioan products, in addition to beginning to cautiously make Small Business
Administration (SBA) guaranteed loaps. Conway Hansen hag joined our organization
with 16 years of experience in this field. We are optimistic that thig will be a profitable
addition to oy niche banking activities,
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Our banking apd lending Operations had Operating earnings of $14.5 million in 199,
We do not €xpect to do as wel] in 1997, '

We changed management a¢ American Investment Bank. H.E, Scruggs is the new

Manufacturing

Since 1991, we have beep making excusesg for the Manufacturing Companies, We
Promised that if we couldn’t make them Sufficiently profitable we woylg sell or liquidate
them. There used to be nipe companies, now there are three and they are profitable, In
1996, this division made 5 tiny profit, Stephen C. Perry, president of the manufacturing
division, continues to do Yeoman service cleaning UP a mess not of pis making, The
problems are pot all behind ys,

responsive deliver , but we must continue to improve and broaden oyr Customer base, It
is, however, akin to being givep 4 prize by a scorpion. Prizeg today, and thep ruthless
demands for price reduction tomorrow, EIectri-Cord, albeit profitable, is pot predictably
$0. Management ig currently hegotiating to Purchase the company.

Steve has also taken on Tesponsibility for what remains of the Sperry and Hutchinsop
Company ang the winerieg (more later). He hag become a valuable additiop to our
executive rapks.
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W‘meries

We have been buying land and shortly will have enough of our owp 8rapes to meet
all our needs. We made a small operating profit in 1996 which we expect will increage,
ere is a shortage of Premium wine jp the market ang Pine Ridge has been able to
raise prices, Oyr managing partner Gary Andrus js a gifted winemaker and his wife
Nancy, when not on her motoreycle, is g very effective head of marketing,

We éncourage oyr shareholders to entreat your favorite restaurant and wipe store
to carry thege delicious wines| If you cannot find the wine locally, telephone the winery
at 1-800-486-0503, or stop by and visjt the beautify] tasting rooms anq caves,

Our participation in the Russian €conomy is in twe parts. We have ap investment
portfolio of traded equity securities intended to track the hoped for improvements in the
Russian economy. We account for these Securities on a cogt recovery basis, ie., on a sale
no profit js Tecognized, if there pe one. Instead, whep Securities are sold, the proceeds
are applied to the cogt of the portfolio, thereby reducing our carrying value, At June 30,




United States ang 270 in Hungary. As the economy improves, we expect the consumer to
become thirstier. _

Argenting

The Company owng » 30% ihterest in La Caja de Ahorro y Seguro S.A. (“La Caja”),
a holding company for a Jife insurance company, a property and Casualty insurapce :
company, and a bapk. Our Argentine partners, the Werthein family, also hold a30%

~ interest,

New York will be the major tenants in (he building, Empire wil] receive $36 million in
Present value benefits, primarily from New York City, plus a very favorable long-term

sale. Of the 42,000 Square feet of commercia] Space, 7,500 Square feet is leased. It now
appears that when this project is complete, the retury will be in the single digits, We paid
too much|

purchased out-of-bankruptcy, in San Diego County, Californja, with 3,400 Iots, js perilously
close to the completion of entitlements, When entitlements are final, we wij determine
Whether to sell the Project or to partially develop it for sale to builders, There is a
shortage of entitled lots in Sap Diego.




Money

In October 1996, the Company sold $135 million of 7%% Senior Subordinated Notes,
due in 2006, This money was used to purchase $102.7 million of the Company’s 10%%
Senior Subordinated Notes, due in 2002. This redemption resulted in a foyrgy quarter
1996 loss of $6.8 million, net of income tax. The femaining 1039 Notes were redeemed
or bought in the open market by Jupe 1997. This refinancing wijj result in an appyg]
eXpense savings of $2.6 million. In January 1997, ¢he Company solq $150 million of 8.65%
trust issued preferred securities, due in January 2027, of its wholly-owned subsidia
Leucadia Capital Trust I The Company fully and unconditionally guarantees the Truge

three more ¥ears and continyeg harmoniously and Successfully. Thank you Jay Jordan and
David Zalaznick.

MK Gold, of which we owp 46%, has one gold miine jin operation at present and is
Prospecting for Opportunities. Gold prices are down, which makes new developments
more difficyjt. ‘

During 1996, the Company did not use its $150 million credit -agreement. In February
997, we replaced this credit facility with 3 New contractual banj credit facility of $200
million, bearing interest at prime or LIBOR, which will mature jn February 200, When
both insurance tompany transactions close, we wil need to renegotiate our bank [ineg,

We have been asked severa] times whether Success has dampened oyr enthusiasm and
"motivation to continue. We haye both become vastly more successful (politically correct-
icher W -
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the economy, interest rates, and price levels, Th;
louder than words,

IaN M. CuMMmInG

-JOSEPH §. STEINBERG
Chairman .

President



