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PART I
ITEM 1. BUSINESS
(a) General Development of Business

Jefferson-Pilot Corporation (JP) was incorporated in North Carolina in
1968. While it has broad powers to engage in business, it is solely a holding
company. Our principal subsidiaries, which are wholly owned, are:

Jefferson-Pilot Life Insurance Company (JP Life),
Jefferson Pilot Financial Insurance Company (JPFIC),
Jefferson Pilot LifeAmerica Insurance Company (JPLA),

Jefferson Pilot Securities Corporation, a non-clearing NASD registered
broker/dealer, and

Jefferson-Pilot Communications Company (with its subsidiaries, JPCC).

Through these and other subsidiaries, we primarily engage in the business of
writing life insurance policies, writing annuity policies and selling other
investment products, writing group life, disability income and dental policies,
operating radio and television broadcasting facilities, and producing sports
programming. Greensboro, North Carolina is the center for most operations,
although a major base of operations in Concord, NH serves JPFIC, JPLA and the
broker/dealer, and the group life, disability income and dental operations have
been consolidated in JPFIC's offices in Omaha, Nebraska. We provide further
detail in Management's Discussion and Analysis of Financial Condition and
Results of Operations which begins on page 10 (MD&A) .

We have grown substantially in the past eight years both internally and
through acquisitions.

In May 1995, JP Life assumed certain life insurance and annuity business of
Kentucky Central Life Insurance Company (KCL) in an assumption reinsurance
transaction.

In October 1995, JP acquired Alexander Hamilton Life Insurance Company of
America (AH Life) and its subsidiary, First Alexander Hamilton Life Insurance
Company (FAHL), from a subsidiary of Household International, Inc. With the
acquisition, certain blocks of the acquired business were 100% coinsured with
affiliates of Household.

Effective May 1, 1997, JP acquired JPFIC, its subsidiary JPLA, and our
broker/dealer, Jefferson Pilot Securities Corporation, from The Chubb
Corporation.

On December 30, 1999, JP acquired Guarantee Life Insurance Company (GLIC)
and its non-insurance affiliates.

On August 1, 2000, AH Life and GLIC merged into JPFIC. On December 31,
2000, FAHL merged into JPLA. These mergers reduce costs and improve efficiency
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in our insurance operations.

As a result of strategic studies in 1999, we adopted a refined strategy
called Premier Partnering. Strategic initiatives include a higher level of
marketing support and improved service for more productive agents, tailoring
specific products and marketing programs, and implementation of "lean
manufacturing" to improve quality and reliability throughout our marketing and
service processes. We have experienced substantial growth in life insurance
sales and an increase in the number of agents who qualify as Premier Partners
since we began implementing this strategy.

(b) Financial Information About Industry Segments

We present industry segment information in Note 16.

(c) Narrative Description of Business

Revenues derived from the principal products and services of our insurance
subsidiaries and revenues from the Communications segment for the past three
years are as follows:

REVENUES BY SEGMENT*

2002 2001 2000

(IN MILLIONS)

INAdividual ProOdUCE S . v v v i it ittt ettt e eeeeeeeeeeeeenaeeeeenens $1,822 $1,721 $1,684
Annuity and Investment ProducCts.........iiiiiiiinneneeennnnns 686 647 629
Benefit PartnersS. ...ttt ittt ettt e e e 698 602 537
(G103 11110158 0 0= il 1 o ¥ 208 195 206
Corporate and Other. .. ... ittt ittt e ettt 66 165 182

* Revenues include net investment income

The following briefly describes our principal wholly-owned subsidiaries,
including their principal products and services, markets and methods of
distribution.

INSURANCE COMPANY SUBSIDIARIES

JP Life is domiciled in North Carolina and began business in 1903. It is
authorized to write insurance in 49 states, the District of Columbia, Guam, the
Virgin Islands and Puerto Rico. It primarily writes universal life, term and
endowment insurance policies on an individual basis, and individual non-variable
annuities including equity indexed annuities and market value adjustment
annuities.

JPFIC has been domiciled in Nebraska since its redomestication from New
Hampshire in August 2000. It began business in 1903 through predecessor
companies, and is authorized to write insurance in 49 states, the District of
Columbia, Guam, the Virgin Islands and Puerto Rico. It principally writes
universal life, variable universal life and term insurance policies, and



Edgar Filing: JEFFERSON PILOT CORP - Form 10-K

variable annuities. Since its merger with GLIC, JPFIC also writes substantially
all our group term life, disability income and dental insurance.

JPLA, domiciled in New Jersey, began business in 1897. It is authorized to
write insurance in 50 states, the District of Columbia and several U.S.
possessions/territories. JPLA is "commercially domiciled" in New York due to the
large percentage of its business in that state. It primarily writes universal
life, variable universal life and term insurance policies, and non-variable
annuities.

The former AH Life block of universal life insurance policies and variable
and non-variable annuities is now part of JPFIC.

The former FAHL block of non-variable annuities and universal life
insurance policies is now part of JPLA.

Individual Products. Our insurance subsidiaries offer individual life
insurance policies, primarily universal life and variable universal life
policies, as well as traditional life products and level and decreasing term
policies. On most policies, accidental death and disability benefits are
available in the form of riders, and IRA riders also are available, as are other
benefits. We accept certain substandard risks at higher premiums.

Our companies market individual life products through independent general
agents, independent national account marketing firms, agency building general
agents, our district agency network, broker/dealers, banks and strategic
alliances.

Annuity and Investment Products. Our insurance subsidiaries offer annuity
and investment products including variable annuity products. They market through
most of the distribution channels discussed above and through investment
professionals and annuity marketing organizations. Our broker/dealer markets
variable life insurance and variable annuities written by our insurance
subsidiaries, and also sells other securities and mutual funds.

Benefit Partners. JPFIC offers group term life, disability income and
dental insurance, which is sold through regional group offices throughout the
U.S., marketing to employee benefit brokers, third-party administrators and
employee benefit firms.

OTHER INFORMATION REGARDING INSURANCE COMPANY SUBSIDIARIES

Regulation. Insurance companies are subject to regulation and supervision
in all the states where they do business. Generally the state supervisory
agencies have broad administrative powers relating to granting and revoking
licenses to transact business, licensing agents, approving forms of policies
used, regulating trade practices and market conduct, the form and content of
required financial statements, reserve requirements, permitted investments,
approval of dividends and, in general, the conduct of all insurance activities.

Insurance companies also must file detailed annual reports on a statutory
accounting basis with the state supervisory agencies where each does business;
see Note 12 regarding codification of statutory accounting principles. These
agencies may examine the business and accounts at any time. Under the rules of
the National Association of Insurance Commissioners (NAIC) and state laws, the
supervisory agencies of one or more states examine a company periodically,
usually at three to five year intervals.

Various states, including Nebraska, New Jersey, New York and North
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Carolina, have enacted insurance holding company legislation. Our insurance
subsidiaries have registered as members of an "insurance holding company system"
under applicable laws. Most states require prior approval by state insurance
regulators of transactions with affiliates, including extraordinary dividends by
insurance subsidiaries, and of acquisitions of insurance companies.

Risk-based capital requirements and state guaranty fund laws are discussed
in MD&A.

Competition. Our insurance subsidiaries operate in a highly competitive
field which consists of a large number of stock, mutual and other types of
insurers.

Certain insurance and annuity products also compete with other investment
vehicles. Marketing of annuities and other competing products by banks and other
financial institutions is increasing. Our broker/dealer also operates in a
highly competitive environment. Existing tax laws affect the taxation of life
insurance and many competing products. Various changes and proposals for changes
have been made in income and estate tax laws, some of which could adversely
affect the taxation of certain products or their use as retirement or estate
planning vehicles, and thus impact their marketing and the volume of policies
surrendered.

Employees. As of December 31, 2002, our insurance operations including our
broker/dealer employed approximately 3,000 persons. Substantially all of these
employees are payrolled with JP Life and costs are allocated to affiliates under
various service agreements that have been approved by state insurance
regulators. We have been reducing the number of contracted agents in our core
channels as we increase our focus on the more productive agents through our
Premier Partnering strategy.

COMMUNICATIONS

JPCC owns and operates three television stations and 17 radio stations as
well as Jefferson-Pilot Sports, a sports production and syndication business.

TELEVISION OPERATIONS

WBTV, Channel 3, Charlotte, NC, is affiliated with CBS under a Network
Affiliation Agreement expiring on May 31, 2011. WWBT, Channel 12, Richmond, VA,
is affiliated with NBC under a Network Affiliation Agreement expiring December
31, 2011. WCSC, Channel 5, Charleston, SC, is affiliated with CBS under a
Network Affiliation Agreement expiring on May 31, 2011. Absent cancellation by
either party, each of these Agreements will be renewed for successive five-year
periods.

RADIO OPERATIONS

JPCC owns and operates one AM and one FM station in Atlanta, GA, one AM and
two FM stations in Charlotte, NC, two AM and three FM stations in Denver, CO,
one AM and two FM stations in Miami, FL and one AM and three FM stations in San
Diego, CA.

JP SPORTS

JP Sports' principal business is to produce and syndicate broadcasts of
Atlantic Coast Conference (ACC) and Southeastern Conference (SEC) football and
basketball events. The contracts with the leagues were renewed in 2001 and
extend through 2005 for ACC football and through 2006 with an option through
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2011 for ACC basketball, and through 2009 for the SEC. Raycom Sports is an equal
partner in the contract for ACC basketball. Commitments under these contracts
are discussed in MD&A and in Note 19.

OTHER INFORMATION REGARDING COMMUNICATIONS COMPANIES

Competition. Our radio and television stations compete for programming,
talent and revenues with other radio and television stations as well as with
other advertising and entertainment media, including direct broadcast satellite
television and direct broadcast radio. JP Sports competes with other vendors of
similar products and services.

Employees. As of December 31, 2002, JPCC employed approximately 770
persons full time.

Federal Regulation. Television and radio broadcasting operations are
subject to the jurisdiction of the Federal Communications Commission ("FCC")
under the Communications Act of 1934, as amended (the "Act"). The Act empowers

the FCC to issue, renew, revoke or modify broadcasting licenses, assign
frequencies, determine the locations of stations, regulate the equipment used by
stations, establish areas to be served, adopt necessary regulations, and impose
certain penalties for violation of the regulations. The Act and present
regulations prohibit the transfer of a license or of control of a licensee
without prior approval of the FCC; restrict in various ways the common and
multiple ownership of broadcast facilities; restrict alien ownership of
licenses; and impose various other strictures on ownership and operation.

Broadcasting licenses are granted for a period of eight years for both
television and radio and, in the absence of adverse claims as to the licensee's
qualifications or performance, will normally be renewed by the FCC for an
additional term. All our station licenses have been renewed as required.

(d) Foreign Operations

All our operations are conducted within the United States. Subsidiaries
that had begun life insurance operations in Argentina and Uruguay, which were
not material to our operations, were sold in late 1999. We occasionally make
fixed income investments outside the U.S. for our investment portfolio.

(e) Available Information

JP makes available free of charge on or through our Internet website
(http://www.jpfinancial.com) JP's annual report on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 as soon as reasonably practicable after JP electronically files such
material with, or furnishes it to, the Securities and Exchange Commission.

ITEM 2. PROPERTIES

JP Life owns its home office consisting of a 20-story building and an
adjacent 17-story building in downtown Greensboro, NC. These buildings house
insurance operations and provide space for commercial leasing. JP Life also owns
a supply and printing facility, a parking deck and a computer center, all
located on nearby properties. Operations in Lexington, KY for the KCL business
assumed were moved to Greensboro in 2001.

JPFIC, JPLA and our broker/dealer conduct operations in Concord, NH in one
of two buildings on approximately 196 acres owned by JPFIC. The other building
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is available for commercial leasing.

JPFIC conducts operations in Omaha, NE in two buildings on its 11 acre
campus. A portion of one building and a third building provide space for
commercial leasing.

Subsidiaries lease insurance sales and broker/dealer office space in
various jurisdictions.

JPCC owns its three television studios and office buildings, owns most of
its radio studios and offices, and owns or leases the towers supporting its
radio and television antennas.

ITEM 3. LEGAL PROCEEDINGS

JP Life is a defendant in a proposed class action suit, Romig v.
Jefferson-Pilot Life Insurance Company, filed on November 6, 1995 in the
Superior Court of Guilford County, NC. The suit alleges deceptive practices,
fraudulent and negligent misrepresentation and breach of contract in the sale of
certain life insurance policies using policy performance illustrations which
used then current interest or dividend rates and insurance charges and
illustrated that some or all of the future premiums might be paid from policy
values rather than directly by the insured. The claimant's actual policy values
exceeded those illustrated on a guaranteed basis, but were less than those
illustrated on a then current basis due primarily to the interest crediting
rates having declined along with the overall decline in interest rates in recent
years. On March 10, 2003, the Court authorized JP Life to send a notice to
participating class policyholders that an agreement had been reached to settle
this suit. The settlement will resolve claims by 165,000 holders and
beneficiaries of certain policies, mostly sold in the 1980s and early 1990s, and
is subject to final Court approval later this year. In the settlement, JP Life
denies any allegations of wrongdoing. JP Life believes that its sales, servicing
and administrative practices are -- and always have been -- designed to match
customers' needs with appropriate products and to fully inform customers about
the operation and features of those products. The settlement will provide
benefits to class policyholders, and will benefit JP Life by resolving and
eliminating the need for corporate resources to be spent on a suit that has been
pending for seven years.

JP Life, as successor to Pilot Life Insurance Company, is a defendant in a
proposed class action suit, Thorn v. Jefferson-Pilot Life Insurance Company,
filed September 11, 2000 in the United States District Court in Columbia, SC.
The complaint alleges that Pilot Life and its successors decades ago unfairly
discriminated in the sale of certain small face amount life insurance policies
and that these policies were unreasonably priced. The suit alleges fraudulent
inducement, constructive fraud, and negligence in the marketing of these
policies. The plaintiffs seek unspecified compensatory and punitive damages,
costs and equitable relief. While management is unable to estimate the
probability or range of any possible loss, management believes that our
practices have complied with state insurance laws and intends to vigorously
defend the claims asserted.

JP and its subsidiaries are involved in other legal and administrative
proceedings and claims of various types, including several proposed class action
suits in addition to those noted above. Some suits include claims for punitive
damages. In recent years, the life insurance industry has experienced increased
litigation in which large jury awards including punitive damages or settlements
in lieu of litigation have occurred. Because of the considerable uncertainties
that exist, we cannot predict the outcome of pending or future litigation with
certainty. Based on consultation with our legal advisers, management believes
that resolution of pending legal proceedings will not have a material adverse
effect on our financial position or liquidity, but could have a material adverse
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effect on the results of operations for a specific period.

Environmental Proceedings. We have no material administrative proceedings
involving environmental matters.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITIES HOLDERS

None.

EXECUTIVE OFFICERS OF THE REGISTRANT

David A. Stonecipher, 61, Chairman and Chief Executive Officer, Jjoined JP
as President-Elect and CEO-Elect in September 1992, and became President and CEO
in March 1993, and Chairman in May 1998. He served as President until November
2001. Previously he was President of the Life Insurance Company of Georgia and
Southland Life Insurance Company and their parent company, Georgia US.

Robert D. Bates, 61, became an Executive Vice President and
President —-- Benefit Partners of JP effective with the GLIC acquisition on
December 30, 1999. He was President of GLIC from 1989 until the August 2000
merger of GLIC into JPFIC, and was Chairman, President and Chief Executive
Officer of GLIC and its publicly held parent, The Guarantee Life Companies Inc.,
until December 30, 1999.

Dennis R. Glass, 53, President since November 2001, Jjoined JP in October
1993. He was Executive Vice President, Chief Financial Officer and Treasurer
from 1993 to November 2001. Previously, he was Executive Vice President and CFO
of Protective Life Corporation, and earlier, of the Portman Companies.

John D. Hopkins, Executive Vice President and General Counsel, joined JP in
April 1993, and previously was a partner in King & Spalding, an Atlanta law
firm. Mr. Hopkins recently turned 65 and will be retiring in keeping with our
mandatory retirement age.

Warren H. May, 48, has been Executive Vice President -- Marketing and
Distribution since he joined JP in October 2002. Mr. May joined Travelers Life &
Annuity Company in Hartford, CT in November 1995 as Senior Vice President,
leading the independent distribution sales and marketing team for life and
annuity products, as well as the advanced sales attorneys, advertising/promotion
professionals and technology support staff. Mr. May later assumed expanded
responsibility including offshore life and qualified plan marketing. In his last
role at Travelers he served as Chief Executive Officer of Travelers Life
Distributors and Chairman of Tower Square Securities, Inc., Travelers'
independent broker dealer.

Kenneth C. Mlekush, 64, Vice Chairman since November 2001, joined JP in
January 1993, and also has been President —-- Life Companies since February 1999.
He was an Executive Vice President until November 2001. Previously he was
President and Chief Operating Officer of Southland Life Insurance Company and
Executive Vice President of its parent, Georgia US.

Theresa M. Stone, 58, has been Chief Financial Officer and Treasurer of JP
since November 2001, and also has been Executive Vice President of JP and
President of JPCC since July 1, 1997. Previously she was President and Chief
Executive Officer of JPFIC, and also was Executive Vice President of The Chubb
Corporation to May 13, 1997.

There are no agreements or understandings between any executive officer and
any other person pursuant to which such executive officer was or is to be
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selected as an officer. Executive officers hold office at the will of the Board,
subject for certain executives to their rights under employment agreements
listed as exhibits to this Form 10-K.

PART II
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

(a) Market Information. JP common stock principally trades on the New York
Stock Exchange. Quarterly composite tape trading ranges have been:

2002 2001 2000 1999
HIGH LOwW HIGH LOwW HIGH LOW HIGH LOwW HIGH
First Quarter.............. 53.00 45.23 49.67 41.00 45.42 33.25 51.58 44.04 40.0
Second Quarter............. 52.99 45.07 49.25 44 .07 46.46 36.88 47.50 42 .42 41.4
Third Quarter.............. 47.50 36.75 49.00 38.00 47.21 37.83 50.42 41.00 42,7
Fourth Quarter............. 45.21 36.35 46.90 41.15 50.58 39.33 53.08 40.79 52.2
(b) Holders. As of March 3, 2003, our stock was owned by 9,145
shareholders of record, and a much larger number of street name holders.
(c) Dividends. They are shown in Item 6 below. Dividends to the Registrant
from its insurance subsidiaries are subject to state regulation, as more fully
described in MDE&A.
ITEM 6. SELECTED FINANCIAL DATA
JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
REVENUE BY SOURCES
2002 2001 2000 1999 1998
(IN MILLIONS)
Individual pProdUCE S . v v i it i ittt ittt ettt eeeeeeeeeennnns $1,822 $1,721 $1,684 $1,468 $1,42
Annuities and investment products...........cceeiiie... 686 647 629 511 50
Benefit partners. . ...ttt e e e e e e e 698 602 537 164 31
ComMUNICALIONS . v vttt ettt ittt ettt e e e 208 195 206 200 19
Corporate and other. ... ...ttt iiie e 88 99 80 117 7
Revenues before investment (losses) gains and
cumulative effect of change in accounting
Principle. o e e e e e e e 3,502 3,264 3,136 2,460 2,51
Realized investment (losses) gains..........oeeeeeonn. (22) 66 102 101 9
Cumulative effect of change in accounting for
derivative instruments (1) .« .. v ittt it teeeeenenn —= 2 —= —= -
TOLAl REVENUES . v i vttt ettt eeeee et eaeeeeeeens $3,480 $3,332 $3,238 $2,561 52,61

10
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NET INCOME BY SOURCES

2002 2001 2000 1999 1998
(IN MILLIONS)
INdividual ProOAUCE S . v v vt ittt ittt ettt ee e et eeeeeeannaeeenens $293 $295 $287 $242 $221
Annuities and investment pProducCtsS.........iiiiiiiieeeeennnenns 80 75 78 67 71
Benefit partners. . ..ttt et e e e e e e e e e e e 48 44 33 25 24
(G0 11110158 0 0= il 1 o = 40 34 41 38 32
Corporate and other. .. ... ittt e ettt e eeeieeen 4 20 6 33 12
Net income before investment (losses) gains and cumulative
effect of change in accounting principle.................. 465 468 445 405 360
Realized investment (losses) gains, net of taxes............ (15) 44 67 65 58
Cumulative effect of change in accounting for derivative
instruments, net of taxes (1) ...ttt ittt teeeneennenns —= 1 —= —= —=
Net Income Available to Common Stockholders....... $450 $513 $512 $470 $418
(1) Effective January 1, 2001, the Company adopted SFAS Statement No. 133,
"Accounting for Derivative Instruments and Hedging Activities", as amended.
7
JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
SUMMARY OF SELECTED FINANCIAL DATA
2002 2001 2000 1999 1998

(IN MILLIONS EXCEPT SHARE AND PER SHARE INFORMATION

Total reportable segment results before
gains (losses) from sales of investments
and cumulative effect of change in

accounting principle.....oiiii i S 465 $ 468 S 445 $ 405 S 36
Gains (losses) from sales of investments,

net 0f LaAXeS . ittt e e e e e e (15) 44 67 65 5
Cumulative effect of change in accounting

for derivative instruments, net of

LU= = - 1 - - -
Net income available to common

stockholders. .ot n ittt et e i e $ 450 $ 513 $ 512 S 470 S 41
Income per share of common stock before

cumulative effect of change in accounting

principle. . .. e e $ 3.07 $ 3.37 $ 3.31 $ 2.97 S 2.6

Cumulative effect of change in accounting
for derivative instruments, net of

11
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Net income available to common

stockholders...... ..., S 3.07 $ 3.38 S 3.31 $ 2.97 S 2.6
Income per share of common stock —-- assuming
dilution:
Net income available to common
stockholders....... ..o, S 3.04 $ 3.34 S 3.28 $ 2.95 S 2.6
Cash dividends paid on common stock......... S 175 $ 166 S 152 $ 138 S 12
Cash dividends paid per common share:
First QUArter. . vttt ittt et ee e eennn $ 0.28 $ 0.25 S 0.22 $ 0.20 S 0.1
Second UATLEY . i ittt ittt ettt et e 0.30 0.28 0.25 0.22 0.2
Third quarter. ...ttt ettt et eeeenn 0.30 0.28 0.25 0.22 0.2
Fourth quarter........ ..t 0.30 0.28 0.25 0.22 0.2
Total. it e e e $ 1.18 $ 1.07 S 0.96 $ 0.86 S 0.7
Average common shares outstanding
(thousands) ... v vttt it i 146,847 151,915 154,576 157,725 159, 20
Total assets.....oiiiiiiiiia... $ 30,609 $ 28,996 $ 27,321 $ 26,446 S 24,33
Debt, capital securities and mandatorily
redeemable preferred stock................ S 753 $ 747 S 843 $ 951 S 91
Stockholders' equUity...vee et eennnn. $ 3,540 $ 3,391 $ 3,159 $ 2,753 $ 3,05
Stockholders' equity per share of common
STOCK . v it e e e e S 24.79 $ 22.61 S 20.47 $ 17.75 $ 19.2
Note: All share information has been restated to reflect April 2001 and
April 1998 3-for-2 stock splits, effected in the form of dividends.
Cash dividends per share may not add due to rounding related to the splits.
8
JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES
SUPPLEMENTAL INFORMATION
2002 2001 2000 1999 1998
(IN MILLIONS)
LIFE INSURANCE IN FORCE (EXCLUDES
ANNUITIES) :
Traditional. ... ...ttt it $ 41,570 $ 41,185 $ 43,083 $ 46,997 $ 38,92
Universal Life.....oiiiiiiiiiiiinenneennn. 91,675 89,054 89,741 93,407 85, 64
Variable Universal Life........... .. ... . ... 30,327 28,650 23,884 17,944 14,56
Benefit Partners.........oi it iiiennneeennnn 90, 627 53,763 61,812 55,877 24,41
Total Life Insurance In Force..... $254,199 $212,652 $218,520 $214,225 $163, 56
LIFE PREMIUMS ON A SFAS 60 BASIS:
First Year Life (Note)........oiiiiiin.. $ 1,188 $ 918 S 517 $ 605 S 57
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Renewal and Other Life......... ... 1,059 1,061 1,062 931 93
Life INSUTANCE . vt ittt ittt et eeeenenaeeen 2,247 1,979 1,579 1,536 1,50
Accident and Health, Including Premium
Equivalents. oottt it e ettt e 445 382 351 144 42
Total Life Insurance Premiums..... S 2,692 $ 2,361 $ 1,930 $ 1,680 S 1,93
ANNUITY PREMIUMS ON A SFAS 60 BASIS:
Fixed ANNUILY . v e it i i ittt et ettt e eenneeeeennns $ 1,051 $ 1,497 $ 1,273 $ 858 S 37
Variable Annuity (including separate
ACCOUNE S ) 4t it et et et et et e e e e et 26 59 127 140 14
Total Annuity Premiums............ S 1,077 $ 1,556 $ 1,400 S 998 S 51
INVESTMENT PRODUCT SALES. ..t ittt eteereeennn S 2,904 S 2,803 S 3,677 S 2,361 S 1,81
COMMUNICATIONS BROADCAST CASH FLOW.......... S 85 $ 74 S 90 S 85 S 7

Note: First year life premiums include single premiums.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

JEFFERSON-PILOT CORPORATION AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management's Discussion and Analysis of Financial Condition and Results of
Operations analyzes the consolidated financial condition, changes in financial
position and results of operations for the three years ended December 31, 2002,
of Jefferson-Pilot Corporation and consolidated subsidiaries. The discussion
should be read in conjunction with the Consolidated Financial Statements and
Notes. All dollar amounts are in millions except share and per share amounts.
All references to Notes are to Notes to the Consolidated Financial Statements.
Prior share amounts and earnings per share have been restated to give
retroactive effect to the Company's 50% stock dividend, which was effective in
April 2001.

COMPANY PROFILE
Overview

Jefferson-Pilot Corporation is a financial services and broadcasting
company providing products and services in four major businesses: 1) life
insurance; 2) annuities and investment products; 3) group life; disability and
dental insurance; and 4) broadcasting and sports programming production. Our
Individual Products segment offers a wide array of both fixed and variable life
insurance products. Our Annuity and Investment Product (AIP) segment offers
fixed and variable annuity products as well as other investment products
marketed through our broker/dealer. Our Benefit Partners segment offers group
non-medical products such as term life, disability and dental insurance to the
employer marketplace. The Communications segment consists of radio and
television broadcasting operations located in selected markets in the
Southeastern and Western United States, and sports program production.
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Our other segment, Corporate and Other, contains the activities of the
parent company and passive investment affiliates, surplus of the life insurance
subsidiaries not allocated to other reportable segments, financing expenses on
corporate debt, strategic initiatives intended to benefit the entire company,
and federal and state income taxes not otherwise allocated to business segments.
We include all realized gains and losses on investments in the Corporate and
Other segment, and hold all impaired securities in this segment. Realized
investment gains are gains and losses on sales and write downs of investments,
and although these are included in revenues, we exclude them in assessing the
performance of our business segments. We may realize investment gains in our
sole discretion from our available-for-sale equity and bond portfolios. See
further discussion under Results of Operations.

Our principal life insurance subsidiaries are Jefferson-Pilot Life
Insurance Company (JP Life), along with Jefferson Pilot Financial Insurance
Company (JPFIC) and its wholly owned subsidiary, Jefferson Pilot LifeAmerica
Insurance Company (JPLA) (collectively JP Financial). Jefferson-Pilot
Communications Company (JPCC) and its wholly owned subsidiaries conduct our
broadcasting operations. Jefferson Pilot Securities Corporation (with related
entities, JPSC) is a registered non-clearing broker/dealer that sells affiliated
and non-affiliated variable life and annuity products and other investment
products.

10

Segment Revenues

The revenues for our reportable segments, excluding realized gains and
losses, were as follows:

YEAR ENDED

Individual ProduUChS. .. i it iii ittt ettt e eeeeeeeeeeanns 52% 53% 54%
N 20% 20% 20%
Benefit PartnersS. ...ttt ittt e et e e e e 20% 18% 17%
(G103 11110158 0 0 2= il 1 o = 1 6% 6% 7%
Corporate and Other. .. ... ittt ittt et ettt e % 3% 2%

CRITICAL ACCOUNTING POLICIES
General

We have identified the accounting policies below as critical to the
understanding of our results of operations and our financial position. The
application of these critical accounting policies in preparing our financial
statements requires management to use significant Jjudgments and estimates
concerning future results or other developments including the likelihood, timing
or amount of one or more future transactions or amounts. Actual results may
differ from these estimates under different assumptions or conditions. On an
on-going basis, we evaluate our estimates, assumptions and Jjudgments based upon
historical experience and various other information that we believe to be
reasonable under the circumstances. For a detailed discussion of other
significant accounting policies, see Note 2.

DAC and VOBA

14
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Deferred acquisition costs (DAC) and value of business acquired (VOBA)
reflect our expectations about the future experience of the existing business in
force. The primary assumptions regarding future experience that can affect the
carrying value of DAC and VOBA balances include mortality, interest spreads and
policy lapse rates. Significant changes in these assumptions can impact the
amortization of DAC and VOBA in both the current and future periods, which is
reflected in earnings. See the Financial Position section for further discussion
of these items including a sensitivity analysis regarding the impact of changes
in critical assumptions or expectations.

Investments

We regularly monitor our investment portfolio to ensure that investments
that may be other than temporarily impaired are identified in a timely fashion
and properly valued, and that any impairments are charged against earnings in
the proper period. Our methodology to identify potential impairments requires
professional judgment and is further described in the Investments section.

Valuing our investment portfolio involves a variety of assumptions and
estimates, particularly for investments that are not actively traded. We rely on
external pricing sources for highly liquid publicly traded securities and use an
internal pricing matrix for privately placed securities. This matrix relies on
our judgment concerning: 1) the discount rate we use in calculating expected
future cash flows; 2) credit quality; 3) industry sector performance; and 4)
expected maturity. Under certain circumstances, we make adjustments as we apply
professional Jjudgment based upon specific detailed information concerning the
issuer.

As the discussion above indicates, many judgments are involved in timely
identifying and valuing securities, including potentially impaired securities.
Inherently, there are risks and uncertainties involved in making these
judgments. Changes in circumstances and critical assumptions such as a continued
weak economy, a more pronounced economic downturn or unforeseen events which
affect one or more companies, industry sectors or countries could result in
additional write downs in future periods for impairments that are deemed to be
other than temporary.

11

Litigation

In recent years, the life insurance industry has experienced increased
litigation in which large jury awards including punitive damages or settlements
in lieu of litigation have occurred. Establishing accruals for specific
litigation inherently involves a variety of estimates of future potential
outcomes. Accordingly, management, based on the advice of internal and external
counsel, reviews each specific litigation matter and makes a Jjudgment whether it
is probable we have incurred a loss. Once it is determined that a loss is
probable, we use professional judgment in determining whether we can reasonably
estimate the loss. In general, we accrue the costs of defense until we can
reasonably estimate the loss or any potential range of possible loss. At that
time, these additional costs are accrued. Based on consultation with our legal
advisors, we believe that resolution of pending legal proceedings will not have
a material adverse effect on our financial position or liquidity but could have
a material adverse effect on the results of operations for a specific period.

RESULTS OF OPERATIONS

In the following discussion, "reportable segment results" and "total
reportable segment results" include all elements of net income available to

15
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common stockholders except realized investment gains and losses. We use
reportable segment results in assessing the performance of our business segments
internally and believe it to be relevant and useful information. Reportable
segment results as described above may not be comparable to similarly titled
measures reported by other companies. The following tables illustrate our
results before and after including realized investment gains and losses and
reconcile reportable segment results to net income available to common
stockholders, the most directly comparable GAAP financial measure:

2002 2001 2000
Consolidated Summary of Income
Total reportable segment resultS.......oveiieeeeennnnn. $465.1 $469.1 (a) $445.2
Realized investment (losses) gains (net of applicable
1IN COME LaAXES) it ittt ittt e ettt ettt ettt et ettt e (14.9) 43.7 66.9
Net income available to common stockholders............ $450.2 $512.8 $512.1
Consolidated Earnings Per Share
Basic:
Total reportable segment resultS.......oveieeeeennnnn. $ 3.17 $ 3.09(b) $ 2.88
Realized investment (losses) gains (net of applicable
1IN COME LaAXES) it ittt ittt et et ettt et ettt ettt e e (0.10) 0.29 0.43
Net income available to common stockholders............ $ 3.07 $ 3.38 $ 3.31
Fully-diluted:
Total reportable segment resultS.......vieiieeeeennnnn. $ 3.14 $ 3.06 $ 2.86
Realized investment (losses) gains (net of applicable
1IN COME LaAXES) it ittt ittt et ettt et et et et ettt e e (0.10) 0.28 0.42
Net income available to common stockholders............ $ 3.04 $ 3.34 $ 3.28

(a) Includes $1.5 relating to the cumulative effect of change in accounting for
derivatives.

(b) Includes $0.01 per share of income relating to cumulative effect of change
in accounting for derivatives.

2002 2001 2000
Average number of shares outstanding............ 146,846,698 151,914,983 154,575,633
Average number of shares outstanding —-- assuming
T 15 00 IS e o 148,222,342 153,411,170 155,921,435

Net income available to common stockholders decreased 12.2% in 2002 and
increased 0.1% in 2001. In 2002, we experienced net investment losses due
primarily to other than temporary bond impairments in excess of gains from sales
of equity securities, which are discussed in more detail in the Corporate and
Other and in the
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Investments sections. Total reportable segment results decreased 0.9% in 2002
and increased 5.4% in 2001. The primary factors contributing to the decline in
2002 earnings were: 1) an increase in the accrual for pending litigation in our
Corporate segment; 2) increased mortality in our individual life lines; 3) weak
equity markets that affected our variable universal life (VUL) and variable
annuity (VA) products; 4) lower spreads on our universal life (UL) and fixed
annuity products; 5) lost income on defaulted securities; and 6) funds used for
stock repurchases which reduced investment income. These unfavorable influences
were mitigated in 2002 by: 1) lower financing costs; 2) the elimination of
amortization of certain intangible assets under SFAS 142; 3) growth in our
Communications and our Benefit Partners segments; and 4) accelerated accrual of
discount on our mortgage backed securities portfolios.

Earnings per share amounts for the reportable segments were more favorable
than the absolute earnings amounts due to repurchases of 7,881,300 shares in
2002 and 4,437,100 shares in 2001. The average number of diluted shares
outstanding declined 3.4% in 2002 and 1.6% in 2001.

RESULTS BY BUSINESS SEGMENT

We assess profitability by business segment and measure other operating
statistics as detailed in the separate segment discussions that follow. We
determine reportable segments in a manner consistent with the way we organize
for purposes of making operating decisions and assessing performance. Sales are
one of the statistics we use to track performance. Our sales, which are
primarily of long-duration contracts in the Individual Products and AIP
segments, have little immediate impact on revenues for these two segments as
described in the segment discussions below.

Results by Reportable Segment

2002 2001
INAdividual ProOdUCE S . v v v i ittt ittt et e eeeeeeeeeeeeenneeeeennens $293.1 $294.5
N 80.3 76.4 (a)
Benefit PartnersS. ...ttt ittt ettt e e e e e e 47.5 44.5
(G103 11110168 0 2= il 1 o ¥ 39.8 33.5
Corporate and Other. .. ... ittt ittt e e ettt e 4.4 20.2
Total reportable segment resultLsS..... ..ot iinnneeeeennnnns 465.1 469.1
Net realized investment (losses) gainS.........eeeieeeeeennn. (14.9) 43.7
Net income available to common stockholders................. $450.2 $512.8

(a) Includes $1.5 relating to the cumulative effect of change in accounting for
derivatives.

Segment Assets

We assign invested assets backing insurance liabilities to our segments in
relation to policyholder funds and reserves. We assign net DAC and VOBA,
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reinsurance receivables and communications assets to the respective segments
where those assets originate. We also assign invested assets to back capital
allocated to each segment in relation to our philosophy for managing business
risks, reflecting appropriate conservatism. We assign the remainder of invested
and other assets, including all impaired securities, to the Corporate and Other
segment.

2002 2001
INdividual ProdUCE S . v v v v ittt et ettt ettt e e et eeeeeeeeeannn $16,671 $16,155
N 9,397 8,765
Benef it PartnersS. ...ttt ittt ettt et e e e 909 791
(G0 11110158 01 o= il 1 o = 1 204 202
Corporate and Other. .. ... it ittt e ettt 3,428 3,083
B o= T B = $30,609 $28,996

13

INDIVIDUAL PRODUCTS

The Individual Products segment markets individual life insurance policies
through independent general agents, independent national account marketing firms
and agency building general agents, together referred to as our core agency
channels. We also sell products through home service agents, broker/dealers,
banks and other strategic alliances.

Individual Products include UL and VUL, together referred to as UL-type
products, as well as traditional life products. The operating cycle for life
insurance products is long term in nature; therefore, actuarial assumptions and
the judgments used in those assumptions are important to the financial reporting
for these products.

Traditional products require the policyholder to pay scheduled premiums
over the life of the coverage. We recognize traditional premium receipts as
revenues, and profits are expected to emerge in relation thereto.

UL-type product premiums may vary over the life of the policy at the
discretion of the policyholder, so we do not recognize them as revenues when
received, although UL-type premiums do increase assets and liabilities. We
recognize revenues on these products from mortality, expense and surrender
charges to policyholder fund balances (policy charges). Additionally, we earn
interest spreads on all UL-type and traditional products. Policy benefits
include interest credited to policyholder fund balances as well as claim related
costs.

Reportable segment results also include earnings on allocated capital for
both traditional and UL-type products.

Segment results were:
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Traditional premiums and other

considerations.......uieiiinineeeeann $ 180.6 $ 197.8 $ 211.7 $ 189.8 $ 208.3
UL and investment product charges...... 710.7 639.6 623.7 535.8 529.4
Net investment income.................. 923.6 876.6 840.0 736.1 681.1
Other dncome. ....... it iinnnnnn. 6.7 7.6 8.6 6.1 4.9
Total reVeNUES. . v ittt teetneeneeeeeenns 1,821.6 1,721.6 1,684.0 1,467.8 1,423.7
Policy benefits....... .. .. 1,073.8 982.5 939.5 796.3 786.1
1 G o1 o == 296.9 286.2 304.3 301.7 299.0
Total benefits and expenses............ 1,370.7 1,268.7 1,243.8 1,098.0 1,085.1
Reportable segment results before

income taxXesS. ... ittt tnneneeneenn 450.9 452.9 440.2 369.8 338.6
Provision for income taxes............. 157.8 158.4 152.9 127.5 117.3
Reportable segment results............. $ 293.1 $ 294.5 $ 287.3 S 242.3 $ 221.3

Individual Products reportable segment results decreased 0.5% in 2002 and
increased 2.5% in 2001 as further discussed below.
The following table summarizes key data for Individual Products that we
believe are our important drivers and indicators of future profitability:
2002 2001 2000
Annualized life insurance premium sales:

Sales excluding large case BOLTI....viieeeeenneeenennn $ 260 S 194 $ 163

Large CaAsSe BOLI . i it ittt i teeeeeeneeeeeeeeeennnaeeenns $ - $ 11 $ 2
Average UL policyholder fund balances............oo.... $ 9,875 $ 9,110 $ 8,808
Average VUL separate account assetS........cceveveee... 1,211 1,333 1,383

$ 11,086 $ 10,443 $ 10,191
Average face amount of insurance in force:

o= $161,841 $157,438 $157,140

UL-type POliCies. ittt ittt et ittt et eeeeeeeeenn $120,229 $115,582 $112,594
AVETagEe @SSEE S . ittt it ittt ettt ettt e e $ 16,352 $ 15,524 $ 15,075

14

Core agency channel sales were $193.6, $130.3 and $124.4 for 2002, 2001 and
2000, which represented 74.5%, 67.2% and 76.3% of annualized life insurance
premium sales excluding large case bank-owned life insurance (BOLI) for each of
the three years presented. This increase in sales is a result of our Premier
Partnering strategic initiative and the introduction of several new UL products.
Total sales excluding BOLI increased 34.0% in 2002 and 19.0% in 2001. Single
premium products targeted to smaller banks and sold through our target marketing
channel provided 22.3% of life sales in 2002 and 28.6% in 2001. For large case
BOLI, our business strategy is to respond to individual sales opportunities when
the market accommodates our required returns. Thus, BOLI sales will vary widely
between periods.

Revenues include traditional insurance premiums and policy charges, net of
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reinsurance, and net investment income. Individual traditional premiums
decreased 9.2% in 2002 and 7.6% in 2001 due to the decline in our traditional
business in force as we are focusing our efforts towards UL-type products and
because we began reinsuring 90% of our term life insurance product in 2001. UL
and investment product charges increased 11.1% in 2002 and 2.5% in 2001. The
2002 UL product charges grew faster than the average UL policyholder fund
balances since certain recent products are designed with larger up-front expense
charges. The increase in up-front product charges is offset by an increase in
unearned revenue reserves accounted for as policy benefits, and these product
charges are taken into income over time.

Net investment income increased 5.4% and 4.4% in 2002 and 2001, reflecting
the growth in average policyholder funds partially offset by declines in
investment yields. The average investment spread on fixed UL products
(calculated as the difference between portfolio yields earned on invested assets
less interest credited to policyholder funds, included in policy benefits)
decreased 13 basis points to 1.87% in 2002 and increased 3 basis points to 2.00%
in 2001. Interest spreads are affected by portfolio yields and our crediting
rates, and also may vary over time due to our competitive strategies and changes
in product design. In response to a decline in portfolio yields, we reduced
credited rates across the product line at various times in 2002 by 73 basis
points on average. This includes a reduction of 50 basis points later in the
fourth quarter, the effects of which were only nominally realized in 2002. The
current average crediting rate is 5.00%, while the average minimum guarantee
rate on this product line is 4.21%. During 2002 prepayments of mortgage backed
securities significantly increased as a result of continued declines in
long-term mortgage rates. Our mortgage backed securities portfolio is primarily
a discount portfolio; therefore, the effect of these prepayments was to
accelerate the accretion of discount and increase the effective yields on our
mortgage backed portfolio, which increased net investment income for the
Individual Products segment by $7.3 in 2002 and $1.8 for 2001. These prepayments
were not significant in 2000. We are investing the proceeds from these
prepayments at current market yields which are lower than our portfolio yields.

Total policy benefits increased 9.3% and 4.6% in 2002 and 2001 due
primarily to increases in mortality, interest credited and deferred revenue.
Policy benefits on traditional business include death benefits, dividends,
surrenders and changes in reserves, with the most significant being death
benefits. Total policy benefits on traditional contracts represented 118.4% of
premiums in 2002 compared to 111.3% in 2001 and 102.8% in 2000, reflecting
increased mortality in 2002 and 2001. Policy benefits on UL-type products
include interest credited to policyholder accounts, death benefits in excess of
fund balances and changes in unearned revenue reserves. Total policy benefits on
UL-type products increased to 7.8% of average policyholder funds and separate
accounts in 2002 versus 7.3% in 2001 and 7.1% in 2000. The increases in interest
credited of 6.4% and 4.6% in 2002 and 2001 reflect growth in average UL fund
balances of 8.4% and 3.4% in 2002 and 2001 partially offset by lower crediting
rates. Increased sales of products with higher up-front expense charges have
increased deferred revenue, as discussed earlier. Net deferrals of revenue
increased $47.3 in 2002 and $37.8 in 2001.

Death benefits constitute a significant portion of policy benefits. Our
actual mortality experience for UL-type products per thousand dollars of face
amount of insurance in force was $2.07 in 2002, $1.91 in 2001 and $1.83 in 2000.
Increases 1in our retention limit from $1.4 to $2.0 in early 2001 caused our
mortality cost per thousand dollars of face amount of insurance in force to
increase by $0.07 in 2002 and $0.02 in 2001. While this change improved our
overall operating results due to lower premiums paid to reinsurers that flow
primarily through UL and investment product charges, it increases the volatility
of our mortality costs in a given year. To aid our analysis of actual mortality
expense, we recently completed a multi-year study that compared our actual
mortality
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over the past four years to the 1975 -- 1980 Standard Actuarial table. This
study indicates that our mortality experience over the period of the study is

within our expected range, although fluctuating from year to year.

Total expenses (including the net deferral and amortization of DAC and
VOBA) increased 3.7% in 2002 and decreased 5.9% in 2001. The expense details are

as follows:

2002
COMMI S ST 0N S e v v v et e ettt ettt e e e e e e eeaeeeeseeeeeenaaeeeeennenns $ 270.
General and administrative -- acquisition related.......... 87.
General and administrative -- maintenance related.......... 38.
Taxes, licenses and feeS. .. i it ittt ittt e teeeennenns 55.
Total commissions and expenses incurred............eeeeenn.. 452.
Less commissions and expenses capitalized.................. (323.
Amortization of DAC and VOBA. ...ttt ittt ittt ee e 167.
TOtaAl RPN S . v vttt ettt e e e e e eeeeeeeseeeeeenneeeseeeeennnnns $ 296.

2001 2000
5 $ 212.1 $ 207.3
8 79.5 74.3
9 44.5 42.6
4 51.1 46.3
6 387.2 370.5
2) (244.7) (223.9)
5 143.7 157.7

The increase in 2002 expenses reflects higher amortization of DAC and VOBA,
partially offset by improved maintenance expenses. Recent years' growth in the
Individual Products segment is the primary contributor to this increase in
amortization, although there were other items impacting amortization as well.
Better persistency levels in acquired blocks of business caused us to lower
amortization on our fixed UL products by $17.2 in 2002. Partially offsetting

this is a $16.6 increase in amortization on VUL insurance products

due to

limitation of mean reversion techniques as a result of declining equity markets,
as further discussed in the Financial Position section. The expense amounts we
capitalize as DAC include first year commissions, as well as deferrable
acquisition expenses. We generally limit our capitalization of deferrable
acquisition expenses to the lower of product specific pricing allowables or our
actual deferrable acquisition costs. As our sales have increased, pricing
allowables have covered a greater amount of capitalizable acquisition expenses
other than commissions. Increased sales resulted in higher capitalization of

these expenses of $18.9 in 2002 and $13.5 in 2001.

Average Individual Products assets grew 5.3% and 3.0% in 2002

and 2001,

primarily due to sales of fixed UL products and growth in existing UL
policyholder fund balances, partially offset by declines in the market values of

separate account assets of variable products. Average VUL separate
assets decreased 9.2% and 3.6% in 2002 and 2001. Adjusting for the

account
decrease in

market value, net of dividends, year over year, separate account balances would
have increased by approximately 5.6% in 2002 and total fund balances would have

grown by 8.0% in 2002.

Our financial and operating risks for this segment include, among others,
interest spread risks, mortality risks, changes in the underlying assumptions of
DAC and VOBA and the effects of unresolved litigation. We discuss these risks in
more detail in the Financial Position, Capital Resources and Liquidity, and

Market Risk Exposures sections.
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ANNUITY AND INVESTMENT PRODUCTS

Annuity and Investment Products are marketed through most distribution
channels discussed in the Individual Products segment as well as through
financial institutions, investment professionals and annuity marketing
organizations. JPSC markets variable life insurance and variable annuities
written by our insurance subsidiaries and other carriers, and also sells other

securities and mutual funds.

16
Reportable segment results were:
2002 2001 2000 1999 1998
Policy charges, premiums and other
considerations........iiiiiiiiiii i $ 12.2 $ 14.9 $ 26.9 $ 18.5 $ 17.6
Net investment income...........oiiiiiinnn 576.8 533.4 482.2 418.4 425.0
Concession and other income................... 97.3 101.2 119.5 74.4 63.0
Total FeVENUES. . ittt ittt it eenennnnas 686.3 649.5 628.6 511.3 505.6
Policy benefits.... ...t 424.7 385.3 341.6 306.0 299.0
1D G o1 o =T = 138.1 146.2 166.8 101.9 96.9
Total benefits and exXpenses.......c.oueeeeeeeenn. 562.8 531.5 508.4 407.9 395.9
Reportable segment results before income
LU= 5 123.5 118.0 120.2 103.4 109.7
Provision for income taxes...........c.cciiinnn 43.2 41.6 42.3 36.4 38.6
Reportable segment results.........ceeeeeenenn. $ 80.3 $ 76.4 $ 77.9 $ 67.0 $ 71.1
AIP reportable segment results increased 5.1% in 2002 and decreased 1.9% in
2001 as further discussed below.
The following table summarizes key information for AIP:
2002 2001 2000
Fixed annuity premium SalesS. ... ... ee et eeeeenneeeeeeeeeeennns S 994 $1,396 $1,195
Variable annuity premium Sales........ii ittt tnneneeeeennenns 10 26 92
$1,004 $1,422 $1,287
Investment ProduUCh SAleS ...ttt it i e e neeeeeeeeeennnneeeeennens $2,904 $2,803 $3,676
Average policyvholder fund balanCes. ... ...ttt eeeennenneens $7,810 $6,858 $6,338
Average separate account policyholder fund balances......... 481 533 694
$8,291 $7,391 $7,032
Effective investment spreads for fixed annuities............ 1.83% 1.96% 2.14%
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Fixed annuity surrenders as a percentage of beginning fund
o 1= = o K 9.5% 12.7% 21.2%
AVETaAgE ASSEE S . i ittt ittt et ettt ettt e e e $9,00604 $8,138 $7,648

We derive annuity revenues from investment income on segment assets, policy
charges and concession income earned on investment product sales by JPSC. AIP
revenues increased 5.7% in 2002 and 3.3% in 2001, driven by growth in investment
income, partially offset by lower policy charge income. Our policy charge income
continues to decline as our product mix focuses more on products that derive
most of their earnings from investment spreads rather than from policy charges
and as a result of lower surrenders. Net investment income grew 8.1% in 2002 and
10.6% in 2001, which was lower than the growth in average policyholder fund
balances of 13.9% in 2002, primarily due to a decline in new investment yields.
The effect of the prepayments of mortgage backed