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PART |
FINANCIAL INFORMATION

AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

(Dollars In Thousands)

Assets:

Cash and short-terminvestnents
| nvest nent s:
Fi xed maturities - at market
(anortized cost — $10, 355, 240 and $10, 148, 348)
O her stocks - at market
(cost — $175,708 and $174, 959)
I nvestment in investee corporations
Pol i cy | oans
Real estate and other investnents
Total investnents

Recoverabl es fromreinsurers and prepaid
rei nsurance prem uns
Agents' bal ances and preniuns receivable
Def erred acquisition costs
O her receivabl es
Vari abl e annuity assets (separate accounts)
Prepai d expenses, deferred charges and ot her assets
Cost in excess of net assets acquired

Liabilities and Capital:
Unpai d | osses and | oss adj ust nent expenses
Unear ned prem uns
Annui ty benefits accunul at ed
Life, accident and health reserves
Long-term debt :

Hol di ng conpani es

Subsi di ari es
Variable annuity liabilities (separate accounts)
Account s payabl e, accrued expenses and ot her

liabilities

Total liabilities

M nority interest

Shar ehol ders' Equity:
Conmon St ock, no par val ue
- 200, 000, 000 shares authorized
- 67,834,556 and 67,410, 091 shares outstanding
Capi tal surplus
Ret ai ned ear ni ngs
Unreal i zed gain on marketable securities, net
Total sharehol ders' equity

March 31,
2001

$ 210, 948

10, 526, 540

308, 208
23,996
212, 005
253, 229
11, 323, 978

1, 940, 462
706, 746
782, 939
253, 649
472,902
489, 969
324, 603

$16, 506, 196

$ 4,504, 618
1, 482, 400
5, 549, 650

598, 133

566, 977
192, 492
472,902

1, 030, 935
14, 398, 107

518, 784

67, 835
905, 840
438, 730
176, 900

1, 589, 305

$16, 506, 196

Decenber 31,
2000

$ 438,670

10, 164, 648

385, 359
23,996
213, 469
273,994
11, 061, 466

1, 845,171
700, 215
763, 097
240,731
533, 655
513, 616
318, 920

$16, 415, 541

$ 4,515,561
1,414, 492
5, 543, 683

599, 360

584, 869
195, 087
533, 655

972,271
14, 358, 978

508, 033

67,410
898, 066
442, 454
140, 600

1, 548, 530

$16, 415, 541



AMERICAN FINANCIAL GROUP, INC. 10-Q

AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF EARNINGS
(In Thousands, Except Per Share Data)

Three nont hs ended

March 31,
2001 2000
Income:
Property and casualty insurance premn uns $644, 723 $572, 137
Life, accident and health prem uns 69, 158 49, 919
I nvest ment i ncome 208, 552 208, 890
Real i zed | osses on sal es of:
Securities (6,881) (1, 433)
Subsi di ari es (1, 586) -
O her incone 58, 284 54, 632
972, 250 884, 145
Costs and Expenses:
Property and casualty insurance:
Losses and | oss adj ust nent expenses 496, 216 417, 651
Conmi ssions and other underwiting expenses 184,974 178, 432
Annui ty benefits 69, 264 66, 161
Life, accident and health benefits 54, 083 36, 724
I nterest charges on borrowed noney 16, 800 16, 026
O her operating and general expenses 110, 065 98, 544
931, 402 813, 538
Operating earnings before i ncone taxes 40, 848 70, 607
Provi sion for incone taxes 14, 432 23,161
Net operating earnings 26, 416 47, 446
Mnority interest expense, net of tax (9,952) (9, 896)
Equity in net earnings (losses) of investees,
net of tax (3,334) 7,175
Net Earnings $ 13,130 $ 44,725
Earnings per Common Share:
Basi c $.19 $.76
Di | ut ed .19 $.76
Aver age nunber of Common Shares:
Basi c 67,510 58, 466
Di | ut ed 67,933 58, 545
Cash divi dends per Common Share $. 25 $. 25
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY

Bal ance at January 1, 2001

Net ear ni ngs
Change in unrealized
Conpr ehensi ve i ncome

Di vi dends on Conmon St ock
Shares i ssued:
Exerci se of stock options
Enpl oyee stock purchase pl an
Retirenent plan contributions
Directors fees paid in stock
Tax effect of interconpany dividends
Q her

Bal ance at March 31, 2001

Bal ance at January 1, 2000

Net ear ni ngs
Change in unrealized
Conpr ehensi ve i ncone

Di vi dends on Conmmon St ock

Shares i ssued:
Enpl oyee stock purchase pl an
Retirenent plan contributions
Directors fees paid in stock

Tax effect of interconpany dividends

(Dollars in Thousands)

Repurchase of trust preferred securities -

O her

Bal ance at March 31, 2000

Common St ock Unrealized
Common and Capital Ret ai ned Gain (Loss)

Shar es Sur pl us Earnings on Securities Tot al

67, 410, 091 $965, 476 $442, 454 $140, 600 $1, 548, 530
- - 13, 130 - 13, 130

- - - 36, 300 36, 300

49, 430
- - (16, 854) - (16, 854)
22,842 491 - - 491

15, 022 385 - - 385
385, 277 9,149 - - 9,149
996 24 - - 24
- (1, 600) - - (1, 600)
328 (250) - - (250)

67,834, 556 $973, 675 $438, 730 $176, 900 $1, 589, 305
58, 419, 952 $800, 640 $557, 538 ($18, 200) $1, 339, 978
- - 44,725 - 44,725
- - - (23, 000) (23, 000)
21,725
- - (14, 607) - (14, 607)
22,945 527 - - 527

99, 716 2,119 - - 2,119

930 24 - - 24
- (1, 600) - - (1, 600)

- 156 - 156

- 91 - - 91

58, 543, 543 $801, 801 $587, 812 ($41, 200) $1, 348, 413
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

Operating Activities:

Net ear ni ngs
Adj ust ment s:

Equity in net (earnings)

(In Thousands)

Three nont hs ended

| osses of investees

Depreci ati on and anorti zation
Annui ty benefits
Changes in reserves on assets

Real i zed
Def erred
Decr ease
Decr ease
I ncrease
I ncrease
I ncrease
O her,

gains on i

nvesting activities

annuity and life policy acquisition costs

in reinsurance and ot her

(i ncrease)
(decrease)
in other |
(decrease)

net

Investing Activities:
Pur chases of and additiona

recei vabl es

in other assets

in insurance clains and reserves
iabilities

in mnority interest

i nvestnents in:

Fi xed maturity investnents
Equity securities

Rea

est at e,

property and equi pnent

Maturities and redenptions of fixed maturity
i nvestnents

Sal es of:

Fi xed maturity investnents
Equity securities
Subsi di ari es

Rea

est at e,

property and equi pnent

Cash and short-terminvestnents of forner
subsi di ari es
Decr ease (increase)

Financing Activities:

i n other

i nvest nent s

Fi xed annuity receipts

Annui ty surrenders,

benefits and w t hdrawal s

Net transfers from (to) variable annuity assets
| ong-t erm borrow ngs

Addi ti ona

Reducti ons of

| ong-t erm debt

| ssuances of Comon St ock
Repur chases of trust
Cash di vi dends paid

of period

Cash and short-terminvestnents at

preferred securities

Net Decrease in Cash and Short-term Investments

begi nni ng

Cash and short-terminvestnments at end of period

March 31,

2001 2000
$ 13, 130 $ 44,725
3,334 (7,175)
36, 574 30, 580
69, 264 66, 161
4,637 1, 088
(6,840) (7,611)
(35, 551) (33,668)
797 124, 728
(19, 934) 13, 844
74,616 (50, 957)
35, 660 4,542
4,260 (1,515)
3,491 (1, 215)
183, 438 183, 527
(544, 186) (601, 115)
(2,571) (14, 786)
(13, 278) (18, 935)
131, 547 154, 704
194, 182 227, 797
4,679 19, 265

22,000 R
24,562 1,504

(132, 858) -
673) 5, 486
(316, 596) (226, 080)
126, 223 126, 416
(186, 921) (192, 820)
2,929 (21, 453)
26, 842 44,091
(47,601) (610)
818 448
- (2,313)
(16, 854) (14, 607)
(94, 564) (60, 848)
(227,722) (103, 401)
438, 670 390, 630
$210,948  $287,229
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Accounting Policies

Basis of Presentation The acconpanyi ng consol i dated financi al statenents for

Ameri can Financial Goup, Inc. ("AFG') and subsidiaries are unaudited; however
managenent believes that all adjustnents (consisting only of normal recurring
accrual s unl ess otherw se di scl osed herein) necessary for fair presentation have
been nade. The results of operations for interimperiods are not necessarily

i ndicative of results to be expected for the year. The financial statenents
have been prepared in accordance with the instructions to Form 10-Q and
therefore do not include all information and footnotes necessary to be in
conformity with generally accepted accounting principles.

Certain reclassifications have been nade to prior years to conformto the
current year's presentation. Al significant interconmpany bal ances and
transacti ons have been elimnated. All acquisitions have been treated as
purchases. The results of operations of companies since their formation or
acquisition are included in the consolidated financial statenents.

The preparation of the financial statements requires nanagenent to nmake
estimates and assunptions that affect the anpbunts reported in the financia
statements and acconpanyi ng notes. Changes in circunmstances could cause actua
results to differ materially fromthose estinates.

Investments All fixed maturity securities are considered "avail able for sale"
and reported at fair value with unrealized gains and | osses reported as a
separ at e conponent of sharehol ders' equity. Short-terminvestnents are carried
at cost; loans receivable are carried primarily at the aggregate unpaid bal ance.
Prem ums and di scounts on nortgage-backed securities are anortized over their
expected average |lives using the interest nethod.

Gains or |osses on sales of securities are recognized at the time of disposition
with the amount of gain or |oss deternmined on the specific identification basis.
VWen a decline in the value of a specific investnment is considered to be other
than temporary, a provision for inpairnent is charged to earnings and the
carrying value of that investnent is reduced.

Investment in Investee Corporations | nvestments in securities of 20% to 50% owned
conpani es are generally carried at cost, adjusted for AFG s proportionate share
of their undistributed earnings or |osses.

Due to Chiquita's announced intention to pursue a plan to restructure its public
debt, AFG wote down its investnment in Chiquita combn stock to narket val ue at
December 31, 2000, and nay suspend accounting for Chiquita under the equity

nmet hod pendi ng resolution of the current uncertainty.

Cost in Excess of Net Assets Acquired The excess of cost of subsidiaries and investees

over AFG s equity in the underlying net assets ("goodwill") is being anortized
over periods of 20 to 40 years. In February 2001, the Financial Accounting

St andards Board issued a proposal to elimnate the anortization of goodw Il and
require that goodwill be tested for inpairment.

Insurance As di scussed under "Reinsurance" below, unpaid | osses and | oss

adj ust ment expenses and unearned preni uns have not been reduced for reinsurance
recoverable. To the extent that unrealized gains (losses) fromsecurities
classified as "available for sale" would result in adjustnments to deferred

acqui sition costs and policyholder liabilities had those gains (losses) actually
been realized, such bal ance sheet anounts are adjusted, net of deferred taxes.

6
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Reinsurance I n the normal course of business, AFG s insurance subsidiaries
cede reinsurance to other conpanies to diversify risk and limt maxi mum| oss
arising fromlarge clains. To the extent that any reinsuring conpanies are
unable to neet obligations under the agreenments covering reinsurance ceded,

AFG s insurance subsidiaries would remain |liable. Amunts recoverable from
reinsurers are estimated in a manner consistent with the claimliability
associated with the reinsured policies. AFG s insurance subsidiaries report as
assets (a) the estimated rei nsurance recoverabl e on unpaid | osses, including an
estimate for | osses incurred but not reported, and (b) anpunts paid to
reinsurers applicable to the unexpired terns of policies in force. AFG s

i nsurance subsidiaries al so assunme rei nsurance from other conpanies. Income on
rei nsurance assuned i s recogni zed based on reports received from cedi ng

rei nsurers.

Deferred Acquisition Costs Policy acquisition costs (principally conm ssions,
prem um taxes and other underwiting expenses) related to the production of new
busi ness are deferred ("DPAC'). For the property and casualty conpani es, DPAC
is limted based upon recoverability w thout any consideration for anticipated
i nvest nent i ncone and is charged against inconme ratably over the terns of the

related policies. DPAC related to annuities and universal life insurance
products is anortized, with interest, in relation to the present val ue of
expected gross profits on the policies. DPAC related to traditional life and

health insurance is anortized over the expected prem um payi ng period of the
related policies, in proportion to the ratio of annual prem umrevenues to tota
antici pated pren um revenues.

Unpaid Losses and Loss Adjustment Expenses The net liabilities stated for unpaid
clainms and for expenses of investigation and adjustnent of unpaid clains are
based upon (a) the accunul ation of case estinmates for | osses reported prior to
the close of the accounting period on the direct business witten; (b) estinates
recei ved from ceding reinsurers and insurance pools and associ ations;

(c) estimates of unreported | osses based on past experience; (d) estimates based
on experience of expenses for investigating and adjusting clains and (e) the
current state of the law and coverage litigation. These liabilities are subject
to the inmpact of changes in claimanbunts and frequency and other factors. In
spite of the variability inherent in such estimtes, nanagenent believes that
the liabilities for unpaid | osses and | oss adj ust ment expenses are adequate.
Changes in estimates of the liabilities for | osses and | oss adjustnment expenses
are reflected in the Statement of Earnings in the period in which determ ned.

Annuity Benefits Accumulated Annuity receipts and benefit payments are recorded
as increases or decreases in "annuity benefits accunul ated" rather than as
revenue and expense. Increases in this liability for interest credited are
charged to expense and decreases for surrender charges are credited to other
i ncomne.

Life, Accident and Health Reserves Liabilities for future policy benefits under
traditional life, accident and health policies are conputed using the net |eve
prem um nmet hod. Conputations are based on anticipated i nvestment yield,
nortality, morbidity and surrenders and include provisions for unfavorable
devi ations. Reserves established for accident and health clains are nodified as
necessary to refl ect actual experience and devel opi ng trends.

Variable Annuity Assets and Liabilities Separate accounts related to variable
annuities represent deposits invested in underlying investnment funds on which
Great Anerican Financial Resources, Inc. ("GAFRI "), an 83% owned subsidiary,
earns a fee. The investnment funds are selected and may be changed only by the
pol i cyhol der.

7
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Premium Recognition Property and casualty preniuns are earned over the terns
of the policies on a pro rata basis. Unearned prem unms represent that portion
of premiuns witten which is applicable to the unexpired terns of policies in
force. On reinsurance assuned from ot her insurance conpanies or witten through
various underwiting organizations, unearned prem uns are based on reports

recei ved from such conpani es and organi zati ons. For traditional life, accident
and health products, premunms are recogni zed as revenue when legally collectible
from policyholders. For interest-sensitive life and universal |ife products,

prem unms are recorded in a policyholder account which is reflected as a
liability. Revenue is recognized as ampbunts are assessed agai nst the
pol i cyhol der account for nortality coverage and contract expenses.

Policyholder Dividends Di vi dends payabl e to policyhol ders are included in
"Accounts payabl e, accrued expenses and other liabilities" and represent
estimates of ampbunts payabl e on participating policies which share in favorable
underwriting results. The estimate is accrued during the period in which the
related premumis earned. Changes in estimates are included in income in the
peri od determ ned. Policyhol der dividends do not becone legal liabilities
unl ess and until declared by the boards of directors of the insurance conpanies.

Minority Interest For bal ance sheet purposes, mnority interest represents the

i nterests of noncontrolling shareholders in AFG subsidiaries, including Anerican
Fi nanci al Corporation ("AFC') preferred stock and preferred securities issued by
trust subsidiaries of AFG  For incone statenent purposes, mnority interest
expense represents those shareholders' interest in the earnings of AFG
subsidiaries as well as AFC preferred dividends and accrued distributions on the
trust preferred securities.

Income Taxes AFC files consolidated federal income tax returns which include all
80% owned U.S. subsidiaries, except for certain life insurance subsidiaries and
their subsidiaries. Because holders of AFC Preferred Stock hold in excess of
20% of AFC s voting rights, AFG (parent) and its direct subsidiary, AFC Hol ding
Conpany ("AFC Hol di ng" or "AFCH'), own |l ess than 80% of AFC, and therefore, file
separate returns.

Deferred incone taxes are calculated using the liability nethod. Under this

nmet hod, deferred inconme tax assets and liabilities are determ ned based on

di fferences between financial reporting and tax bases and are neasured using
enacted tax rates. Deferred tax assets are recognized if it is nore likely than
not that a benefit will be realized.

Stock-Based Compensation As pernitted under Statenent of Financial Accounting
Standards ("SFAS') No. 123, "Accounting for Stock-Based Conmpensation," AFG
accounts for stock options and ot her stock-based conpensation plans using the
intrinsic value based method prescribed by Accounting Principles Board Opinion
No. 25, "Accounting for Stock |ssued to Enployees."

Benefit Plans AFG provi des retirement benefits to qualified enpl oyees of

partici pating conpani es through contributory and noncontributory defined
contribution plans contained in AFG s Retirement and Savings Plan. Under the
retirement portion of the plan, conpany contributions are invested primarily in
securities of AFG and affiliates. Under the savings portion of the plan, AFG
mat ches a specific portion of enployee contributions. Contributions to benefit
pl ans are charged agai nst earnings in the year for which they are decl ared.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

AFG and nmany of its subsidiaries provide health care and life insurance benefits
to eligible retirees. AFG al so provides postenpl oyment benefits to forner or

i nactive enployees (primarily those on disability) who were not deened retired
under other conpany plans. The projected future cost of providing these
benefits is expensed over the period the enpl oyees earn such benefits.

Derivatives Effective October 1, 2000, AFG inplenmented SFAS No. 133, "Accounting
for Derivative Instruments and Hedgi ng Activities", which establishes accounting
and reporting standards for derivative instruments (including derivative
instruments that are enbedded in other contracts) and for hedging activities.
Prior year financial statenents were not restated. SFAS No. 133 generally
requires that derivatives (both assets and liabilities) be recognized in the

bal ance sheet at fair value with changes in fair value included in current
ear ni ngs.

Derivatives included in AFG s Bal ance Sheet consist primarily of investnents in
conmon stock warrants (included in other stocks), the equity-based conmponent of
certain annuity products (included in annuity benefits accunul ated) and cal
options (included in other investnents) used to mitigate the risk enbedded in

t he equity-indexed annuity products.

Earnings Per Share Basic earni ngs per share is cal cul ated using the wei ghted
average nunber of shares of common stock outstanding during the period. The
cal cul ati on of diluted earnings per share includes 423,000 shares in 2001 and
79, 000 shares in 2000 representing the dilutive effect of common stock options.

Statement of Cash Flows For cash fl ow purposes, "investing activities" are defined
as maki ng and collecting | oans and acquiring and di sposi ng of debt or equity
instrunments and property and equi pnent. "Financing activities" include

obt ai ni ng resources fromowners and providing themwth a return on their

i nvest nents, borrowi ng noney and repayi ng anounts borrowed. Annuity receipts,
benefits and withdrawal s are also reflected as financing activities. Al other
activities are considered "operating". Short-terminvestnments having origina
maturities of three nonths or | ess when purchased are considered to be cash
equi val ents for purposes of the financial statements.

Sale of Subsidiaries

Japanese division | n Decenber 2000, AFG agreed to sell its Japanese property and
casualty division to Mtsui Marine & Fire |Insurance Conpany of Anerica for
approximately $22 million in cash and recorded a $10.7 nmillion pretax |oss on

the sale. Upon conpletion of the sale in March 2001, AFG realized an additiona
pretax loss of $1.6 mllion and deferred a gain of approximately $21 nmillion on
ceded i nsurance which is being recognized over the estinmated settlenent period
(wei ghted average of 4 years) of the ceded clains. At the sane tinme, a

rei nsurance agreerment under which Great Anmerican |Insurance ceded a portion of
its pool of insurance to Mtsui was terninated. The Japanese division generated
net witten prem uns of approximately $60 million per year to Great American
while Great Anerican ceded approxi mately $45 million per year to Mtsui
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Segments of Operations AFG s property and casualty group is engaged primarily in
private passenger autonobile and specialty insurance busi nesses. The Persona
group wites nonstandard and preferred/standard private passenger auto and ot her
personal insurance coverage. The Specialty group includes a highly diversified
group of specialty business units. Sone of the nore significant areas are

i nl and and ocean marine, California workers' conpensation, agricultural-related
coverages, executive and professional liability, fidelity and surety bonds,
collateral protection, and unbrella and excess coverages. AFG s annuity and
life business markets primarily retirenment products as well as life and

suppl enental health insurance. In addition, AFG owns a significant portion of
the voting equity securities of Chiquita Brands International, Inc. (an investee
corporation — see Note D).

The followi ng table (in thousands) shows AFG s revenues and operating profit
(loss) by significant business segnent. Operating profit (loss) represents
total revenues | ess operating expenses.

Three nont hs ended

March 31,
2001 2000
Revenues (a)
Property and casualty insurance:
Prem unms ear ned:
Per sonal $327, 632 $297, 313
Specialty 316, 307 274, 823
QO her lines — primarily discontinued 784 1
644, 723 572, 137
I nvest nent and ot her income 107, 335 121, 167
752, 058 693, 304
Annuities and life (b) 217,030 187, 337
O her 3,162 3,504
$972, 250 $884, 145
Operating Profit (Loss)
Property and casualty insurance:
Underwriting:
Per sonal ($ 27,782) ($10, 933)
Speci alty (2,230) (10, 498)
O her lines — primarily discontinued (6, 455) (2,515)
(36, 467) (23, 946)
I nvest ment and ot her incone 75, 202 84,525
38,735 60, 579
Annuities and life 30,123 27,514
O her (c) (28, 010) (17, 486)
$ 40, 848 $ 70,607

(a) Revenues include sales of products and services as well

earned by the respective segnents.

(b) Represents primarily investnent incormre.

(c¢) Includes hol di ng conpany expenses.

10
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Investee Corporations | nvestnent in investee corporations reflects AFG s ownership
of 24 mllion shares (33% of Chiquita conmon stock. The market value of this
i nvestment was $31 million and $24 million at March 31, 2001 and Decenber 31,
2000, respectively. Chiquita is a |leading international marketer, producer and
di stributor of quality fresh fruits and vegetabl es and processed foods.

Sunmari zed financial information for Chiquita follows (in mllions):

Three nont hs ended March 31,

2001 2000
Net Sal es $577 $658
Operating | ncone 38 68
Net | ncone 4 35
Net | ncome Attributed to Common Shares 0.4 31

In January 2001, Chiquita announced a restructuring initiative that included

di scontinuing all interest and principal payments on its public debt. |If
successful, the restructuring would result in the conversion of a significant
portion of Chiquita's $862 mllion in public debt into common equity. Although
the intended restructuring would not inpact Chiquita's day-to-day operations, it
woul d adversely affect the holders of its stock, including AFG

Start-up manufacturing businesses Si nce 1998, AFG subsidi aries have nade | oans to two
start-up manufacturing busi nesses which were previously owned by unrel at ed
third-parties. During 2000, the fornmer owners chose to forfeit their equity
interests to AFG rather than invest additional capital. In the fourth quarter
of 2000, AFG sold the equity interests to a group of enployees for nom nal cash
consi deration plus warrants to repurchase a significant ownership interest. Due
to the absence of significant financial investnment by the buyers relative to the
amount of debt owed to AFG subsidiaries, the sale was not recognized as a

di vestiture for accounting purposes. Assets of the businesses transferred
(approximately $55 million at March 31, 2001 and Decenber 31, 2000) are included
in other assets; liabilities of the businesses transferred (approxi mtely

$7 mllion at March 31, 2001 and Decermber 31, 2000, after elimnation of |oans
from AFG subsidiaries) are included in other liabilities. AFGs equity in the

| osses of these two companies during the first quarter of 2001 of $3.3 million
is included in investee | osses in the statement of earnings.

Long-Term Debt The carryi ng val ue of |ong-term debt consisted of the follow ng
(in thousands):

March 31, Decenber 31,

2001 2000

Hol di ng Conpani es:
AFG 7-1/ 8% Seni or Debentures due April 2009 $300, 976 $300, 931
AFG 7-1/ 8% Seni or Debentures due Decenmber 2007 79, 600 79, 600
AFC not es payabl e under bank |ine 160, 000 178, 000
APU 10- 7/ 8% Subor di nat ed Notes due May 2011 11, 597 11,611
Q her 14, 804 14,727
$566, 977 $584, 869

Subsi di ari es:

GAFRI 6- 7/ 8% Seni or Notes due June 2008 $100, 000 $100, 000
GAFRI notes payabl e under bank |ine 53,100 48, 500
Not es payabl e secured by real estate 24,396 31, 201
Q her 14, 996 15, 386
$192, 492 $195, 087
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AMERICAN FINANCIAL GROUP, INC. 10-Q
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
At March 31, 2001, sinking fund and ot her schedul ed principal paynents on debt

for the balance of 2001 and the subsequent five years were as follows (in
mllions):

Hol di ng

Conpani es Subsi di ari es Tot a
2001 $ 1.4 $1.0 $ 2.4
2002 170. 4 1.5 171.9
2003 - 1.5 1.5
2004 - 61.5 61.5
2005 - 10.0 10.0
2006 - .7 .7

Debent ures purchased i n excess of schedul ed paynents may be applied to satisfy
any sinking fund requirement. The schedul ed principal payments shown above
assune that debentures previously purchased are applied to the earliest
schedul ed retirenents.

AFC and GAFRI each have an unsecured credit agreement with a group of banks
under which they can borrow up to $300 million and $155 nmillion, respectively.
Borrowi ngs bear interest at floating rates based on prine or Eurodollar rates.
Loans nmature in Decenber 2002 under the AFC credit agreement and in Decenber
2004 under the GAFRI credit agreenent.

Minority Interest M nority interest in AFG s bal ance sheet is conprised of the
followi ng (in thousands):

March 31, Decenber 31,

2001 2000
Interest of noncontrolling sharehol ders
in subsidiaries' commobn stock $129, 967 $119, 216
Preferred securities issued by
subsidiary trusts 316, 663 316, 663
AFC preferred stock 72,154 72,154
$518, 784 $508, 033

Preferred Securities Whol | y-owned subsidiary trusts of AFG and GAFRI have i ssued
preferred securities and, in turn, purchased a |ike anmount of subordinated debt
whi ch provides interest and principal payments to fund the respective trusts
obligations. The preferred securities nust be redeenmed upon maturity or
redenmpti on of the subordi nated debt. AFG and GAFRI effectively provide
uncondi ti onal guarantees of their respective trusts' obligations.

The preferred securities consisted of the following (in thousands):

Dat e of March 31, Decenber 31, Opt i onal

| ssuance | ssue (Maturity Date) 2001 2000 Redenpti on Dates

Cct ober 1996 AFCH 9-1/8% TOPr S (2026) $98, 750 $98, 750 On or after 10/22/2001
Novenber 1996 GAFRI 9-1/4% TOPrS (2026) 72,913 72,913 On or after 11/7/2001
March 1997 GAFRI 8-7/8% Pfd (2027) 70, 000 70, 000 On or after 3/1/2007
May 1997 GAFRI  7-1/ 4% ROPES (2041) 75, 000 75, 000 After 9/28/2001

AFC Preferred Stock AFC s Preferred Stock is voting, cunulative, and consists of
the foll ow ng:

Series J, no par value; $25.00 |iquidating value per share; annua

di vi dends per share $2.00; redeemable at AFC s option at $25.75 per
share begi nni ng Decenber 2005 declining to $25.00 at Decenber 2007 and
thereafter; 2,886,161 shares (stated value $72.2 nmillion) outstanding
at March 31, 2001 and Decenber 31, 2000
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Minority Interest Expense M nority interest expense is conprised of (in thousands):

Three nont hs ended
March 31,
2001 2000

Interest of noncontrolling sharehol ders

in earnings of subsidiaries $4, 131 $3, 971
Accrued distributions by subsidiaries

on preferred securities:

Trust issued securities, net of tax 4,378 4,482
AFC preferred stock 1, 443 1, 443
$9, 952 $9, 896

Shareholders® Equity At March 31, 2001, there were 67, 834,556 shares of AFG Conmon
St ock outstanding, including 1,363,192 shares held by Anmerican Premer for
possi bl e distribution to certain creditors and other clainmants upon proper claim
presentation and settlenent pursuant to the 1978 plan of reorganization of
American Premier's predecessor, The Penn Central Corporation. Shares being held
for distribution are not eligible to vote but otherw se are accounted for as

i ssued and outstanding. AFGis authorized to issue 12.5 nmillion shares of
Voting Preferred Stock and 12.5 nillion shares of Nonvoting Preferred Stock

each w t hout par val ue.

At March 31, 2001, there were 6.8 mllion shares of AFG Conmon Stock reserved
for issuance upon exercise of stock options. As of that date, AFG had options
for 6.3 million shares outstanding. Options generally becone exercisable at the
rate of 20% per year conmenci ng one year after grant; those granted to non-

enpl oyee directors of AFG are fully exercisable upon grant. All options expire
ten years after the date of grant.

The change in unrealized gain (loss) on narketable securities for the three

nmont hs ended March 31 included the following (in mllions):
Mnority
Pr et ax Taxes I nt erest Net
2001
Unreal i zed hol di ng gains on securities
arising during the period $59.0 ($20. 6) (%6.4) $32.0
Recl assi fication adjustment for
realized | osses included in net income 6.9 (2.4) (.2) 4.3
Change in unrealized gain on
mar ket abl e securities, net $65.9 ($23.0) ($6.6) $36. 3
2000
Unrealized hol ding | osses on securities
arising during the period (%40.3) $14.5 $2.2 ($23. 6)
Recl assi fication adjustment for
realized | osses included in net income 1.4 (.5) (.3) .6
Change in unrealized gain (loss) on
mar ket abl e securities, net ($38.9) $14.0 $1.9 ($23.0)

Commitments and Contingencies There have been no significant changes to the
matters di scussed and referred to in Note L "Conmitments and Contingenci es" of
AFG s Annual Report on Form 10-K for 2000.
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ITEM 2

Management's Discussion and Analysis
of Financial Condition and Results of Operations

GENERAL

AFG and its subsidiaries, AFC Hol ding, AFC and Anerican Premier, are organized
as hol ding conmpanies with alnost all of their operations being conducted by
subsi diaries. These parent corporations, however, have continui ng cash needs
for adm nistrative expenses, the payment of principal and interest on

borrow ngs, sharehol der dividends, and taxes. Therefore, certain analyses are
best done on a parent only basis while others are best done on a tota
enterprise basis. In addition, since nost of its businesses are financial in
nature, AFG does not prepare its consolidated financial statements using a
current-noncurrent format. Consequently, certain traditional ratios and
financial analysis tests are not neani ngful

IT Initiative In 1999, AFGinitiated an enterprise-w de study of its information
technology ("IT") resources, needs and opportunities. The initiative entails
extensive effort and costs. While the costs precede the expected savings,
management believes the benefits in efficiencies and effectiveness will exceed
the costs incurred, all of which have been and will be funded through avail abl e
wor ki ng capi tal

Forward-Looking Statements The Private Securities Litigation Reform Act of 1995
provi des a safe harbor for forward-Iooking statements. Some of the forward-

| ooki ng statenents can be identified by the use of forward-Iooking words such as
"bel i eves", "expects", "may", "will", "should", "seeks", "intends", "plans",
"estimates", "anticipates" or the negative version of those words or other
conparabl e term nol ogy. Actual results could differ materially fromthose
contained in or inplied by such forward-1ooking statements for a variety of
factors including:

changes in economic conditions, including interest rates, performance of
securities markets, and the availability of capital

regul atory actions;

changes in |l egal environment;

tax | aw changes;

| evel s of catastrophes and ot her mmjor |osses;

adequacy of | oss reserves;

avai lability of reinsurance; and

conpetitive pressures, including the ability to obtain rate increases.

Forwar d- | ooki ng statenents speak only as of the date made. AFG undertakes no
obligations to update any forward-1|ooking statements to reflect events or
circunstances arising after the date on which they are made.

LIQUIDITY AND CAPITAL RESOURCES

Ratios AFG s debt to total capital ratio (at the parent hol ding conpany |evel)
was approxi mately 24% at March 31, 2001 and 25% at Decenber 31, 2000. AFG s
rati o of earnings to fixed charges (on a total enterprise basis) was 2.06 for
the first three months of 2001 and 1.63 for the entire year of 2000.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

Sources of Funds Managenent believes the parent hol di ng conpani es have sufficient
resources to neet their liquidity requirenents, primarily through funds
generated by their subsidiaries' operations. |If funds provided by subsidiaries
t hrough divi dends and tax payments are insufficient to nmeet fixed charges in any
peri od, the hol ding conmpani es would be required to generate cash through

borrow ngs, sales of securities or other assets, or simlar transactions.

AFC has a revolving credit agreenent with several banks under which it can
borrow up to $300 million. This credit line provides anmple liquidity and can be
used to obtain funds for operating subsidiaries or, if necessary, for the parent
conpani es. There was $160 nillion borrowed under the line at March 31, 2001 and
$212 mllion at May 1, 2001

Di vi dend payments from subsidiari es have been very inportant to the liquidity
and cash flow of the individual holding conpanies during certain periods in the
past. However, the reliance on such dividend paynents has been | essened in
recent years by the conbination of (i) reductions in the anmpunts and cost of
debt at the hol ding conpanies fromhistorical levels (and the rel ated decrease
i n ongoi ng cash needs for interest and principal paynents), (ii) AFG s ability
to obtain financing in capital markets, as well as (iii) the sales of certain
noncore investments.

Investments Approxi mately 92% of the fixed maturities held by AFG were rated
"investment grade" (credit rating of AAA to BBB) by nationally recognized rating
agenci es at March 31, 2001. Investnent grade securities generally bear |ower

yi el ds and | ower degrees of risk than those that are unrated and noni nvest nent
grade. Managenent believes that the high quality investnent portfolio should
generate a stable and predictable investment return

AFG s equity securities are concentrated in a relatively linmted nunmber of major
positions. This approach allows managenent to nore cl osely nonitor the
conpani es and the industries in which they operate.

RESULTS OF OPERATIONS

General Pretax operating earnings for the first quarter of 2001 were

$40.8 mllion conpared to $11.2 million for the fourth quarter of 2000 and

$70.6 mllion for the first quarter of 2000. Pretax operating earnings inproved
conpared to the fourth quarter of 2000 due primarily to decreased realized

| osses and i nproved underwiting results. The decrease in pretax operating

ear nings conmpared to the first quarter of 2000 reflects a decline in the
Personal group's underwiting results and increased realized | osses.

Many investors and anal ysts focus on "core earnings" of companies, setting aside
certain items included in net earnings. Such "core earnings" for AFG

consi sting of net earnings adjusted to exclude (i) realized gains (losses),

(ii) equity in investee earnings (losses) and (iii) a fourth quarter 2000
accounting change were $21.8 nmillion ($.32 per share, diluted) in the first
quarter of 2001 conpared to $14.3 mllion ($.24 per share) in the fourth quarter
of 2000 and $38.3 million ($.65 per share) in the first quarter of 2000.

Property and Casualty Insurance - Underwriting AFG s property and casualty group
consists of two mmjor business groups: Personal and Specialty.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

The Personal group sells nonstandard and preferred/standard private passenger
auto insurance and, to a | esser extent, honmeowners' insurance. Nonstandard

aut onobi |l e i nsurance covers risk not typically accepted for standard autonobile
coverage because of the applicant's driving record, type of vehicle, age or
other criteria.

The Specialty group includes a highly diversified group of business lines. Sone
of the nore significant areas are inland and ocean marine, California workers
conpensation, agricultural-related coverages, executive and professiona
liability, fidelity and surety bonds, collateral protection, and unbrella and
excess cover ages.

Underwriting profitability is measured by the conmbined ratio which is a sum of
the ratios of underwiting | osses, |oss adjustnent expenses, underwiting
expenses and policyhol der dividends to prem unms. Wen the conmbined ratio is
under 100% underwiting results are generally considered profitable; when the
ratio is over 100% underwiting results are generally considered unprofitable.
The conbined ratio does not reflect investment incone, other income or federa

i ncome taxes.

For certain lines of business and products where the credibility of the range of
| oss projections is less certain (primarily the various specialty businesses
listed above), nmanagenent believes that it is prudent and appropriate to use
conservative assunptions until such tine as the data, experience and projections
have nore credibility, as evidenced by data vol ume, consistency and maturity of
the data. While this practice mtigates the risk of adverse devel opnent on this
business, it does not elimnate it.

Net witten prem uns and conbined ratios for AFG s property and casualty
i nsurance subsidiaries were as follows (dollars in mllions):

Three nont hs ended

March 31,
2001 2000
Net Witten Prem uns (GAAP)
Per sonal $370.5 $349. 8
Specialty 356. 6(a) 297.7
O her lines - -
$727.1 $647.5
Conbi ned Rati os (GAAP) (b)
Per sonal 108. 5% 103. 7%
Speci alty 100. 6 103.8
Aggregate (including discontinued |ines) 105.6 104.2
(a) Before a reduction of $29.7 million for unearned prem um transfer

related to the sale of the Japanese divi sion.

(b) Conbined ratios for the fourth quarter of 2000 were: Personal - 111.0%
Specialty - 104.3% Aggregate - 106.1% Conbined ratios for the entire
year of 2000 were: Personal — 108.6% Specialty — 107.9% Aggregate —
108. 0%

Personal The Personal group's increase in net witten premuns reflects the

i npact of significant rate increases inplemented prinarily in the second hal f of
2000, partially offset by | ower business volunme. The conbined ratio inproved
conpared to the 2000 fourth quarter due primarily to the inmpact of these rate
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

i ncreases. The increase in the conbined ratio conpared to the first quarter of
2000 reflects the inmpact of inadequate rates on policies witten during the
first part of 2000. To further inprove underwiting results, AFG inplenented
rate increases averaging 5%in the first quarter of 2001 and expects rate

i ncreases to be in excess of 10% by the end of 2001.

Specialty The Specialty group's increase in net witten premiuns reflects the

i npact of rate increases inplenmented in 2000 and 2001 and the realization of
grow h opportunities in certain commercial nmarkets. In its California workers
conpensati on busi ness, AFG inplemented rate increases averagi ng 40% on renewal s
in the first quarter 2001 and expects rate increases of at |east 30% on renewal s
in this business during the second quarter. Rate increases inplenented in the
ot her specialty operations averaged 17% for the first quarter of 2001. The

i mprovenent in the conbined ratio conpared to both the fourth and first quarters
of 2000 reflects the inpact of these rate increases. Excluding the California
wor kers' conpensati on busi ness, the Specialty group's conmbined ratio for the
first quarter of 2001 was 98. 0%

Life, Accident and Health Premiums and Benefits The increase in life, accident and
heal th prem uns and benefits is due prinarily to increased sal es of suppl enenta
heal t h i nsurance products.

Real Estate Operations AFG s subsidiaries are engaged in a variety of real estate
operations including hotels, apartments, office buildings and recreationa
facilities; they also own several parcels of |and. Revenues and expenses of

t hese operations, including gains and | osses on disposal, are included in AFG s
statenment of earnings as shown below (in mllions).

Three nont hs ended

March 31,
2001 2000
O her incone $32.0 $17.9
O her operating and general expenses 15.0 14. 3
I nterest charges on borrowed noney .7 .7
Mnority interest expense, net 1.9 .2

O her inconme includes net pretax gains on the sale of real estate assets of
$15.3 million in the first quarter of 2001 and $2.1 nmillion in the first quarter
of 2000.

Other Income O her incone increased $3.7 million (7% in the first quarter of
2001 conpared to 2000 due primarily to increased income fromthe sale of rea
estate which exceeded i ncome fromthe sale of operating assets and | ease
residuals in the first quarter of 2000.

Realized Gains Real i zed capital gains have been an inportant part of the return
on investments in marketable securities. |ndividual securities are sold
creating gains and | osses as market opportunities exist.

Under Statement of Financial Accounting Standards ("SFAS') No. 133, which was
adopted as of Cctober 1, 2000, warrants to purchase conmon stock of publicly
traded conpanies are generally considered derivatives and narked to narket

t hrough current earnings as realized gains and | osses. Realized |osses on sales
of securities includes $.8 mllion in |osses recogni zed during the first quarter
of 2001 to adjust the carrying value of AFG s investnent in warrants to market
val ue at March 31, 2001
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

Loss on Sale of Subsidiaries 1 n 2001, AFG recognized a $1.6 nmillion pretax |oss
representing an adjustment to the fourth quarter 2000 | oss recorded on the sale
of its Japanese division

Annuity Benefits Annuity benefits reflect anpbunts accrued on annuity

pol i cyhol ders' funds accurmul ated. The npjority of GAFRI's fixed rate annuity
products permt GAFRI to change the crediting rate at any tinme (subject to

m ni mum i nterest rate guarantees of 3% or 4% per annum). As a result,
managenent has been able to react to changes in market interest rates and
maintain a desired interest rate spread.

GAFRI's equity-indexed fixed annuities provide policyholders with a crediting
rate tied, in part, to the performance of an existing stock market index. GAFR
attenpts to mtigate the risk in the equity-based conponent of these products

t hrough the purchase of call options on the appropriate index. GAFRI's strategy
is designed so that an increase in the liabilities due to an increase in the
mar ket index will be substantially offset by unrealized gains on the cal
options. Under SFAS No. 133, both the equity-based conponent of the annuities
and the related call options are considered derivatives and marked to narket

t hrough current earnings as annuity benefits. Adjusting these derivatives to
mar ket value had virtually no net effect on annuity benefits during the first
quarter of 2001.

Other Operating and General Expenses O her operating and general expenses increased
$11.5 million (12% in the first quarter of 2001 conpared to the first quarter
of 2000 due prinmarily to increased expenses associated with the IT initiative
and slightly higher hol ding conpany expenses.

Investee Corporations For 2001, equity in earnings (losses) of investee
corporations represents |osses of two start-up manufacturing businesses. Equity
in net earnings (losses) of investees in 2000 represents AFG s proportionate
share of Chiquita' s earnings. Chiquita reported net incone of $.01 per share
for the first quarter of 2001 and $.46 per share for the first quarter of 2000.

Item 3

Quantitative and Qualitative Disclosure of Market Risk

As of March 31, 2001, there were no material changes to the information provided
in AFGs Form 10-K for 2000 under the caption "Exposure to Market Ri sk" in
Management' s Di scussion and Anal ysis of Financial Condition and Results of
Oper ati ons.
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PART Il
OTHER INFORMATION

Item 6

Exhibits and Reports on Form 8-K

(a) Exhibits: none

(b) Reports on Form 8-K: none

Signature

Pursuant to the requirenents of the Securities Exchange Act of 1934, Anerican
Fi nancial Group, Inc. has duly caused this Report to be signed on its behalf by the
under si gned duly authori zed.

Ameri can Financial Goup, Inc.

May 11, 2001 BY: Fred J. Runk
Fred J. Runk
Seni or Vice President and Treasurer
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