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PART |
FINANCIAL INFORMATION

AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

(Dollars In Thousands)

Assets:

Cash and short-terminvestnents
I nvest nent s:
Fi xed maturities - at market
(anortized cost — $10, 424, 266 and $10, 148, 348)
O her stocks - at market
(cost — $195,896 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 prem uns receivabl e
Deferred 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 accumul 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
- 68,012,391 and 67,410,091 shares outstandi ng
Capi tal surplus
Ret ai ned ear ni ngs
Unreal i zed gain on marketable securities, net
Total sharehol ders' equity

June 30,
2001

$ 288,412

10, 513, 266

365, 696
210,721
249, 292
11, 338, 975

1,971, 791
743,162
801, 543
267, 951
530, 710
489, 967
321, 014

$16, 753, 525

$ 4,576, 306
1, 501, 957
5, 603, 648

601, 951

603, 491
172, 655
530, 710

1,083, 729
14, 674, 447

516, 910

68,012
909, 166
427,990
157, 000

1,562, 168

$16, 753, 525

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

Income:

Property and casualty insurance
preni uns

Life, accident and health prem uns

I nvest nent i ncone

Real i zed gains (|l osses) on:
Securities
Subsi di ari es

Q her income

Costs and Expenses:

Property and casualty insurance:
Losses and | oss adj ust ment expenses
Conmi ssi ons and ot her underwriting

expenses

Annuity benefits

Li fe, accident and health benefits

I nterest charges on borrowed noney

O her operating and general expenses

Qper ating earnings before income taxes
Provi sion for income taxes

Net operating earnings
M nority interest expense, net of tax
Equity in net earnings (losses) of

i nvest ees, net of tax

Net Earnings
Earnings per Common Share:
Basi c
Di |l uted
Aver age nunber of Common Shares:
Basi c
Di |l uted

Cash dividends per Common Share

Three nont hs ended Si x nont hs ended
June 30, June 30,

2001 2000 2001 2000
$679, 563 $623, 721 $1, 324,286 $1, 195, 858
70, 533 49,704 139, 691 99, 623
215, 764 209, 425 424,316 418, 315
(26, 425) (3,907) (33, 306) (5, 340)
- 25, 000 (1, 586) 25, 000
53, 804 55, 187 112, 088 109, 819
993, 239 959, 130 1, 965, 489 1, 843, 275
526, 411 483, 497 1, 022, 627 901, 148
192, 902 182, 573 377,876 361, 005
70,716 79, 727 139, 980 145, 888
52,211 36, 885 106, 294 73, 609
14, 159 16, 799 30, 959 32, 825
116, 718 132, 186 226, 783 230, 730
973, 117 931, 667 1,904, 519 1, 745, 205
20,122 27, 463 60, 970 98, 070
3,173 7,201 17, 605 30, 362
16, 949 20, 262 43, 365 67, 708
(8, 366) (5, 964) (18, 318) (15, 860)
(2,313) 2,027 (5, 647) 9, 202
$ 6,270 $ 16, 325 $ 19,400 $ 61, 050
$. 09 $. 28 $. 29 $1. 04
$. 09 $. 28 $. 28 $1.04
67, 854 58, 547 67, 683 58, 507
68, 491 58, 944 68, 217 58, 698
$. 25 $. 25 $.50 $.50
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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 issued:
Exerci se of stock options
Enpl oyee stock purchase pl an
Retirenent plan contributions
Directors fees paid in stock
Shares repurchased
Tax effect of interconpany dividends
O her

Bal ance at June 30, 2001

Bal ance at January 1, 2000

Net ear ni ngs
Change in unrealized
Conpr ehensi ve inconme (| o0ss)

Di vi dends on Common St ock

Shares issued:
Exerci se of stock options
Enpl oyee stock purchase pl an
Retirenent plan contributions
Directors fees paid in stock

Shar es repurchased

Tax effect of interconpany dividends

(Dollars in Thousands)

Repurchase of trust preferred securities -

O her

Bal ance at June 30, 2000

Common St ock Unreal i zed
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
- - 19, 400 - 19, 400

- - - 16, 400 16, 400

35, 800
- - (33, 815) - (33, 815)
54,115 1, 283 - - 1, 283
27,576 714 - - 714
521, 777 13, 032 - - 13, 032
2,034 48 - - 48
(3, 533) (51) (49) - (100)
- (3, 200) - - (3, 200)
331 (124) - - (124)
68,012, 391 $977,178 $427, 990 $157, 000 $1, 562, 168
58, 419, 952 $800, 640 $557, 538 ($ 18, 200) $1, 339, 978
- - 61, 050 - 61, 050
- - - (93, 300) (93, 300)
(32, 250)
- - (29, 245) - (29, 245)

14, 682 331 - - 331

38, 270 940 - - 940

99, 716 2,119 - - 2,119
1,914 48 - - 48
(41, 044) (562) (579) - (1, 141)
- (3, 200) - - (3, 200)

- 178 - 178
- (81) - - (81)

58, 533, 490 $800, 235 $588, 942 ($111, 500) $1, 277, 677




AMERICAN FINANCIAL GROUP, INC. 10-Q

AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

(In Thousands)

Operating Activities:

Net ear ni ngs

Adj ust nent s:
Equity in net (earnings) |osses of investees
Depreci ati on and anorti zation
Annui ty benefits
Real i zed (gains) |osses on investing activities
Deferred annuity and life policy acquisition costs
Increase in reinsurance and ot her receivabl es
Increase in other assets
Increase in insurance clains and reserves
I ncrease (decrease) in other liabilities
I ncrease (decrease) in mnority interest
O her, net

Investing Activities:

Purchases of and additional investnents in:
Fi xed maturity investnents
Equity securities
Real estate, property and equi pnent
Maturities and redenptions of fixed maturity
i nvestments
Sal es of:
Fi xed maturity investnents
Equity securities
Subsi di ari es
Real estate, property and equi pnent
Cash and short-terminvestnents of acquired
(forner) subsidiaries
Decrease (increase) in investnents

Financing Activities:

Fi xed annuity receipts

Annui ty surrenders, benefits and w thdrawal s
Net transfers to variable annuity assets
Addi tional |ong-term borrow ngs

Reducti ons of |ong-term debt

| ssuances of Common Stock

Repurchases of trust preferred securities
Cash divi dends paid

Net Decrease in Cash and Short-term Investments

Cash and short-terminvestnments at beginning

of period

Cash and short-terminvestnments at end of period

Si x nmont hs ended

June 30,

2001 2000
$19, 400 $ 61, 050
5, 647 (9, 202)
71, 680 64, 026
139, 980 145, 888
10, 167 (33, 330)
(73, 530) (70,617)
(77,271) (34, 508)
(27, 385) (58, 323)
169, 679 170, 303
71, 156 (23, 170)
6, 186 (1, 629)
9, 421 (2,591)
325, 130 207, 897
(981, 049) (942, 929)
(2,907) (20, 126)
(31, 090) (39, 819)
337, 280 348, 447
368, 003 380, 062
9, 148 30, 678

22,000 -
43, 456 4,810
(132, 858) 259
(171) 2,337
(368, 188) (236, 281)
271, 827 251, 100
(341, 310) (387, 667)
(1, 368) (34, 150)
78, 868 110, 172
(83, 192) (26, 981)
1, 790 1, 004
- (2,479)
(33, 815) (29, 245)
(107, 200) (118, 246)
(150, 258) (146, 630)
438, 670 390, 630
$288,412  $244,000
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Accounting Policies

Basis of Presentation The acconpanyi ng consol i dated financial statenments for

Aneri 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 interconpany bal ances and
transacti ons have been elimnated. All acquisitions have been treated as
purchases. The results of operations of conpanies since their formation or
acquisition are included in the consolidated financial statements.

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

Investments All fixed maturity securities are considered "available for sale"

and reported at fair value with unrealized gains and | osses reported as a
separate component of sharehol ders' equity. Short-terminvestnents are carried
at cost; loans receivable are carried primarily at the aggregate unpaid bal ance.
Premi unms and di scounts on nortgage-backed securities are anortized over a period
based on estimated future principal prepaynments and adjusted to reflect actua
prepaynents.

Gains or losses on securities are determined on the specific identification
basis. Wen a decline in the value of a specific investment is considered to be
other than tenporary, a provision for inmpairnment is charged to earnings and the
carrying value of that investnent is reduced.

Investment in Investee Corporations | nvestnents 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 investnent in Chiquita combn stock to narket val ue at
Decenber 31, 2000. |In 2001, AFG suspended accounting for the investnent under
the equity nethod due to the expected restructuring.

Cost in Excess of Net Assets Acquired The excess of cost of subsidiaries over AFG s
equity in the underlying net assets ("goodwill") is being anortized over periods
of 20 to 40 years.

Insurance As di scussed under "Reinsurance" bel ow, 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 adjustments to deferred
acquisition costs and policyholder liabilities had those gains (losses) actually
been realized, such balance sheet anopunts are adjusted, net of deferred taxes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Reinsurance | n the normal course of business, AFG s insurance subsidiaries
cede reinsurance to other conpanies to diversify risk and limt maxi num| oss
arising fromlarge clains. To the extent that any reinsuring conpanies are
unabl e to neet obligations under agreenents covering reinsurance ceded, AFG s
i nsurance subsidiaries would remain |liable. Amunts recoverable fromreinsurers
are estimated in a manner consistent with the claimliability associated with
the reinsured policies. AFG s insurance subsidiaries report as assets (a) the
estinmated reinsurance recoverabl e on unpaid | osses, including an estinmate for
| osses incurred but not reported, and (b) ambunts paid to reinsurers applicable
to the unexpired ternms of policies in force. AFG s insurance subsidiaries also
assune reinsurance from ot her conpanies. |ncone on reinsurance assumed is
recogni zed based on reports received from cedi ng conpani es.

Deferred Acquisition Costs Policy acquisition costs (principally comissions,
prem um taxes and other marketing and underwiting expenses) related to the
producti on of new business are deferred ("DPAC'). For the property and casualty
conpani es, DPACis linmted based upon recoverability wi thout any consideration
for anticipated i nvestnent incone and is charged agai nst i ncone ratably over the

terns of the related policies. DPAC related to annuities and universal life
i nsurance products is anortized, with interest, in relation to the present val ue
of expected gross profits on the policies. DPACrelated 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 prem um revenues.

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

(c) estimates of unreported | osses based on past experience; (d) estimtes based
on experience of expenses for investigating and adjusting clainms and (e) the
current state of the law and coverage litigation. These liabilities are subject
to the inpact of changes in claimanobunts and frequency and other factors.
Changes in estimates of the liabilities for | osses and | oss adjustnent expenses
are reflected in the Statenent of Earnings in the period in which determ ned.

In response to a recent increase in asbestos and ot her environnmental ("A&E")

cl ai ns, AFG has begun a current review of such exposures. Any strengthening of
reserves determned to be necessary will be recorded upon conpletion of the
review Wth the exception of the A&E clai ms, nanagenent believes that the
liabilities for unpaid | osses and | oss adj ust ment expenses are adequate.

Annuity Benefits Accumulated Annuity recei pts and benefit paynents 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 ncone.

Life, Accident and Health Reserves Liabilities for future policy benefits under
traditional life, accident and health policies are conputed using the net |evel
prem um met hod. Conputations are based on anticipated i nvestnment yield,
nortality, norbidity and surrenders and include provisions for unfavorable
devi ations. Reserves established for accident and health clains are nodified as
necessary to reflect actual experience and devel opi ng trends.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Variable Annuity Assets and Liabilities Separate accounts related to variabl e
annuities represent deposits invested in underlying investment funds on which
Great Anerican Financial Resources, Inc. ("GAFRI"), an 83% owned subsidiary,
earns a fee. Investnent funds are sel ected and nmay be changed only by the
pol i cyhol der.

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

recei ved from such conpani es and organi zations. For traditional life, accident
and health products, premuns 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 amunts 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 anounts payabl e on participating policies which share in favorable
underwriting results. Estimates are accrued during the period in which prem uns
are earned. Changes in estimates are included in incone in the period
determ ned. Policyhol der dividends do not becone legal liabilities unless 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 Arerican
Fi nanci al Corporation ("AFC') preferred stock and preferred securities issued by
trust subsidiaries of AFG  For income statenment purposes, minority 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 al
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
Conmpany ("AFC Hol di ng" or "AFCH'), are not eligible to file consolidated returns
with AFC, and therefore, file separately.

Deferred i ncone taxes are calculated using the liability nethod. Under this

net hod, deferred income 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 Conpensation," 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 |Issued to Enpl oyees."

Benefit Plans AFG provi des retirement benefits to qualified enpl oyees of
participating conpani es through contributory and noncontributory defined
contribution plans contained in AFG s Retirement and Savings Plan. Under the
retirement portion of the plan, conmpany contributions are invested primarily in

8
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

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.

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

i nactive enployees (prinmarily 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 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 conponent of
certain annuity products (included in annuity benefits accunul ated) and cal
options (included in other investnents) used to nmitigate the risk enbedded in

t he equity-indexed annuity products.

Earnings Per Share Basic earnings per share is cal cul ated using the wei ghted

aver age nunber of shares of conmon stock outstanding during the period. The

cal cul ation of diluted earnings per share includes the follow ng dilutive effect
of conmmon stock options: second quarter of 2001 and 2000 - 637,000 shares and
397, 000 shares; six nonths of 2001 and 2000 - 534,000 shares and 191, 000 shares,
respectively.

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 themwith a return on their

i nvest ments, 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-terminvestnents having origina
maturities of three nonths or | ess when purchased are considered to be cash
equi val ents for purposes of the financial statenments.

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

$22 million in cash and recorded a $10.7 mllion pretax loss on the sale. Upon
conpletion of the sale in March 2001, AFG realized an additional pretax |oss of
$1.6 million and deferred a gain of approxinmately $21 mllion on ceded insurance
whi ch is being recognized over the estimted settlenment period (weighted average
of 4 years) of the ceded clains. At the sane tine, a reinsurance agreemnent
under which Great Anmerican |Insurance ceded a portion of its pool of insurance to
Mtsui was term nated. The Japanese division generated net witten preni uns of
approximately $60 nmillion per year to Geat American while Great Anerican ceded
approximately $45 mllion per year to Mtsui
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Commercial lines division In 1998, AFG sold its Conmercial lines division to Chio
Casualty Corporation. |In August 2000, AFG received an additional paynent of

$25 million from Chio Casualty based on retention and growth through May 2000 of
t he busi nesses sold. This earn-out was recogni zed as additional "gain on sale
of subsidiary"” in the second quarter of 2000.

Segments of Operations AFG s property and casualty group is engaged primarily in
private passenger autonobile and specialty insurance businesses. The Specialty
group includes a highly diversified group of specialty business units. Some of
the nore significant areas are inland and ocean narine, California workers
conpensation, agricultural-related coverages, executive and professiona
liability, fidelity and surety bonds, collateral protection, and unbrella and
excess coverages. The Personal group wites nonstandard and preferred/standard
private passenger auto and other personal insurance coverage. AFG s annuity,
life and health business markets primarily retirenent products as well as life
and suppl enmental health insurance.

The following 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 Si x nont hs ended

June 30, June 30,
2001 2000 2001 2000
Revenues (a)
Property and casualty insurance:
Prem uns earned:
Specialty $356, 188 $307, 388 $ 672,495 $ 582,211
Per sonal 322,629 316, 333 650, 261 613, 646
Oher lines - primarily
di sconti nued 746 - 1,530 1
679, 563 623,721 1, 324, 286 1, 195, 858
I nvest rent and ot her incone 106, 440 129, 311 213,775 250, 478
786, 003 753, 032 1, 538,061 1, 446, 336
Annuities, life and health (b) 202, 562 195, 945 419, 592 383, 282
O her 4,674 10, 153 7,836 13, 657
$993, 239 $959, 130 $1, 965, 489 $1, 843, 275
Qperating Profit (Loss)
Property and casualty insurance:
Underwriting:
Specialty ($ 4,609) ($ 14,680) ($ 6,839) ($ 25,178)
Per sonal (35, 795) (26, 392) (63, 577) (37, 325)
Oher lines — primarily
di sconti nued 654 (1,277) (5,801) (3,792)
(39, 750) (42, 349) (76, 217) (66, 295)
I nvest ment and ot her incone 69, 147 93, 482 144, 349 178, 007
29, 397 51, 133 68, 132 111, 712
Annuities, life and health 17, 335 (2,209) 47, 458 25, 305
O her (c) (26, 610) (21, 461) (54, 620) (38,947)
$ 20,122 $ 27,463 $ 60,970 $ 98,070

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

the respective segnents.

(b) Represents primarily investment

i ncomne.

(c) Includes holding conpany expenses.

10

as other incone earned by
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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
investment was $24 mllion at Decenmber 31, 2000. Chiquita is a |eading

i nternational marketer, producer and distributor of quality fresh fruits and
veget abl es and processed foods. Sunmarized financial information for Chiquita
for the six nmonths ended June 30, 2000, follows (in mllions):

Net Sal es $1, 260
Operating | ncone 112
I ncone before Extraordinary Item 46
Extraordi nary Gain on Debt Prepaynent 2
Net | ncone 48
Net Incone Attributed to Conmon Shares 39

In January 2001, Chiquita announced a restructuring initiative that included
di scontinuing all interest and principal paynments on its public debt. A
restructuring is expected to result in the conversion of a significant portion
of Chiquita's $862 million in public debt into common equity. Although the
expected restructuring woul d not inmpact 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 subsi di ari es have nmade | oans to two
start-up manufacturing busi nesses which were previously owned by unrel ated
third-parties. During 2000, the former 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
consideration 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 June 30, 2001 and Decenber 31, 2000) are included
in other assets; liabilities of the businesses transferred (approxi mately

$7 mllion at June 30, 2001 and Decenber 31, 2000, after elimnation of |oans
from AFG subsidiaries) are included in other liabilities. AFG s equity in the

| osses of these two conmpanies ($2.3 mllion in the second quarter and

$5.6 million in the first six nonths of 2001) is included in investee | osses in
t he statenent of earnings.

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

June 30, Decenber 31,

2001 2000

Hol di ng Conpani es:
AFG 7- 1/ 8% Seni or Debentures due April 2009 $301, 020 $300, 931
AFG 7-1/ 8% Seni or Debentures due Decenber 2007 79, 600 79, 600
AFC not es payabl e under bank Iine 197, 000 178, 000
APU 10- 7/ 8% Subor di nat ed Not es due May 2011 11, 584 11,611
O her 14, 287 14, 727
$603, 491 $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 41, 300 48, 500
Not es payabl e secured by real estate 16, 569 31, 201
O her 14, 786 15, 386
$172, 655 $195, 087

11



AMERICAN FINANCIAL GROUP, INC. 10-Q
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
At June 30, 2001, sinking fund and other 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 al
2001 $ .9 $ .6 $ 1.5
2002 207.3 1.3 208. 6
2003 - 1.3 1.3
2004 - 42.3 42.3
2005 - 10.0 10.0
2006 - .7 .7

Debent ures purchased in 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 retirenments.

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

June 30, Decenber 31,

2001 2000
Interest of noncontrolling sharehol ders
in subsidiaries' commobn stock $128, 093 $119, 216
Preferred securities issued by
subsidiary trusts 316, 663 316, 663
AFC preferred stock 72,154 72,154
$516, 910 $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 redeened upon maturity or
redenpti 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 June 30, 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 Af ter 9/28/2001

Until Septenmber 28, 2001, GAFRI's ROPES are senior unsecured obligations of
GAFRI. On that date, the distribution rate on the ROPES will be reset to
current nmarket rates (not to exceed 8.8% and the ROPES will beconme subordi nate
to GAFRI's senior indebtedness. Gven the current interest rate environment for
these types of securities, GAFRl expects to redeemits ROPES in Septenber 2001
usi ng borrow ngs under its bank |ine.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

AFC Preferred Stock AFC s Preferred Stock is voting, cumul ative, 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 million) outstanding.

Minority Interest Expense M nority interest expense is conprised of (in thousands):
Si x nmont hs ended

June 30,
2001 2000

Interest of noncontrolling sharehol ders

i n earnings of subsidiaries $ 6,524 $ 4,063
Accrued distributions by subsidiaries

on preferred securities:

Trust issued securities, net of tax 8, 908 8,911
AFC preferred stock 2,886 2, 886
$18, 318 $15, 860

Shareholders® Equity At June 30, 2001, there were 68,012,391 shares of AFG Commopn
St ock outstandi ng, including 1,363,027 shares held by American Premer for
possi bl e distribution to certain creditors and other clainants upon proper claim
presentation and settlenent pursuant to the 1978 plan of reorgani zation of
American Premier's predecessor, The Penn Central Corporation. Shares being held
for distribution are not eligible to vote but otherwi se are accounted for as

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

each w t hout par val ue.

At June 30, 2001, there were 9.7 mllion shares of AFG Common Stock reserved for
i ssuance upon exerci se of stock options. As of that date, options for

6.3 mllion shares were outstanding. Options generally becone exercisabl e at
the rate of 20% per year conmencing 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 six nonths
ended June 30 included the following (in nillions):

M nority
Pr et ax Taxes I nt er est Net
2001
Unrealized hol ding | osses on securities
arising during the period ($ 3.4) $ 1.0 ($0.7) ($ 3.1
Real i zed | osses included in net incone 33.3 11.7) (2.1) 19.5
Change in unrealized gain on
mar ket abl e securities, net $29.9 ($10.7) ($2.8) $16. 4
2000
Unrealized holding | osses on securities
arising during the period ($157. 3) $55. 4 $5.6 ($96. 3)
Real i zed | osses included in net incone 5.3 (1.9) (.4) 3.0
Change in unrealized gain (loss) on
mar ket abl e securities, net ($152. 0) $53.5 $5.2 ($93.3)

Commitments and Contingencies There have been no significant changes to the
matters di scussed and referred to in Note L "Conmitrments 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 di ng, 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 continuing cash needs
for administrative expenses, the paynment 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

Asbestos and Environmental Reserves Study Throughout the property and casualty

i nsurance industry, estimating ultimate liability for asbestos clains has becone
i ncreasingly uncertain due to inconsistent court decisions, recent bankruptcy
filings, novel theories of coverage, and judicial interpretations that often
expand t heories of recovery and broaden the scope of coverage. The casualty

i nsurance industry as a whole is engaged in extensive litigation over these
coverage and liability issues as the volune and severity of clains against
asbest os defendants continue to increase. During the second quarter of 2001
AFG experienced an increase in the nunber and severity of these clains, which
clains carry with thema |ikelihood for higher than previously established
reserves for expected clai mpaynents and settlenent costs. Wile nmanagenent
presently does not have sufficient information to accurately quantify the |eve
or range of any additional exposure, the additional costs of adjudicating or
settling pending and future clains nmay materially exceed anobunts currently
establ i shed and nmay be material to the period in which they are recorded.
Accordingly, AFGis undertaking a current review for asbestos and environnental
exposures. Any resulting strengthening will be recorded upon conpletion of the
review which is expected to take several nonths. At June 30, 2001, AFG had
recorded $430 million (before reinsurance recoverables of $83 mllion) for
various liability coverages related to these environmental, asbestos and ot her
mass tort claims.

IT Initiative In 1999, AFGinitiated an enterprise-wi de project to study its

i nformati on technology ("IT") resources, needs and opportunities. The
initiative, involving inprovenents in physical infrastructure and busi ness
support systems, entails extensive effort and costs over a period of severa
years. \While the costs precede the expected savings, nmanagenent believes the
benefits in efficiencies and effectiveness will exceed the costs incurred, al
of whi ch have been and will be funded through avail able working capital

Forward-Looking Statements The Private Securities Litigation Reform Act of 1995
provi des a safe harbor for forward-1ooking statements. Some of the forward-

| ooki ng statenents can be identified by the use of forward-1|ooking words such as
"bel i eves", "expects", "may", "wll", "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-1|ooking statenents for a variety of
factors including:

e changes in economc conditions, including interest rates, perfornance of
securities markets, and the availability of capital

e regulatory actions;

e changes in |egal environnent;
14
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

* judicial decisions and rulings;

e tax | aw changes;

* levels of catastrophes and other mmjor |osses;

+ the actual anmpunt of liabilities associated with certain environmental and
asbestos-rel ated i nsurance cl ai s;

 adequacy of |oss reserves;

e availability of reinsurance; and

e conpetitive pressures, including the ability to obtain rate increases.

Forwar d- | ooki ng statenents speak only as of the date nade. AFG undertakes no
obligations to update any forward-1|ooking statements to reflect events or
circunmstances 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 26% at June 30, 2001 and 25% at Decenmber 31, 2000. AFG s
rati o of earnings to fixed charges (on a total enterprise basis) was 1.76 for
the first six nonths of 2001 and 1.63 for the entire year of 2000.

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. |f funds provided by subsidiaries
t hrough dividends and tax paynments are insufficient to nmeet fixed charges in any
peri od, the hol ding conpanies 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 liquidity and can be used
to obtain funds for operating subsidiaries or, if necessary, for the parent
conpani es. At June 30, 2001, there was $197 nmillion borrowed under the |ine.

Di vi dend paynents from subsi diari es have been very inportant to the liquidity
and cash fl ow 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 amunts 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) AFGs ability
to obtain financing in capital markets, as well as (iii) the sales of certain
noncore investnents.

Investments Approxi mately 92% of the fixed maturities held by AFG were rated
"investnent grade" (credit rating of AAA to BBB) by nationally recognized rating
agenci es at June 30, 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 limted nunber of ngjor

positions. This approach allows managenent to nore cl osely nonitor the
conpani es and the industries in which they operate.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

RESULTS OF OPERATIONS

General Pretax operating earnings for the three nonths and si x nonths ended

June 30, 2001 were $20.1 million and $61.0 million, respectively, conpared to
$27.5 mllion and $98.1 nmillion in the conparabl e 2000 periods. Results for the
second quarter of 2000 include special litigation charges of $41.3 nillion
partially offset by a $25 million gain on the sale of a subsidiary. Excluding
these itens, pretax operating earnings declined as increased realized | osses on
securities and a decline in the Personal group's underwiting results nore than
of fset inproved Specialty group underwiting results.

Many investors and anal ysts focus on "core earnings" of conpanies, 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) special litigation charges
in 2000, were $23.9 nillion ($.35 per share, diluted) and $45.7 mllion

($.67 per share) in the second quarter and six nmonths of 2001 conpared to

$23.8 mllion ($.40 per share) and $62.2 nillion ($1.06 per share) in the second
guarter and six nonths of 2000.

Property and Casualty Insurance - Underwriting AFG s property and casualty group
consists of two mmjor business groups: Specialty and Personal

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

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

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

Underwriting profitability is measured by the conbined ratio which is a sum of
the ratios of underwiting | osses, |oss adjustnment expenses, underwiting
expenses and policyhol der dividends to premunms. Wen the conbined 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 inconme or federa

i nconme 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), nanagenent 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 volume, consistency and maturity of
the data. Wile this practice mitigates the risk of adverse devel opnent on this
busi ness, it does not elimnate it.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

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 Si x nmont hs ended
June 30, June 30,
2001 2000 2001 2000
Net Witten Prem unms ( GAAP)
Specialty $393. 8 $335.5 $ 750.4(a)$ 633.2
Per sonal 252.0 348. 1 622.5 697.9

$645. 8 $683. 6 $1,372.9 $1,331.1

Conbi ned Ratios (GAAP) (b)

Specialty 101. 3% 104. 7% 101. 0% 104. 2%
Per sonal 111.1 108. 4 109.8 106. 0
Aggregate (including

di sconti nued |ines) 105.9 106. 8 105.7 105.5

(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 entire year of 2000 were: Specialty — 107.9%
Personal — 108.6% Aggregate — 108. 0%

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

i npact of rate increases inplemented in 2000 and 2001 and the realization of
growt h opportunities in certain commercial markets. In its California workers'
conpensati on busi ness, AFG inplemented rate increases in excess of 35% on
renewals in the first half 2001. Rate increases inplenented in the other
specialty operations averaged 15%for the first six nmonths of 2001. AFG expects
these levels of rate increases to continue for the renmi nder of 2001. The

i mprovenent in the conbined ratio conpared to the 2000 periods reflects the

i npact of these rate increases. Excluding the California workers' conpensation
busi ness, the Specialty group's conbined ratio was 99. 7% for the second quarter
and 98.8% for the first six nonths of 2001.

Personal The Personal group's decline in net witten premuns reflects a

rei nsurance agreenent, effective April 1, 2001, under which AFG cedes 80% of the
aut onobi | e physi cal danage business witten by three of its insurance
subsidiaries. This agreenment enabled AFG to reallocate sone of its capital to
the nore profitable specialty operations. Excluding the effect of this
agreenent, the Personal group's net witten prem unms declined approximately 11%
for the second quarter and 3% for the six nonths as | ower business vol une nore
than offset the inpact of significant rate increases. The increase in the
conbined ratio conpared to the 2000 periods reflects unexpected | oss devel oprment
due to inadequate rates on policies witten during 2000 and $4.1 mllion in
second quarter 2001 stormlosses, principally fromHurricane Allison and M dwest
hail storms. To further inprove underwiting results, AFG inplenented rate

i ncreases averaging 9% in the first six nonths of 2001 and expects rate

i ncreases to be at least 15% by the end of 2001.

Life, Accident and Health Premiums and Benefits The increase in life, accident and
heal th premi uns and benefits is due prinarily to the acquisition of blocks of
suppl emental heal th insurance business.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

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 land. Revenues and expenses of

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

Three nont hs ended Si x nmont hs ended
June 30, June 30
2001 2000 2001 2000
Qt her incone $29. 4 $26.5 $61. 4 $44. 4
O her operating and general expenses 16.6 17.0 31.6 31.3
I nterest charges on borrowed noney .6 . 6 1.3 1.3
M nority interest expense, net 1.4 .5 3.3 .7

O her income includes net pretax gains on the sale of real estate assets of
$9.3 million in the second quarter and $24.6 million in the first six nonths of
2001 conpared to $4.6 nmillion and $6.7 nillion for the 2000 peri ods.

Other Income Excluding gains on the sale of real estate assets (discussed
above), other inconme decreased $15.6 million (15% in the first six nmonths of
2001 due primarily to income 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 narketable securities. Individual securities are sold
creating gains and | osses as market opportunities exist.

Real i zed | osses on securities includes the follow ng provisions for other than
tenporary inpairnent: second quarter of 2001 and 2000 - $29.2 mllion and
$2.5 mllion; six months of 2001 and 2000 - $37.2 million and $3.3 nmillion
respectively.

Under SFAS No. 133, which was adopted as of Cctober 1, 2000, warrants to
purchase common stock of publicly traded conmpani es are generally considered
derivatives and nmarked to market through current earnings as realized gains and
| osses. Realized | osses on securities in 2001 includes gains of $3.2 mllion in
the second quarter and $2.3 nillion in the first six nonths to adjust the
carrying value of AFG s investnent in warrants to market val ue.

Gain (Loss) on Sales of Subsidiaries In the first quarter of 2001, AFG recogni zed a
$1.6 mllion pretax |oss representing an adjustnment to the fourth quarter 2000

| oss recorded on the sale of its Japanese division. |In the second quarter of
2000, AFG recognized a $25 nillion gain representing an earn-out related to the
1998 sale of its Commercial |ines division

Annuity Benefits Annuity benefits refl ect ambunts accrued on annuity

policyhol ders' funds accurmul ated. The najority of GAFRI's fixed rate annuity
products permt GAFRI to change the crediting rate at any time (subject to

m ni mum i nterest rate guarantees of 3% or 4% per annum). As a result,

managenment has been able to react to changes in market interest rates and
maintain a desired interest rate spread. |In 2000, annuity benefits al so

i ncl udes a second quarter charge of $14.2 mllion related to the settlenent of a
pol i cyhol der class action [awsuit.
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Management's Discussion and Analysis
of Financial Condition and Results of Operations - Continued

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 nitigate 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 nmarked 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 second
quarter or the first six nonths of 2001

Interest Expense | nterest expense for the second quarter and six nonths of 2001
decreased conpared to 2000 as | ower average interest rates on AFG s variable
rate debt and | ower average subsidiary indebtedness nore than offset higher
average borrow ngs under the AFC bank Iine.

Other Operating and General Expenses O her operating and general expenses for 2000

i ncl ude second quarter charges of $18.3 nillion related to the settlenment of the
policyhol der class action |awsuit agai nst a GAFRI subsidiary and $8.8 million
for an adverse California Suprene Court ruling agai nst an AFG property and
casualty subsidiary. Excluding these litigation charges, other operating and
general expenses increased $11.6 mllion (119 in the second quarter and

$23.1 million (11% for the first six nonths of 2001 conpared to 2000 due
primarily to increased expenses associated with the IT initiative and slightly
hi gher hol di ng 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. Due to Chiquita's restructuring plans, AFG
suspended its use of equity accounting and reclassified its $24 mllion
investment to "OQther stocks" in the bal ance sheet at June 30, 2001

Recent Accounting Standards I n July 2001, the Financial Accounting Standards Board
i ssued SFAS No. 141, "Business Conbi nations", and No. 142, "Goodwi Il and O her

I ntangi bl e Assets.” Under SFAS No. 141, business conmbinations initiated after
June 30, 2001 are required to be accounted for using the purchase nethod of
accounting. Under SFAS No. 142, goodwill will no longer be required to be
anortized begi nning January 1, 2002, but will be subject to an inpairment test
at least annually. A transitional test for inmpairment is required to be
conpleted in 2002 with any resulting witedown reported during the first quarter
as a cunul ative effect of a change in accounting principle. Based on goodwi ||l
recorded at June 30, 2001, managenent expects that goodw || anortization in 2002
woul d have been approximately $15 mllion

Item 3

Quantitative and Qualitative Disclosure of Market Risk

As of June 30, 2001, there were no material changes to the information provided
in AFG s Form 10-K for 2000 under the caption "Exposure to Market Ri sk" in
Managenment's Di scussion and Anal ysis of Financial Condition and Results of
Qper ati ons.
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OTHER INFORMATION

Item 1

Legal Proceedings

Reference is made to MD&A - Asbestos and Environnental Reserves Study.

Item 4

Submission of Matters to a Vote of Security Holders

AFG s Annual Meeting of Sharehol ders was held on May 24, 2001; there were two
matters voted upon: (ltem 1) election of eight directors, and (ltem 2) approval of
an anendnent to the Stock Option Plan. Approximately 92% of the shares eligible to
vote were represented at the neeting.

The votes cast for, against, withheld and the nunber of abstentions as to each
matter voted on at the 2001 Annual Meeting is set forth bel ow

Nane For Agai nst W t hhel d Abst ai n
Iltem 1
Theodore H. Emmeri ch 59, 205, 777 N A 1,914, 774 N A
Janes E. Evans 56, 156, 346 N A 4,964, 205 N A
Thomas M Hunt 59, 200, 338 N A 1, 920, 213 N A
Carl H. Lindner 55,919, 822 N A 5, 200, 729 N A
Carl H Lindner 111 55, 914, 916 N A 5, 205, 635 N A
Keith E. Lindner 55, 906, 920 N A 5, 213, 631 N A
S. Craig Lindner 55, 919, 232 N A 5,201, 319 N A
Wlliam R Martin 59, 204, 776 N A 1,915, 775 N A
Item 2 52, 800, 463 8, 246, 768 N A 73, 320

N A - Not Applicable
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OTHER INFORMATION - CONTINUED
Item 6

Exhibits and Reports on Form 8-K

(a) Exhibit 10 — 2001 Annual Bonus Pl an.

(b) Reports on Form 8-K:

Dat e of Report Item Reported
August 2, 2001 Second quarter 2001 Earni ngs Rel ease.
Signature

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

Aneri can Financial G oup, Inc.

August 13, 2001 BY: Fred J. Runk
Fred J. Runk
Seni or Vice President and Treasurer
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