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letter to shareholders

Michael Fraizer
CHAIRMAN, PRESIDENT and CHIEF EXECUTIVE OFFICER
Genworth Financial

TO OUR SHAREHOLDERS

| CONSISTENTLY DESCRIBE GENWORTH FINANCIAL AS MORE THAN A LIFE AND MORTGAGE
INSURANCE COMPANY, ASKING PEOPLE TO THINK OF US AS AN EXECUTION
COMPANY — AND THAT IS EXACTLY WHAT WE WERE IN 2004. BEGINNING OUR PUBLIC
COMPANY LIFE AS THE LARGEST IPO OF 2004, WE SET OUT TO PROVE THAT
WE ARE A COMPANY BUILT FOR WHERE THE 'MARKETS ARE GOING, NOT WHERE THEY HAVE
BEEN, AND A COMPANY THAT CREATES VALUE FOR SHAREHOLDERS. | AM EXCITED TO
SHARE WITH ALL OF YOU HOW WE ARE DOING BOTH. >




letter to shareholders

Ouy mission is simple: Genworth
is dedicated to helping
individuals make it financially in
this world of shifting burdens.

WHILE A NEW PUBLIC COMPANY, WE HAVE HERITAGE AND STRENGTH. Our underwriting companies have decades of
experience, with our oldest dating back to 1871. Through a combination of core growth, acquisitions, and dili-
gent risk management, we built what today is Genworth. We have strength and depth, with assets of $104
billion, revenues of $11.1 billion, and sound capital ratios. We have reach, with diversified distribution and oper-
ations in 22 countries. We derive nearly 29 percent of our earnings from outside the U.S. We have character,
benefiting from operating rigor and deep values stemming from our GE heritage. And we have opportunity, due
to our sharp focus on three growth markets and our ability now to forge our own destiny as a purpose-driven
company with a new ownership base.

OUR PURPOSE IS CLEAR. Looking at our markets we see aging populations with inadequate savings and rising health-
care costs, where burdens are increasingly shifted from governments and corporations to individuals. In addition,
we see incentives by governments to foster individual ownership — of one’s home or one’s own financial security.
Our mission is simple: Genworth is dedicated to helping individuals make it financially in this world of shifting
burdens through our focus on protection, retirement income and investments, and homeownership. We deliver
protection, helping people build a personal safety net through life and long-term care insurance, payment protec-
tion coverage, and benefits for employees of small companies. We concentrate on retirement income, helping people
create a paycheck they can’t outlive, while also helping them invest to achieve their financial dreams. And we enable
homeownership, helping'people achieve this dream with lower down payments through the use of mortgage insur-
ance. Across our businesses we link valued services such as education, wellness programs, and technology to our
insurance products in order to differentiate, make us easier to do business with, and help our business partners
grow and succeed. Our mission and approach puts us on a new footing versus many competitors — with a focus on
needs, not just products.

WE EMBRACE CUSTOMER NEEDS. While there can be debate about what groups constitute customers when it comes
to insurance, it is straightforward in our minds. We must understand and serve the needs of our policyholders,
companies that distribute our products, and the producers and sales representatives who sell those products.
Addressing each of these needs creates a better outcome for all.

OUR MARKETS HOLD STRONG GROWTH OPPORTUNITIES. Our industry, like most, is full of opportunities and chal-
lenges. Fortunately, the opportunity list is long, driven by compelling demographics. We see growing protection
needs driving demand for our products. We remain bullish about the long-term care market despite its current
transition. Long-term care insurance penetration remains low — under 10 percent for those who need it the >



letter to shareholders

While our growth opportunities are strong,
we will remain focused and
selective. In each of our three operating
segments, we are experts,

most, people age 55 and over. An age-old product like life insurance presents significant opportunity as people
remain underinsured — the typical person has roughly two times income coverage while experts suggest 12 to 15
times income coverage may be required. Moreover, growth of small employers with increasing employee benefit
needs helps drive our small group benefits business, just as European consumer lending drives growth in our
payment protection business. Our number one position in individual long-term care insurance, top 10 ranking
in term life and leading position in European payment protection set us up for continued growth.

Retirement income is emerging as the market need for tomorrow, as people shift from accumulating savings to
income distribution and trying not to outlive their financial assets. In the U.S., people within 10 years of retire-
ment hold some $4.4 trillion of financial assets, with another $3.3 trillion held by people in their first 10 years of
retirement. This creates an enormous opportunity for income distribution and asset protection products — and in
these markets Genworth is a clear leader.

We see strong potential for mortgage insurance growth as well, particularly outside of the U.S., where govern-
ment homeownership policies, capital regulations and the growth of low down payment lending all act as
growth catalysts.

While our growth opportunities are strong, we will remain focused and selective. In each of our three operating
segments, we are experts. We have deep experience and distribution relationships, and we intend to drive core
growth as a first priority — through product innovation, distribution penetration and service. As Genworth, we
strive to link the power of focusing on the right things with a commitment to blast bureaucracy and be more agile
— we call this smart agility. We also know how to acquire companies and blocks of business, and do this well —
integrating them into our business in a disciplined way. So we will pursue acquisitions, but will be selective.

WE FACE REALITIES AND CHALLENGES HEAD ON. While the opportunities are clear, we also understand the challenges
before us. We face about as tough an investment environment as one could imagine, with low interest rates and
tight credit spreads. Fortunately, credit quality remains strong. We are working hard to broaden prudent invest-
ment strategies to enhance the yield on our investment portfolios.

Our industry has overcapacity and long-term patterns of profit emergence. This, at times, results in undisciplined
competition and can heighten the importance of distribution or operating scale. We accept these realities.
Uniquely, we have an independent, 150-person risk management team that analyzes and addresses risk across >




letter to shareholders

We are proud of our new name — it represents
what we do: help generations protect
themselves and build their financial security —
and it reflects our heritage.

every aspect of our business. Working with other functions, including actuarial and finance, we make sure we
maintain and expand this discipline every day. At the same time, we strive for cost efficiencies and scale. We drive
cost reductions to enhance margins and fund our future growth. We rigorously use centralized purchasing, cost
action teams, process improvement methodologies and new technologies to create efficiencies. Then we go on to
enhance operating scale both by combining existing operations and using external partners.

Regulatory scrutiny and headlines are common these days in insurance. That's why we have worked hard over the
years to build an extensive compliance infrastructure team and set of practices. These collectively help us make
sure we pay rigorous attention to compliance.

Finally, our industry and the value it delivers are not well understood. This is particularly key as important issues
such as Social Security and tax reform are debated. Fragmented state regulations, with no clear representation in
Washington, D.C., mean we must strive to be better understood and have a voice on key issues every day.
Genworth has established its own government relations and public policy presence and will intensify these efforts
in the months and years ahead. You will also see Genworth speak as a thought leader about our target markets.
Our enclosed piece on Generation [ is a clear example of this. Trade associations can help, but we must also con-
vey the message directly.

WE ARE CREATING AN EXCITING BRAND. We are proud of our new name — it represents what we do: help generations
protect themselves and build their financial security. And it reflects our heritage. Our TV commercials with
Andre Agassi and Stefhh Graf, together with print advertising and trade events, have raised name awareness dra-
matically. While initially focusing our efforts on distributors, we had some fun last December, reaching some
20 million consumers in a big way as the key project sponsor of two charity events on the final episodes of last
season’s hit TV show The Apprentice. The reaction from customers and employees was nothing short of fantastic.
We go forward with plans for continued brand development in 2005 to create a deeper understanding of what we
do, how we are different, and our specific products. All in all, it’s a nice start.

WE ARE DEDICATED TO CREATING SHAREHOLDER VALUE. As a new public company, we put in place sound corporate
governance practices, looking at best practices in today’s world. Our independent directors, together with our
GE directors, form a tremendous board that has helped guide us from the beginning. We pursue sound financial
controllership practices supported by extensive audit work. As a management team, we focus on our customers,
innovation, managing risk, allocating capital, developing people and executing. Simply put, we are running >
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I am often asked what characterizes the
6,150 associates that make up
and represent Genworth around the world.

My answer: they are builders with values.

our business to create value. We spend an appropriate amount of time with the investment community, but you
will not see us running the company with short-term stock prices or quarterly earnings forecasts in mind. We are
expanding our operating return on equity (ROE) from historical levels and made nice progress during 2004. You
will continue to see us expanding ROE gradually with an interim target of 12 percent at the end of 2008. We
pursue ROE expansion using five levers: adding new business layers at attractive returns, running off old lower
return blocks of business, continued cost efficiencies, gradual improvement in investment returns, and effective
capital management and/or redeployment — the latter including capital efficient product designs, acquisitions,
share repurchases, and dividends. We have certainly created value for our shareowners in 2004, and we look for-
ward to doing so for decades to come.

BUT AT THE END OF THE DAY — IT IS ALL ABOUT PEOPLE. | am often asked what characterizes the 6,150 associates that
make up and represent Genworth around the world. My answer: they are builders with values. The people who
come and work at Genworth are not here to be “maintainers.” We come to work with a clear purpose — to help
individuals make it financially in this world of shifting burdens and, by doing this well, to reward our shareown-
ers. To achieve this, we recognize that every day we must build, always raising the bar for ourselves to set a new
standard — and once achieved we must reset the standard and do it again. We must build products, distribution
access, relationships, service capabilities, risk systems and, yes, people. The operative word though is “build,”
because a good builder mindset links the actions of understanding needs, laying foundations, designing for suc-
cess and executing. And that’s what we do. We also recognize that values make a difference in a company and how
it behaves. We embrace four values: ingenuity— a spirit of inventiveness; clarity— taking the complex and working
hard to make it simple and clear for everyone; performance — being accountable for and achieving goals yet always
doing so with integrity; and heart— showing a spirit of caring. Our associates work to bring these values to life
every day. Are we perfect? Far from it. But we know what we aspire to and strive for.

SO JOIN US ON OUR JOURNEY. We are new, yet we have heritage and experience. We are innovative, yet have depth
and financial strength. We are risk takers, yet manage risks intently. We compete in an industry with centuries
of history, yet we are a different kind of company. We have accomplished a lot — and had a tremendous 2004,
but the best is yet to come. We are thrilled to have you with us. We are Genworth, and we are a glimmer of what
we will be. 5

Michael Fraizer
CHAIRMAN, PRESIDENT and CHIEF EXECUTIVE OFFICER
Genworth Financial
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Time to Retire the “Me” Generation:

Welcome to Generation “1”

As it has for each of the past five decades, the
nation has turned its collective attention to

the plight of aging baby boomers. But the focus is
no longer on living for today — it's on how to live
well while living longer, with financial security that

lasts throughout retirement. >
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Retirement - expect the unexpected

Retirement itself isn't always a planned event, and the costs of unplanned,
early retirement are high — less time to save, and more time out of the work-
force. Four out of 10 retirees today indicate that they retired earlier than
planned, primarily due to health, disability or a change at work such as down-
sizing or closure.

Expectations of mobility and health are also key considerations in retirement
planning. The number of people expected to reach age 85 is expected to
more than triple by 2040, to nearly 15 million. At least 60 percent of their
remaining life is expected to be in some form of chronic disability. And, while
unpaid caregivers — usually relatives — today provide more than half of all
long-term care to the chronically disabled, the ratio of family members likely
to offer care to those who need it is expected to shrink by nearly 680 percent
in the next 20 years. Over the same period, inflation adjusted expenses for
long-term care are estimated to grow by almost 70 percent. Even today, the
average cost of private nursing home care nationally is $65,200 annually. For
assisted living, the average annual cost is $28,800.

For those who have built a retirement nest egg — from {RAs, DC plans or sav-
ings of any kind, taking a lump sum distribution creates a number of risks,
including longevity risk. Unlike plans such as Social Security and DB plans that
pool longevity risk, the Gen | individual with a lump sum asset has to take &
calculated risk as to how much can be spent annually without running short.

Insurers can offer a form of “pooled longevity” risk insurance in the form of
income annuities, which typically guarantee a minimum monthly payment for
life, and often include additional benefits and features. And, for the risk of
needing long-term care, insurance also can help make sure that quality care is
affordable, as well as protect against asset depletion.

In both cases, "pooling of risk” means pulling together to protect the retire-
ment security of Gen 1.

Generation | has no restriction on age; it is not partitioned by particular credos
or beliefs. Members of Gen | share a universal challenge: a financially secure
life for which they are increasingly responsible. This is as true for those just
beginning a career as it is for those nearing the end.

For everyone in Gen §, the time to act is now.

There is good news in this picture. There is time for most of Gen | to come up
with a workable financial plan. And, while the ultimate responsibility largely
falls on Gen I's shoulders, it is also the responsibility of those of us in the finan-
cial services industry to provide realistic solutions. It is the responsibility of
legislators to get on with the job of preserving the basic social promise
of Social Security by making necessary changes today to protect future gen-
erations. And it is the responsibility of policymakers, corporations and
influencers to find successful ways to build financial literacy and create incen-
tives for Gen | to plan and save.

Gen lis all of us — from the schoolchild learning the wonder of compound inter-
est, to the centenarian waiting to hear from Willard Scott on her birthday. Gen |
today must take Initiative to become Informed, Insured and Invested — so that
all of us can enjoy the opportunity before us to live fong, and prosper. 3%

Note: Data included in this white paper were derived from various publications and reports from sources including: the
American Academy of Actuaries; the Congressional Budger Office; the Congressional Research Service Domestic Social
Policy Division; The Financial Services Roundtables Blue Ribbon Commission on Retirement Security; the Securities

Industry Association; the Employee Benefit Research Institute; the Society of Actuaries and various Gemworth Financial-
sponsored consumer surveys and studies.




welcome to Generation |

Embrace “Gen " at every age

While “Gen I" is forward-looking, the concept starts with the individual at any
point in life. Planning for the long term includes building a safety net today,
through savings and investments, including home ownership, life and health-
related insurance coverage, and creating an income stream one can't outlive.
For example, life insurance creates an ongoing safety net for families — and it's
something most of us have far too little of. Typical coverage is two times
income, while a secure foundation for beneficiaries is calculated at closer to 12
times a breadwinner's wages.

Retirement security

Retirement security in the U.S. has historically been built on three pillars:
Social Security, employer-sponsored programs and individual savings.

Social Security — Since inception, Social Security has balanced social adequacy
with individual equity. It provides baseline protection (85 percent of total
income for 40 percent of recipients), while scaling benefits according to rates
of contribution. Social Security pools longevity risk — those who live longest
are to some extent subsidized by workers who die early. However, as the
number of active workers continues to shrink in proportion to the number
entering retirement, the system is likely to undergo significant and potentially
radical reform.

Employer-based Retirement Plans - Defined benefit (DB) plans also pool
tongevity risk, but have been declining in use due to growing costs and fund-
ing uncertainties. Total assets in private sector DB plans declined from 34
percent of all retirement assets in 1985 to 17 percent in 2001. Corporate
bankruptcies and complex accounting have further weakened the DB prom-
ise. And, while the Pension Benefit Guaranty Corporation is charged with
protecting the pensions of some 44 million workers in more than 32,000
plans, the health of that agency is itself in doubt.

Defined contribution (DC) plans are offered more broadly, but participation
rates are low, and the average balance in 401(k) plans is just $40,000. The
plans also have substantial leakage — 42 percent of 401(k) distributions are
cashed out when workers change jobs - a number that jumps to 72 percent
for accounts under $10,000, just when younger workers stand the best
chance of seeing their savings grow over time into & healthy nest egg.

Personal Savings ~ Only 50 percent of workers are covered by employer-
sponsored retirement plans of any kind. And even fewer take advantage of
Individual Retirement Accounts {IRA). Among workers eligible for deductible
IRA contributions, less than 10 percent make them. The average IRA account
balance today stands at just $37,000. Personal savings are near nonexistent
for many. Excluding the home, the median value of family assets is $47,000,
while the net worth of the bottom 40 percent of wealth distribution is as low
as $1,000. "Gen |” today is concerned, but confused about financial security,
and there is an undeniable gap in financial literacy. Results of recent
Genworth surveys indicate a profound lack of financial awareness:

> B3 percent could not define a 401(k)

> 75 percent don't know the maximum allowed IRA contribution

> 82 percent believe they could withdraw more than 5 percent annually
from savings without running short; 24 percent believe withdrawing
10-15 percent would be acceptable

> 40 percent say they are not saving for retirement at all, because "it's
too complicated.”
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WERE GETTING OLDER AND, COLLECTIVELY, LIVING LONGER. BY
2040, THE NUMBER OF PEOPLE IN THE UNITED STATES AGE 65 AND
OLDER IS EXPECTED TO SURGE TO MORE THAN 22 PERCENT OF THE
POPULATION — SOME 76 MILLION IN ALL — FROM I2 PERCENT TODAY.
MORE THAN A THIRD OF MEN AGE 65 NOW ARE EXPECTED TO REACH
AT LEAST AGE 85, AS ARE NEARLY HALF OF ALL WOMEN. AND THERE'S
A 60 PERCENT CHANCE THAT ONE MEMBER OF A COUPLE AGE 65
TODAY, WILL LIVE PAST 9O.

These statistics tell a great story about advances made in public health and
medicine. Unfortunately, financial safety nets haven't kept pace. For many
nearing retirement, the prospect of living longer is shaded by a lack of pre-
paredness to survive financially for 20 to 30 years —~ or more.

As we anticipate greater longevity, we are increasingly aware that the fabric
of traditional financial safety nets is unraveling. Corporations are groaning
under pension plan obligations, and shifting more retirement responsibility to
workers. Federal and state governments are straining to control pension,
health and long-term care costs; and the Social Security system itself is begin-
ning to wobble. All of the former guarantors of protection and security are
telling people — with decreasing subtlety ~ “You're on your own.”

At Genworth, we believe more than ever that individuals must shape their
destinies with their own hands - not the hands of a government, corporation —
or fate. This shift in responsibility — from institutions to the individual — creates
the need to recognize a new generation of Americans that is afl-inclusive — a
fast expanding, far reaching group we refer to as Generation .

In today's world of shifting burdens, embracing “Gen | means:

| take Initiative to plan now for financial Independence

| am Informed about how much money is needed to retire

| Investregularly, at work and on my own

| am /nsured against events that can deplete assets and

diminish lifestyles

| have access to an /ncome stream that is guaranteed to last my lifetime.

vV V V V
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/ protection \

George Zippel
PRESIDENT and CHIEF EXECUTIVE OFFICER
Protection

PROTECTION

OUR PRODUCTS AND SERVICES HELP PEOPLE PROVIDE FINANCIAL PROTECTION FOR
THEMSELVES, THEIR FAMILIES AND THEIR BUSINESSES.

SEGMENT NET EARNINGS
Group Payment Protection  Long-Term Care Life

2003 IS 35% 4% ] $487 million

PRO FORMA NET EARNINGS
Group Payment Protection  Long-Term Care Life

2004 6% 32% ‘ 47% $527 million

SALES
Life - annualized first year Group - annualized first year Long-Term Care - annualized first year Payment Protection -
premiums and deposits premiums premiums written premiums (1)(2)

2004 $144 million L $171 million 1[ 31‘62 million ) ] $1,501 million |
2003 § $164 miltion [ $144 million | '  $240million $2,175 million

Dot to scale
@rristen premiums gross of reinsurance and cancellarions
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protection

We strengthened our leadership positions
in term life, individual long-term care and
European payment protection insurance.

Our Protection segment provides clear solutions to help people
build a personal protection safety net to preserve their assets,
lifestyles and retirement dreams. In 2004, we strengthened our
leadership positions in term life, individual long-term care and
European payment protection insurance. We also continued to
provide employee benefits solutions to small to midsized employers,
a growing market for us. These leadership businesses serve deep
markets that will benefit from demographic changes.

Many people in the U.S. have some form of life insurance cover-
age, but they are often underinsured. They don’t have enough
coverage to protect their families should they die premarurely.
Term life insurance is the simplest, most affordable product to
help consumers close that protection gap, and our leading term
products offer pricing, product features and service capabilities
that are highly competitive. We also offer attractive universal life
insurance products with strong appeal for certain consumers.

Long-term care insurance is a product that protects individuals
and families from financial and emotional burdens when a
long-term care need arises. Too few people have this insurance
protection, however. Less than 10 percent of people over the age
of 55, those who need it most, have long-term care coverage.
-Yet, as baby boomers continue to age, it increasingly will be a
critical part of their protection needs. As a pioneer of this vitally
important product, we are well positioned to serve those needs.
We expect to continue to be a leader in educating consumers
and producers alike abourt the importance of this product. In
20035, we also expect to see more commitment from industry
leaders, which should help strengthen consumer confidence in
providers’ ability to be there when the coverage is needed.

Our payment protection products currently serve the needs of
the European consumer lending market. Our pan-European
positioning is sharply focused on profitable clients and high
growth opportunities. The market continues to show steady
growth and should be bolstered in the future by the expan-
sion of the European Union. We believe the global payment
protection market also provides attractive opportunity.

Overall, our business made significant progress in 2004 in
three key areas — new products, distribution expansion and
technology-enabled service.

NEW PRODUCTS

Our life insurance business improved the competitiveness of
term life products by leveraging innovative solutions that
reduced required capital and boosted returns. We also made
good progress in expanding our universal life product suite,
adding three new products targeted at the fastest growing seg-
ment of the market — those over age 50.

Long-term care insurance introduced a new product series that
offers consumers the choice between a comprehensive product
rich in features and a modular product that can be customized
to meet an individual’s particular needs. Both include “best in
class” features and options for in-home care coverage.

Employee benefits dramatically increased the size and reach of
the provider network for its group dental product, and intro-
duced a new voluntary life product that meets employers’
desires to shift more cost responsibility to employees.

Payment protection developed an innovative product solution
called “committed payments” that provides protection for house-
hold expenses or other personal financial commitments in the
event of accident, sickness or involuntary unemployment. >

15
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Overall, our business made significant
progress in 2004 in three key areas —
new products, distribution expansion and
technology-enabled service.

DISTRIBUTION EXPANSION

Our life insurance business, which already has relationships
with some of the best names in independent distribution,
further expanded its market presence by adding 74 new distrib-
utors in 2004.

In long-term care insurance, we entered into distribution rela-
tionships with 14 firms that recognize the importance of
providing this type of coverage to their clients as part of a finan-
cial plan. We also increased the size of our wholesaling support
team and partnered with a nationally recognized elder care
expert to deliver top notch product education to more than
2,000 producers. We expect to train another 10,000 in 2005.

Our payment protection business made significant progress in
expanding its distribution presence in continental Europe,
establishing 42 new arrangements with financial institutions. At
the same time, we maintained our financial discipline by exiting
a number of unprofitable arrangements. We also formed a dedi-
cated team to expand our presence beyond the 13 countries in
which we currently do business.

TECHNOLOGY-ENABLED SERVICE

Our life insurance business took a major step forward with the
rollout of GENIUSS®, a fully integrated, end-to-end digiral
processing platform for new term life insurance business.

GENIUS® has helped the life business reduce policy issue

times, improve underwriting accuracy and lower operating costs.

To make doing business with Genworth even easier, long-term
care insurance developed and launched the industry’s first inter-
active on-line application system. Complementing traditional
paper-based applications, this technology makes it easier to sat-
isfy the needs of both distributors and consumers.

OUTLOOK

Our continued success requires unwavering focus on four key
areas:

We will continue developing and launching innovative products
that meet customer needs. We will maintain a market leadership
position in our cote term life product line, and will expand our
offerings to include a new return-of-premium term product.
We're excited about our universal life growth prospects, and will
also introduce several new products this year. We'll also leverage
our unique long-term care capabilities by introducing a series of
long-term care protection riders on life and annuity products.

In addition to growing sales through our existing distribution,
we are adding new distribution relationships. Our life insurance
business expects to add new general agencies and will expand its
position in two fast growing distribution channels: insurance
marketing organizations and financial institutions. We will con-
tinue to broaden our distribution partnerships in Europe and
the rest of the world, as we look for more affinity relationships.
Our long-term care insurance business will focus on recruiting
new career agents and adding more independent distribution.

Maintaining our dedication to great service enabled by technol-
ogy, we will embark on a multi-year upgrade of our payment
protection platform that will enhance our associates’ ability to
deliver unrivaled service. We also have launched new and
innovative policyholder wellness initiatives that offer valuable
guidance to individuals about how to maintain a healthy lifestyle.

We will continue our disciplined execution focus in product
pricing, underwriting, investments, and claims management.
That focus, together with our operating discipline, will ensure
steady performance of our in-force business and, ultimarely,

drive earnings growth and return on equity improvement. 3%
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Kathy Ayers (center) and her daughter, Kristen, recently
had the chance to thank Laura McConnell (in red), a benefit analyst
Jor long-term care, for her efforts on their behalf.

LAURA McCONNELL TAKES PRIDE IN MAKING SURE CLAIMS ARE HANDLED
CORRECTLY FOR PEOPLE GOING THROUGH DIFFICULT TIMES IN THEIR LIVES.
KATHY AYERS, WHOSE MOTHER HAD A STROKE RECENTLY, WAS SO
IMPRESSED WITH LAURA'S WORK THAT SHE HAD TO TELL US ABOUT IT.

She wrote that she'd been dealing "with mountains of paperwork and details” in getting her mother’s affairs
settled, and that her dealings with Laura and Genworth had been “a shining light” in the process.

lLaura made sure the claim was properly handled. "She took the worry out of it for me. | knew that
I didn’t have to follow up. It's nice to know someone is looking out for my mother and me,” Kathy said.

Showing this kind of heart when taking care of our customers is what we do every day. Our long-term care
business currently services more than one million policyholders and handles more than 20,000 active
claims. For every one, a benefit analyst takes a personal interest in making sure the customer's needs are
met and claims are processed guickly and correctly.

“QOur company really does help people,” Laura said. "I'm not the only one who does this. It's great working
around hundreds of people who are making a difference in people’s lives every day.”

17




retirement income and investments
/ — - 5 \

Pam Schutz
PRESIDENT and CHIEF EXECUTIVE OFFICER
Retirement Income and fnvestments

RETIREMENT INCOME AND INVESTMENTS

OUR PRODUCTS HELP FAMILIES PROVIDE FOR THEIR FUTURES AND ACHIEVE
A RELIABLE STREAM OF RETIREMENT INCOME.

SEGMENT NET EARNINGS
Institutional Fee Based Spread Retail

2004 19% 29% 52% B 153 nition

8151 smillion

R
NI
N
N

2003 19% 99

PRO FORMA NET EARNINGS
Institutional Fee Based Spread Retail

SALES@

Structured Variable Income Managed
Settlements Variable Annuities Life (1} Fixed Annuities Institutional Annuities Money

B o T - BT

ot to scale
sales represent new premiums/deposits received, in millions
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retirement income and investments

A key element of our growth strategy is
acquiring new customer relationships by offering a
superior selection of products that
appeal to the diverse needs of today’s consumer.

Retirement Income and Investments continued to execute on a
focused strategy in 2004 and delivered strong results in all three
major sub-segments: spread retail, fee based and spread institu-
tional. We have extensive product offerings and asset manage-
ment services that appeal to a large and diverse cross section of
consumers and institutions.

For the 76 million U.S. baby boomers heading into retirement,
priorities are shifting from accumularing wealth to ensuring a
retirement paycheck they can’t outlive. We are focused on serv-
ing the growing retirement market with income distribution
and asset protection products, and we continue to leverage our
leading positions in income annuities.

In 2005, we are launching a new variable deferred annuity
product for defined contribution plans. When offered as an
option in workplace-based retirement savings programs, chis
investment will enable participants to achieve an income stream
they cannot outlive, with upside potential.

We continue to differentiate and build on our leadership in
income distribution annuity products. In 2004, we were num-
ber one and two for variable immediate and fixed immediate
income annuities, respectively.

SPREAD RETAIL

Spread retail includes fixed deferred, fixed immediate, and
structured settlement annuities. In 2004, we had strong growth
in spread retail sales, led by our fixed annuity products, and
solid growth in our fixed immediate annuity line. Genworth
ranked sixth for fixed annuities in the bank channel in 2004,
up from thirteenth in 2003. And we retained our sixth position
in structured settlement product sales.

Our long and successful history in the fixed annuity market
has been strengthened by deep and established bank distribu-
tion relationships. Sales volume has fluctuated over the years,
based on disciplined pricing and product introductions.
During the year, we introduced a fixed annuity with a capital
efficient, modular design that offers flexible minimum rates
for new issues that we can change on a weekly basis, depend-
ing on market conditions.

FEE BASED

Our fee based businesses include traditional variable annuities,
the income distribution series, asset management and our affil-
iated personal advisor network broker dealer. In 2004,
managed account assets increased 24 percent, to nearly $4 bil-
lion. We also completed an acquisition in our personal advisor
network, bringing total representatives to more than 2,000.
Leveraging our competencies in spread based institutional
products, we also manage GE’s municipal guaranteed invest-
ment contract (GIC) business on a fee basis.

No one can predict future market performance, inflation rates,
healthcare costs or how long they’ll live in retirement. As we
talk with consumers and distributors, they often describe the
key elements needed from retirement income: a guarantee that
they can't outlive, and an investment strategy chac can keep up
with inflation.

To that end, we continued to build out our income distribu-
tion series. It includes our innovative Retirement Answer
variable annuity, and two new optional riders introduced in
2004 on several of our variable annuities. These products are
designed to lock in guaranteed income for life, with upside
potential. In 2004, variable income distribution series sales
were up more than 80 percent.

Market demographics and increased awareness about the value
of income distribution products bode well for our product sales
growth. We have clearly differentiated ourselves on a number
of fronts, with multiple patents pending on certain product
features. We have scale, technology, early distribution penetra-
tion and, we believe, the largest database of longevity experience
in the industry.

Our sales of traditional variable annuities were challenged as the
industry continued to focus on equity performance guarantees
and living benefits that, as part of our risk management rigor, we
chose not to offer. In a marker we see as crowded and undifferen-
tiated, we are not a “me too” variable annuity player. We will
continue to focus on innovative income distribution products. >
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retirement income and investments

As we educate producers and

consumers, we will belp to
shape the retivement landscape
for the better.

SPREAD INSTITUTIONAL

We offer fixed GICs, floating-rate funding agreements and
GIC-backed notes. In 2004, we focused on repositioning these
portfolios to reduce exposure to floating-rate funding agree-
ments, and eliminating contracts that could be put back to us
in 30 days or less. :

Spread institutional continues to be an opportunistic segment
that leverages our asset and liability management expertise. We
expect to increase our asset base in GIC- backed notes, and we are
working to launch a new registered note program later in 2005.

DISTRIBUTION EXPANSION

We distribute our products through intermediaries such as
banks, wirechouses, independent broker dealers, registered
investment advisors and producer groups. Our distribution is
broad and diversified; our top intermediary distributor
accounts for only about seven percent of sales. In 2005, we
expect to acquire additional relationships, further penetrate
existing relationships with multiple products, and further
expand our wholesaling force. We also will continue growing
our affiliated personal advisor network.

As many of our distributors move toward a financial planning
sales model, we are building upon Genworth’s broad product
offerings. We have expanded many relationships to include our
income distribution series and fixed immediate annuities, and,
to protect assets, long-term care and life insurance. We also
increased our dedicated retirement income specialist team and
our wholesaling force by roughly 20 percent. We plan to
increase both by another 12 percent in 2005.

We continue to expand our affiliated personal advisor network
of more than 2,000 independent advisors. Primarily accoun-
tants and tax professionals, these trusted advisors are education

leaders for us in retirement income. Sales growth from this low
cost, profitable model has been solid, especially in our managed
money platforms.We anticipate continued strong sales growth
in the network through both increased productivity and accre-
tive acquisitions.

EDUCATION AND SUPPORT

We have focused on delivering targeted retirement income
awareness and education programs. In 2004, we hosted a series
of retirement income summits to raise awareness of the need
for guaranteed income in client portfolios and to demonstrate
how our strategies can address real customer concerns. Over
the course of six months, we brought the retirement income
message directly to more than 750 advisors in 30 cities.

We continue to add new tools designed to help producers serve
their customers betrer. For example, Retirement Answer Express,
introduced in 2004, allows producers to illustrate and submit
applications electronically.

OUTLOOK

The demographics for our business are compelling. Increases in
life expectancy and the aging of the U.S. population heighten
the risk that individuals will outlive their retirement savings.
The need for a private source of guaranteed income is becom-
ing more relevant and receiving increasing attention in the
national conversation every day.

We are focused on meeting consumer needs and tracking the
changing retirement landscape. We remain commited to pro-
viding products that help consumers protect their savings and
provide a retirement paycheck for life. As we educate advisors
and consumers, we will help shape the retirement landscape for
the better. 3%

20




retirement income and investments

Nicole Eubanks-Lambert, Retirement Income and Investments, sales development,

prepares to discuss the importance of segmenting essential
versus discretionary expenses when helping clients plan for retirement.

NICOLE EUBANKS-LAMBERT HELPED BRING STRATEGI/ES FOR MANAGING
RETIREMENT INCOME TO MORE THAN 1,000 PRODUCERS IN 2004. THE COURSE
WAS SPONSORED BY GENWORTH PROFESSIONALS AND DEVELOPED BY
THE NATIONAL ASSOCIATION FOR VARIABLE ANNUITIES AND THE INTERNATIONAL
FOUNDATION FOR RETIREMENT EDUCATION.

Strategies for Managing Retirement Income is designed for financial services professionals seeking mastery in
retirement income management. it presents a comprehensive six-step process for

creating and managing lifetime income sources that are tailored to meet the individual needs of clients.

Genworth Financial’s broker dealer, Terra Securities, was the first in the insurance industry to license
the course. Chief Operating Officer Howard Kite worked to customize the program for Terra's representatives.

“Championing this effort is a solid demonstration of Genworth's commitment to retirement income through
leadership and driving industry awareness,” Nicole said.
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mortgage insurance

Tom Mann
PRESIDENT 2724 CHIEF EXECUTIVE OFFICER
Mortgage Insurance

MORTGAGE INSURANCE

OUR MORTGAGE INSURANCE PRODUCTS OPEN THE
DOORS TO HOMEOWNERSHIP.

SEGMENT NET EARNINGS

United States

2004
2003

$426 million

$369 million

United States
2004

2003 |

$302 smiltion

$259 million

United States

2004 821,059 million

2003

International
47%
39%
GLOBAL INSURANCE IN FORCE
International
64%
53%
NEW INSURANCE WRITTEN
International
$36,613 million
867488 milliop. - 839,160 million
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morigage insurance

Our strategy is to help lenders around
the world grow their business by
bringing them our product, underwriting

and credit risk expertise.

Our Mortgage Insurance business strengthened its global lead-
ership position in 2004, continuing to leverage more than
20 years of experience in the United States to expand into
promising new international markets.

Our strategy is to help lenders around the world grow their
business by bringing them our product, underwriting and
credit risk expertise. We believe that doing so will create signifi-
cant opportunities for us to partner with them to increase
homeownership through high loan-to-value lending.

Our product helps people buy homes with low down pay-
ments — typically less than 20 percent — by insuring lenders
and investors against loss in the event of borrower default. We
prudently manage risk through careful underwriting, and
have built an unsurpassed global insurance portfolio of more
than $300 billion of insurance in force. More than 60 percent
of our portfolio comes from international operations, and we
are increasing penetration among the global lenders we serve.
We expect housing markets worldwide to provide continued
strong opportunities for growth.

INTERNATIONAL

Owning a home is a universal dream. In a global environment
marked by increasing demand for homeownership, high loan-
to-value lending can provide lenders access to untapped growth
opportunities. Acting as a risk partner, we can help manage
that growth safely. Our products can also provide capital relief
for both lenders and mortgage investors who make and hold
high loan-to-value loans.

We moved early to capitalize on the international opportunity,
and customers around the world now benefit from our ability
to share technology and best practices across national bound-
aries. In Canada, for example, customized decision-making
technology imported from the U.S. has dramatically increased

the speed and quality of our credit assessments. For our cus-
tomers, this point of sale technology has resulted in faster loan
decisions and dramatically improved cycle time for new prod-
uct introduction. These efficiencies in capturing and retaining
borrowers create stronger growth and higher profitability for
our lender partners.

Our customer-focused strategy also has helped sustain contin-
ued growth for our business despite a slowing of mortgage
originations in Australia and New Zealand. We remain the
leading provider of flow mortgage insurance to the largest resi-
dential mortgage lenders in those countries.

In Europe, we are helping fill product gaps in countries where
high loan-to-value lending historically has been limited. This
approach has enabled us to expand our European operations to
nine countries, with business flowing from six. We just cele-
brated our third anniversary in Spain, for example, where we
have developed relationships with a number of key lenders.

We evaluate new markets based on the opportunity for growth
and the regulatory and legal framework to support it. Mexico,
for instance, is an emerging market with strong government
support for housing. We're working with the government to
translate its housing policy goals into a regulatory framework
under which cur mortgage insurance products can help drive
homeownership. We also see real possibilities emerging in
Latin America and Asia.

UNITED STATES

Our U.S. business delivered solid performance in 2004, as levels
of new insurance wricten stabilized and persistency improved
from the low interest rate environment in 2003. >

23




mortgage insurance

The deeper market segmentation we introduced
in 2004 has allowed us to better understand the
unique needs of each customer group and
respond with more targeted products and services.

We are confident in our ability to restore reliable growth and
improve returns in the domestic market despite continuing
competition from lenders offering simultaneous second, or
“piggyback,” mortgages that take the place of mortgage insur-
ance. We also have acred to recover market share lost due to our
decision in 2004 not to participate in certain reinsurance trans-
actions and to renegotiate the terms of others.

Looking forward, we believe homeownership dynamics in the
United States will contribute to high loan-to-value market
expansion over time. Our strategy is to drive growth with three
key initiatives: shifting business to higher return segments,
increasing mortgage insurance penetration among new home-
buyers, and recapturing the simultaneous second market.

The deeper market segmentation we introduced in 2004 has
allowed us to better understand the unique needs of each
customer group and respond with more targeted products
and services.

For example, more than 25 percent of U.S. consumers are
credit union members, but the segment has low mortgage pen-
etration. To help these lender customers grow their business,
we created new products that focus on the superior credit qual-
ity of their members and also deliver special homebuyer
discounts. In the community bank segment, we signed an
exclusive marketing agreement with the American Community
Bankers Association, and reconfigured our operational
approach to deliver tailored underwriting support. Acceptance
in these new segments has been excellent, and we expect to
continue to build share.

Household formation by immigrant populations and first-time
homeownership among Latino, Asian and African-American
households is expected to drive as much as two-thirds of high
loan-to-value lending over the coming decade. We are well posi-
tioned with products and technology to meet this growing need.

One example is Tu Casa Ahora (Your Home Now), an on-line
Spanish-language platform launched during the year to help
lenders serve the fast growing Latino market,

These efforts and others will help our lender partners do more
business with first-time homebuyers, especially in the emerging
and affordable housing markets. In addition, recently enacted
federal legislation requiring a significant increase in the number
of affordable housing loans purchased by Fannie Mae and
Freddie Mac should mean additional high loan-to-value lend-

ing and increased need for our products.

To combat competition from simultaneous second mortgages,
we introduced the first products in our growing HomeOpeners™
suite during the year. Designed with the needs of low down
payment borrowers and lenders in mind, these new products
provide borrower options including lower monthly payments
than many piggyback loans, potential tax deductibility and
cash back at closing.

Many HomeOpeners™ products include involuntary unem-

ployment insurance at no extra charge, with one option adding
coverage against disability or death. The state housing agencies,
which serve the affordable housing market, see the product as
particularly well suited to the low- and moderate-income buy-
ers who are their core customers.

OUTLOCK

We look forward to continued international expansion through
disciplined execution of our strategy. In the U.S., our plans to
return to growth and increase return on equity are clear. Focus
on higher return segments, more new homebuyers and recap-
turing the simultaneous second market will help us grow
insurance in force. In addition, we will work to increase invest-
ment income yields and decrease our expense ratio. Maintaining
rigorous risk discipline should mean continued strong loss per-
formance. Finally, we expect to continue to redeploy excess

capital to support our higher return growth strategy. %
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Jorge Caceres (left), Channel Leader, “Tu Casa Ahora”
discusses Hispanic marketing strateqy with Martin Llorens at bis
new home in Coral Gables, Florida.

JORGE CACERES SAW THE U.S. HISPANIC COMMUNITY GROWING AT A REMARKABLE
RATE, AND HE KNEW THAT “TU CASA AHORA,” OUR ON-LINE SPANISH
LANGUAGE HOMEBUYER EDUCATION PROGRAM, COULD BE A VALUABLE RESOURCE
FOR POTENTIAL HOMEBUYERS.

To create awareness of the new website, www.tucasaahora.com, among real estate professionals
and consumers, he turned to Martin Llorens, president of Conexién Public Relations, a firm specializing
in the Hispanic market. The assignment yielded unexpected benefits.

“Ilearned about ‘Tu Casa Ahora’ at the same time | started thinking about buying my first house,” said Martin,
who came to the U.S. from Spain 10 years ago. “Like most people, | knew little about the process,

but the program included step-by-step instructions and tools that really made things clear. The links to lenders
offering Spanish-language customer service are especially important to the Hispanic community.”

Jorge worked with Martin to develop messages and strategies to reach the target audience and create
more Hispanic homeowners. Both are very happy with the results. "'Tu Casa Ahora’ is receiving
" Jorge said. “Martin brings his own special experience to the effort. He was the first to buy

lots of attention,
a home through a lender on our site.”
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Richard P McKenney
SENIOR VICE PRESIDENT and CHIEF FINANCIAL OFFICER
Genworth Financial

A MESSAGE FROM RICK McKENNEY

WE HOPE YOU ENJOYED READING GENWORTH FINANCIAL'S FIRST ANNUAL
REPORT TO SHAREHOLDERS, AND GAINED A BETTER UNDERSTANDING OF HOW WE
HELP INDIVIDUALS WITH FINANCIAL PRODUCTS AND SERVICES THAT
OFFER A PERSONAL PROTECTION SAFETY NET, LIFETIME INCOME OPPORTUNITIES
AND ACCESS TO HOMEOWNERSHIP.

As Genworth's chief financial officer, it is my responsibility to ensure we present clear and comprehensive
financial information to the public in accordance with all rules and regulations governing publicly traded
companies. Included as part of this Annual Report to Shareholders, you will find a copy of Genworth Financial’s
first Form 10-K, which we filed with the Securities and Exchange Commission on March 1, 2005.

Form 10-K contains detailed information about our business and its financial condition. Great care went into
its development, and | hope you take the time to read it to better understand our company. >
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understanding our financials

In certain areas, we expanded resources
and sharpened our focus to reflect
the requirements of our new world as
a stand-alone public company.

OUR CONTROLLERSHIP COMMITMENT

We strive to comply with both the letter and the spirit of the
law for our financial disclosure. To do so requires a strong
controllership foundation across the company, supported by
management accountability.

We are a new stand-alone public company, but our processes
are well developed. Our heritage from GE is to focus on
financial rigor and controllership. In fact, our predecessor
holding company produced its own 10-K filings for external

debt. As such, our Genworth10-K marks the sixth such fil-
ing by our team.

As we prepared to launch our new company, we started in
2003 to evaluate our internal controls and overall controller-
ship. Naturally, in certain areas, we expanded resources and
sharpened our focus to reflect the requirements of our new
world as a stand-alone public company. We began work on
Sarbanes-Oxley 404 and completed a full dry-run assessment
of internal financial reporting controls in 2003.

In 2004, management was required to evaluate internal
controls over financial reporting, and our external auditor
rendered an opinion on those controls. Our report and that
of KPMG LLP appear on pages {-128 and {-129 of the
10-K, included with this report. We are proud of our
accomplishments in this area and always strive for continu-
ous improvement.

GOVERNANCE AND OVERSIGHT

In conjunction with the IPO, a new governance structure
was created for Genworth. Our management team’s rela-
tionship with our Board of Directors and Audit Committee
only enhances our commitment to controllership.

We also drive accountability deep within our organization.
Each of our operating segments has established formal dis-
closure committees comprised of senior leaders from finance,
actuarial, operations and legal. These disclosure committees
constitute an important component of our overall disclosure
controls and procedures.

We further strengthen the foundation of our controls by
dedicating resources across the business in risk management
and compliance. This foundation, coupled with internal
and external auditing processes, helps assure that the financial
results included within our 10-K are fairly presented, accu-
rate and consistent with generally accepted accounting

principals (GAAP). >

30




understanding our financials

Looking ahead, we will continue the emphasis we have placed on
our financial controls and disclosure. Our first annual report
and the 10-K represent our dedication to providing shareholders
the information needed to understand Genworth.

CLARITY FOR SHAREHOLDERS

Our investors’ need for information goes beyond just the
numbers. Over the course of the year we have several oppor-
tunities to communicate with our investors. The 10-K is
one element of that.

On a quarterly basis we file our Form 10-Q with the SEC,
publish a statistical supplement, and hold an earnings call
where we discuss the performance of the business and
answer questions in a public forum. You can listen to our
calls and access our publications at www.genworch.com.

PRO FORMA FINANCIAL RESULTS

Due to the IPO and the resulting corporate reorganization
occurring mid-year 2004, the financial results for Genworth
on a historical basis include those entities that are now part
of Genworth and those that were excluded after May 24,
2004 — the date of our reorganization. This presentation is
required by GAAP.

In order to present a comparable profile of Genworth’s results
for investors, we have provided pro forma presentations where
meaningful. The pro forma measures are clearly noted and
remove the partial year results of businesses excluded from
Genworth post reorganization. Additionally, the pro forma
results reflect the impact of Genworth’s new capital structure
as if it existed throughout 2004. This is in accordance with
SEC regulations on pro forma presentation. For more explana-
tion of these differences refer to pages f-53 — £-56 of the 10-K.

GOING FORWARD

Looking ahead, we will continue the emphasis we have
placed on our financial controls and disclosure. Our first
annual report and the 10-K represent our dedication to
providing shareholders the information needed to under-

stand Genworth. $%

ﬁue%z._(’

Richard P McKenney
SENIOR VICE PRESIDENT a#nd CHIEF FINANCIAL OFFICER
Genworth Financial




understanding our financials

RETURN ON EQUITY

This annual report includes the non-GAAP financial measure entitled “operating return on equity (ROE).” We define operating ROE as net operating earnings divided by
average stockholders’ interest, excluding accumulated non-owner changes in average stockholders' interest (commonly referred to as accumulated other.comprebensive income
(AOCI)). “Net operating earnings” is also a non-GAAP measure that we define as net earnings from continuing operations, excluding after-tax nerealized invesrment gains
and losses (which can fluctuate significantly from period to period), changes in accounting principles and non-recurring, infrequent or unusual izems.

We believe that analysis of operating ROE enhances understanding of the efficiency with which we deploy our capital. However, operating ROE, as we define it, should not be
viewed as a substitute for GAAP net earnings divided by average stockholders’ interest. In addition, our definition of operating ROE may differ from the definitions used by
other companies. Due to the unpredictable nature of average stockholders interest excluding AOCI and the items excluded from net operating earnings, we are unable 1o recon-
cile our outlook for operating ROE to GAAP net earnings divided by average stockholders’ interest.

Operating ROE for 2004 is presented on a basis consistent with other pro forma financial information in our Form 10-K. Our 2004 operating ROE of 9.8% is calculated by
dividing pro forma net operating earnings of $1,044 million (see pages f-54 and f-55 of Form 10-K) by average adjusted stockholders interest, excluding AOCI of $10,607
million (which represents the average of stockholders interest, excluding AOCI, at December 31, 2004 of 311,257 million and adjusted stockholders interest, excluding AOCI,
at December 31, 2003 of $9,956 million). Stockholders' interest, excluding AOCI, as of December 31, 2003 has been adjusted to exclude certain assets and liabilities (8673
million), the effect of the reinsurance transactions ($1,473 million), and capital structure and other changes (3,411 million) resulting from our IPO and corporate reorganization.
Operating ROE differs from the calculation of ROE on a GAAP basis, and is not a substitute for GAAP ROE calculated using average GAAP stockbolders interest, excluding
AQCI, for 2004 was 9.1%. Additional detail on the reconciliation of operating ROE to comparable GAAP data is available in our fourth quarter 2004 press release furnished
to the SEC on Form 8-K on _january 28, 2005. '

GENWORTH FINANCIAL, INC.

STATEMENT OF EARNINGS

HISTORICAL ero rorMA(D
YEARS ENDED YEAR ENDED
DECEMBER 31, DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2004 2003 2002 2004
Revenues:
Premiums $ 6,559 $ 6,707 $ 6,107 $ 6,388
Net investment income 3,648 4,051 3,979 3,160
Net realized investment gains 26 10 204 23
Policy fees and other income 824 915 939 664
Total revenues 11,057 11,683 11,229 10,235
Benefits and expenses:
Benefits and other changes in policy reserves 4,804 5,270 4,640 4,340
Interest credited 1,432 1,624 1,645 1,319
Underwriting, acquisition, and insurance expenses, net of deferrals 1,812 1,916 1,808 1,657
Amortization of deferred acquisition costs and intangibles 1,154 1,351 1,221 1,052
Interest expense 217 140 124 243
Total benefits and expenses 9,419 10,301 9,438 8,611
Earnings from continuing operations before income taxes and accounting change 1,638 1,382 1,791 1,624
Provision for income taxes 493 413 411 494
Net earnings from continuing operations before accounting change 1,145 969 1,380 $ 1,130
Net earnings (loss) from discontinued operations, net of taxes - 186 (206)
Gain (loss) on sale of discontinued operations, net of taxes 7 (74) -
Net earnings before accounting change 1,152 1,081 1,174
Cumulative effect of accounting change, net of taxes 5 - -
Net earnings $ 1,157 $ 1,081 $ 1,174
Net earnings from continuing operations per share:(2/

Basic $ 234 $ 1.98 $ 282 $ 231

Diluted $ 233 $ 198 $ 282 $ 230
Net earnings per common share:(?)

Basic $ 236 $ 221 $ 240

Diluted $ 236 § 221 $ 240

See Notes to Financial Statements

(1) See page f~54 of Form 10-K.
(2) See page f~100 of Form 10-K.
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understanding our financials

GENWORTH FINANCIAL, INC.

STATEMENT OF FINANCIAL POSITION

DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS) 2004 2003
Assets

Investments:

Fixed maturities available-for-sale, at fair value $ 52,424 $ 65,485
Equity securities available-for-sale, at fair value 374 600
Mortgage and other loans, net of valuation allowance of $52 and $50 6,051 6,114
Policy loans 1,224 1,105
Short-term investments 818 531
Restricted investments held by securitization entities 860 1,069
Other invested assets 3,996 3,789
Total investments 65,747 78,693
Cash and cash equivalents 1,392 1,982
Accrued investment income 733 970
Deferred acquisition costs 5,020 5,788
Intangible assets 780 1,346
Goodwill 1,465 1,728
Reinsurance recoverable 18,535 2,334
Other assets ($24 and $65 restricted in securitization entities) 1,322 2,346
Separate account assets 8,884 8,244
Total assets $103,878 $103,431
Liabilities and Stockholders’ Interest

Liabilities:

Future annuity and contract benefits $ 61,698 $ 59,257
Liability for policy and contract claims 3,329 3,207
Unearned premiums 3,597 3,616
Other policyholder liabilities 638 465
Orther liabilities ($3 and $59 restricted in securitization entities) 6,792 7,051
Non-recourse funding obligations 900 600
Short-term borrowings 559 2,239
Long-term borrowings 2,442 529
Senior notes undetlying equity units 600 -
Preferred stock 100 -
Deferred tax liabilicy 624 1,405
Borrowings related to securitization entities 849 1,018
Separate account liabilities 8,884 8,244
Total liabilities 91,012 87,631
Commitments and Contingencies

Stockholders’ interest:

Class A Common Stock, $0.001 par value; 1.5 billion shares authorized; 146,5 million shares issued and outstanding - -
Class B Common Stock, $0.001 par value; 700 million shares authorized; 343.1 million shares issued and outstanding - -
Additional paid-in capiral 10,612 8,377
Accumulated non-owner changes in stockholders’ interest:

Net unrealized investment gains 1,019 1,518
Derivarives qualifying as hedges 268 (5)
Foreign currency translation adjustments 322 159
Accumulated non-owner changes in stockholders’ interest 1,609 1,672
Rerained earnings 645 5,751
Total stockholders’ interest 12,866 15,800
Tortal liabilities and stockholders interest $103,878 $103,431

See Notes to Financial Statements
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PART 1

In this Annual Report, unless the context otherwise requires,
“Genworth,” “we,” ‘us,” and “our” refer to Genworth Financial, Inc.
and its subsidiaries and include the operations of the businesses acquired
from General Electric in connection with our corporate reorganizarion
referred to below. In addition, in this Annual Report, we refer to pro
forma financial information, which reflecs our statement of earnings
for the year ended December 31, 2004, as adjusted to give effect 10 the
transactions described in “Item 6. — Selected Historical and Pro Forma
Financial Information,” as if each of those transactions had occurred on
January 1, 2004,

ITEM 1.
BUSINESS

OVERVIEW

We are a leading insurance company in the U.S., with an
expanding international presence, serving the life and lifestyle pro-
tection, retirement income, investment and mortgage insurance
needs of more than 15 million customers. We have leadership posi-
tions in key products that we expect will benefit from a number of
significant demographic, governmental and market trends. We dis-
tribuce our products and services through an extensive and diversi-
fied distribution network that includes financial intermediaries,
independent producers and dedicated sales specialists. We conduct
operations in 22 countries and have approximately 6,150 employees.

We were incorporated in Delaware on October 23, 2003 in
preparation for our corporate reorganization and an initial public
offering, or IPO, which was completed on May 28, 2004. In con-
nection with the IPO, we acquired substantially all of the assets and
liabilities of GE Financial Assurance Holdings, Inc., or GEFAHL
GEFAHI is an indirect subsidiary of General Electric Company, or
GE, and prior to the IPO was a holding company for a group of
companies that provide life insurance, long-term care insurance,
group life and health insurance, annuities and other investment
products and U.S. mortgage insurance. We also acquired certain
other insurance businesses that were owned by other GE sub-
sidiaries but managed by members of the Genworth management
team. These businesses include international mortgage insurance,
payment protection insurance based in Europe, a Bermuda rein-
surer and mortgage contract underwriting.

In consideration for the assets and liabilities that we acquired
from GEFAHI, we issued to GEFAHI 489.5 million shares of our
Class B Common Stock, $600 million of our 6.00% Equity Units
(the “Equity Units”), $100 million of our 5.25% Series A
Cumulative Preferred Stock (the “Series A Preferred Stock”), which
is mandatorily redeemable, a $2.4 billion short-term note, and
a $550 million contingent non-interest-bearing note (the

“Contingent Note”). We refinanced the $2.4 billion note with.

$1.9 billion of senior notes and $500 million of commercial paper
shortly after the IPO, and we repaid the contingent note in
December 2004. The liabilities we assumed included ¥60 billion

o us (and were subsequently retired). We refer to the transactions
described above as our corporate reorganization. Shares of our Class B
Common Stock convert automatically into shares of our Class A
Common Stock when they are held by any person other than GE or
an affiliate of GE or when GE no longer beneficially owns at least
10% of our outstanding common stock. As a result, all of the
146.4 million shares of common stock offered in our IPO (includ-
ing shares sold pursuant to the underwriters’ exercise of their over-
allotment option) consisted of Class A Common Stock.

GE currently owns approximately 70% of our outstanding
common stock. GE has indicated that it expects, subject to market
conditions, to reduce its ownership over the next two years as we
transition to full independence. GE also has informed us that, in
any event, it expects to reduce its interest in us to below 50% by
value by May 27, 2006 (in satisfaction of a condition to the tax rul-
ing secured in connection with the [PO).

In connection with our corporate reorganization and the IPO,
we entered into a number of arrangements with GE governing our
separation from GE and a variety of transition and other matters,
including our relationship with GE while GE remains a significant
stockholder in our company. These arrangements include several sig-
nificant reinsurance transactions with Union Fidelity Life Insurance
Company, or UFLIC, an indirect subsidiary of GE. As part of these
transactions, effective as of January 1, 2004, we ceded to UFLIC all
of our structured settlement contracts and substantially all of our
variable annuity contracts, and a block of long-term care insurance
policies that we reinsured in 2000 from The Travelers Insurance
Company, which we refer to in this Annual Report as Travelers. In
the aggregate, these blocks of business did not meet our target return
thresholds, and although we remain liable under these contracts and
policies as the ceding insurer, the reinsurance transactions have the
effect of transferring the financial results of the reinsured blocks to
UFLIC. We continue to service the blocks of business that we rein-
sured, which preserves our operating scale and enables us to service
and grow our new sales of these products. In addition, as part of the
reinsurance transactions, UFLIC ceded to us substantially all of its
in-force blocks of Medicare supplement insurance.

We have the following three operating segments:
> PROTECTION. We offer U.S. customers life insurance, long-

term care insurance and, primarily for companies with fewer than
1,000 employees, group life and health insurance. In Europe, we
offer payment protection insurance, which helps consumers meer
their payment obligations in the event of illness, involuntary unem-
ployment, disability or death. In 2004, we were the leading provider
of individual long-term care insurance and a leading provider of
term life insurance in the U.S., according to LIMRA lnternational
(in each case based upon annualized first-year premiums). We
believe we are a leading provider of term life insurance through bro-
kerage general agencies in the U.S. and that this channel is the
largest and fastest-growing distribution channel for term life insur-
ance. Our leadership in long-term care insurance is based upon
30 years of product underwriting and claims experience. This expe-
rience has enabled us to build and benefit from what we believe is
the largest actuarial database in the long-term care insurance indus-
try. For the year ended December 31, 2004, our Protection segment
had pro forma segment net earnings of $527 million.

aggregate principal amount of 1.6% notes due 2011 that had been > RETIREMENT INCOME AND INVESTMENTS. We offer U.S.
issued by GEFAHI, ¥3 billion of which GEFAHI owned and transferred customers fixed and variable deferred annuities, income annuities,
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variable life insurance, asset management, and specialized prod-
ucts, including guaranteed investment contracts, or GICs, fund-
ing agreements and structured settlements. We are an established
provider of these products. In 2004, according to VARDS, we
were the largest provider of variable income annuities in the U.S.,
and according to LIMRA International, we were the second-
largest provider of fixed income annuities in the U.S. (in each case
based upon toral premiums and deposits). For the year ended
December 31, 2004, our Retirement Income and Investments seg-
ment had pro forma segment net earnings of $148 million.

MORTGAGE INSURANCE. In the U.S., Canada, Australia, New
Zealand and Europe, we offer mortgage insurance products that
facilitate homeownership by enabling borrowers to buy homes with
low-down-payment mortgages. These products generally also aid
financial institutions in managing their capital efficienty by reduc-
ing the capirtal required for low-down-payment mortgages.
According to Inside Mortgage Finance, in 2004, we were the fifth-
largest provider of mortgage insurance in the U.S. (based upon new
insurance written). We also believe we are the largest provider of pri-
vate mortgage insurance outside the U.S. (based upon flow new
insurance written), with leading mortgage insurance operations in
Canada, Australia and the U.K. and a growing presence in
Continental Europe. The net premiums written in our international

> AGING U.S. POPULATION WITH GROWING RETIREMENT INCOME
NEEDS. According to the U.S. Social Security Administration,
from 1945 to 2003, U.S. life expectancy at birth increased from
62.9 years to 74.4 years for men and from 68.4 years to 79.5 years
for women, respectively, and life expecrancy is expected to
increase further. In addition, increasing numbers of baby
boomers are approaching retirement age. The U.S. Census
Bureau projects that the percentage of the U.S. population aged
55 or older will increase from approximately 22% (65 million)
in 2004 to more than 29% (97 million) in 2020. These increases
in life expectancy and the average age of the U.S. population
heighten the risk thar individuals will outlive their retirement
savings. In addition, approximately $4.4 trillion of invested
financial assets (25% of all U.S. invested financial assets) are held
by people within 10 years of retirement and will be available to
be converted to income as those people retire, and approximately
$3.3 trillion of invested financial assets are held by individuals
who are under age 70 and consider themselves retired, in each
case according to a survey conducted by SRI Consulting
Business Intelligence in 2002, We believe these trends will lead
to growing demand for products, such as our income annuities
and other investment products, that help consumers accumulate
assets and provide reliable retirement income.

mortgage insurance business have increased by a compound annual > GROWING LIFESTYLE PROTECTION GAP. The aging U.S. popula-
growth rate of 45% for the three years ended December 31, 2004. tion and a number of other factors are creating a significant
For the year ended December 31, 2004, our Mortgage Insurance lifestyle protection gap for a growing number of individuals.
segment had pro forma segment net earnings of $426 million. This gap is the result of individuals not having sufficient
We also have a Corporate and Other segment which consists resources, including insurance coverage, to ensure that their
primarily of unallocated corporate income and expenses (including future assets and income will be adequate to support their
amounts incurred in settlement of class action lawsuits), the results desired lifestyle. Other factors contributing to this gap include
of several small, non-core businesses that are managed outside our declining individual savings rates, rising healthcare and nursing
operating segments, most of our interest and other financing care costs, and a shifting of the burden for funding protection
expenses and net realized investment gains (losses). For the year needs from governments and employers to individuals. For
ended December 31, 2004, our Corporate and Other segment had example, many companies have reduced employer-paid benefits
pro forma segment net earnings of $29 million. in recent years, and the Social Security Administration projected
We had $12.9 billion of total stockholders™ interest and in 2004 that the annual costs of Social Security will exceed the
$103.9 billion of total assets as of December 31, 2004. For the year program’s tax revenue under current law in 2018, creating the
ended December 31, 2004, on a pro forma basis, our revenues were potential for both long-term benefit reductions from these tradi-
$10.2 billion and our pet earnings from continuing operations were tional sources and the need for individuals to identify alternative
$1.1 billion. Our principal life insurance companies have financial sources for.these benefits. In addition, according to the U.S.
strength ratings of “AA-" (Very Strong) from S&P, “Aa3” (Excellent) Bureau of Economic Analysis, personal savings rates decreased
from Moody’s, “A+” (Superior) from A.M. Best and “AA-" (Very from 10.8% in 1984 to 1.0% in 2004. Consumers are exposed
Strong) from Fitch, and our rated mortgage insurance companies to the rising costs of healthcare and nursing care during their
have financial strength ratings of “AA” (Very Strong) from S&P, retirement years, and some experts believe that many consumers
“Aa2” (Excellent) from Moody’s and “AA” (Very Strong) from Fitch. are underinsured with respect to their protection needs. For
The “AA” and “AA-" ratings are the third- and fourth-highest of example, according to the American Society on Aging and
S&P’s 20 ratings categories, respectively. The “Aa2” and “Aa3” rat- Conning Research & Consulting, approximately 70% of indi-
ings are the third- and fourth-highest of Moody’s 21 ratings cate- viduals in the U.S. age 65 and older will require long-term care
gories, respectively. The “A+” rating is the second-highest of A.M. at some time in their lives. However, in 2003, less than 10% of
Best’s 15 ratings categories. The “AA” and “AA-” ratings are the third- the individuals in the U.S. age 55 and older had long-term care
and fourth-highest of Fitch’s 24 ratings categories, respectively. insurance, according to statistics published by LIMRA
International and the U.S. Census Bureau. Moreover, the most
MARKET ENVIRONMENT AND OPPORTUNITIES recent Survey of Consumer Finances conducted by the Federal
Reserve Board found that the median household’s life insurance
We believe we are well positioned to benefit from a number coverage decreased in recent years to 1.4 times household
of significant demographic, governmental and market trends, income, which we believe leaves a significant life insurance pro-
including the following: ‘ tection gap for individuals and families. We expect these trends
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to result in’ increased demand for our life, long-term care and
small group life and health insurance products.

> INCREASING OPPORTUNITIES FOR MORTGAGE INSURANCE INTER- tributors continued access to a breadth of products.
NATIONALLY AND IN THE U.S, We believe a number of factors > EXTENSIVE, MULTI-CHANNEL DISTRIBUTION NETWORK. We have
have contributed and will contribute to the growth of mortgage extensive distribution reach and offer consumers access to our
insurance in Canada, Australia and the U.S., where we have sig- products through a broad nerwork of financial intermediaries,
nificant mortgage insurance operations. These factors include independent producers and dedicated sales specialists. In addi-
- increasing homeownership levels (spurred in part by government tion, we maintain strong relationships with leading diseributors
housing policies that favor homeownership and demographic by providing a high level of specialized and differentiated distri-
factors driving demand for housing); expansion of low-down- bution support, such as product training, advanced marketing
payment mortgage loan offerings; legislative and regulatory poli- and sales solutions, financial product design for affluent cus-
cies that provide capital incentives for lenders to transfer the risks tomers and technology solutions that support the distributors’
of low-down-payment mortgages to mortgage insurers; and sales efforts. We also offer a joint business improvement pro-
expansion of secondary mortgage markets that require credit gram, through which we help our independent sales intermedi-
enhancements, such as mortgage insurance. We believe a num- aries increase sales and realize greater cost and operational
ber of these factors also are becoming evident in some European, efficiencies in their businesses.
Latin American and Asian markets, where lenders increasingly > TECHNOLOGY-ENHANCED, SCALABLE, LOW-COST OPERATING
are using mortgage insurance to manage the risks of their loan PLATFORM. We have pursued an aggressive approach to cost-
portfolios and to expand low-down-payment lending, management and continuous process improvement. We employ
an extensive array of cost management disciplines, forming dedi-
COMPETITIVE STRENGTHS cated teams to identify opportunities for cost reductions and the
continuous improvement of business processes. This has enabled
We believe the following competitive strengths will enable us us to reduce our recutring operating expenses and provide funds
to capitalize on opportunities in our targeted markets: for new growth and technology investments. We also have devel-
> LEADING POSITIONS IN DIVERSIFIED TARGETED MARKETS, We oped sophisticated technology tools that enhance performance
have established leading positions in our targeted markets. Inour - . by automaring key processes and reducing response times and
Protection segment, we are a leading provider of several core process variations. These tools also make it easier for our cus-
products including individual long-term care insurance and term tomers and distributors to do business with us. For example, we
life insurance in the U.S. and payment protection insurance in have developed a proprietary digital platform that automates our
Europe. In our Retirement Income and Investments segment, we term life and long-term care insurance new business processing
are a leading provider of income annuities. In our international and improves the consistency and accuracy of our underwriting
Mortgage Insurance business, we have leading operations in decisions. This platform has shortened the cycle time from
Canada, Australia and the U.K., with a'growing presence in receipt-of-application to issuance-of-policy and reduced policy
Continental Europe. We believe our leading positions provide us acquisition costs. In addition, we have centralized our operations
with the scale necessary to compete effectively in these markets as and have established scalable, low-cost operating centers in -
they grow. We also believe our strong presence in multiple mar- Virginia, North Carolina and Ireland. Through an outsourcing
kets provides balance to our business, reduces our exposure to provider that is 40% owned by GE, we also have a substandial
adverse economic trends affecting any one market and provides team of professionals in India who provide us with a variety of
stable cash flow to fund growth opportunities. support services.
> PRODUCT INNOVATION AND BREADTH. We have a tradmon of > DISCIPLINED RISK MANAGEMENT WITH STRONG COMPLIANCE
developing innovative financial products to serve the needs of our PRACTICES. Risk management and regulatory compliance are
customers. For example, we were the first 1o introduce long-term critical parts of our business, and we are recognized in the insur-
care insurance plans that enable married couples to share long- ance industry for our excellence in these areas. We employ com-
term care insurance benefits. We also introduced the Income Dis- prehensive risk management processes in virtually every aspect of
tribution Series of guaranteed income annuity products and our operations, including product development, underwriting,
riders that provide the contractholder with a guaranteed mini- investment management, asset-liability management and tech-
mum income stream and an opportunity to-participate in market nology development programs. We have an experienced group of
appreciation. In our U.S. mortgage insurance business, we more than 150 professionals dedicated exclusively to our risk
recently introduced our HomeOpeners™ products, which are management processes. We believe our disciplined risk manage-
designed, in part, to compete with simultaneous second loans. ment processes have enabled us to avoid a number of the pricing
We offer a breadth of products that meet the needs of consumers and product design pitfalls that have affected other participants
throughout the various stages of their lives. We are selective in the in the insurance industry. For example, we have not offered a
products we offer and strive to maintain appropriate return and traditional guaranteed minimum income benefit with our vari-
risk thresholds when we expand the scope of our product offer- able annuities as offered by many of our competitors because we
ings. We believe our reputation for innovation and our breadth of concluded the exposures inherent in these benefits exceed our
products enable us to sustain strong relationships with our dis- permissible risk tolerance. In our mortgage insurance business, -
tributors. They also position us to benefit from the current trend we have substantially limited our exposure to the riskier portions
Jform 10-k
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of the bulk and sub-prime mortgage insurance market. We take a
similar disciplined approach to legal and regulatory compliance.
Throughout our company we instill a strong commitment to
integrity in business dealings and compliance with applicable
laws and regulations.

STRONG BALANCE SHEET AND HIGH-QUALITY INVESTMENT PORT-
FOLIO. We believe our size, ratings and capital strength provide us
with a significant competitive advantage. We have a diversified,
high-quality investment portfolio with $65.7 billion of invested
assets, as of December 31, 2004. Approximately 94% of our fixed
maturities had ratings equivalent to investment-grade, and less
than 1% of our total investment portfolio consisted of equity
securities, as of December 31, 2004. We also actively manage the
relationship between our investment assets and our insurance lia-
bilities. Our prudent approach to managing our balance sheet
reflects our commitment to maintaining financial strength.
EXPERIENCED AND DEEP MANAGEMENT TEAM. Our genior man-
agement team has an average of approximately 18 years of expe-
rience in the financial services industry. We have an established
track record for successfully developing managerlal talent at all
levels of our organization and have instilled a performance- and

execution-oriented corporate culture.

GROWTH STRATEGIES

Our objective is to increase operating earnings and enhance
returns on equity. We intend to pursue this objective by focusmg on
the following strategies:

CAPITALIZE ON ATTRACTIVE GROWTH TRENDS IN THREE KEY MAR-
KETS. We have positioned our product portfolio and distribution
relationships to capitalize on the attractive growth prospects in
three key markets:

Retirement income, where we believe growth will be driven

>

by a variety of favorable demographic trends and the approximately
$4.4 trillion of invested financial assets in the U.S. thar are held by
people within 10 years of retirement and $3.3 trillion of invested °
assets that are held by individuals who are under age 70 and con-
sider themselves retired, in each case according to SRI Consulting
Business Intelligence. Our products are designed to enable the
growing retired population to convert their accumulated assets into
reliable income throughout their retirement years.

‘ Protection, particularly long-term care insurance and pay-
ment protection insurance. In long-term care insurance, we believe
growth will be driven by the increasing protection needs of the
expanding aging population and a shifting of the burden for fund-
ing these needs from governments and employers to individuals. For
example, according to the American Society on Aging and Conning
Research & Consulting, approximately 70% of individuals in the
U.S. age 65 and older will require long-term care at some time in
their lives, but in 2003, less than 10% of the individuals in the U.S.
age 55 and older had long-term care insurance. In our payment pro-
tection insurance business, we believe market growth will result
from the increase in.consumer borrowing across Europe, the expan-
sion of the European Union and reduced unemployment benefits in
the European markets where we offer our products.

International mortgage insurance, where we continue to see
attractive growth opportunities with the expansion of homeowner-
ship and low-down-payment loans. The net premiums written in

" our international mortgage insurance business have increased by a

compound annual growth rate of 45% for the three years ended
December 31, 2004.

FURTHER STRENGTHEN AND EXTEND OUR DISTRIBUTION CHAN-
NELS. We intend to further strengthen and extend our distri-

>

bution channels by continuing to differentiate ourselves in
areas where we believe we have distinct competitive advan-
tages. These areas include:

Product and service innovations, as evidenced by new prod-
uct introductions, such as the introduction of our Income
Distribution’ Series of guaranteed income products and riders, our
private mortgage insurance products in the European marker, and
our service innovations, which include programs such as our policy-
holder wellness initiatives in our long-term care insurance business
and our automated underwriting platform in our mortgage
insurance business.

" Collaborative approach to key distributors, which 1ncIudes
our joint business improvement program and our tailored approach
to our sales intermediaries addressing their unique service needs,
which have benefited our distributors and helped strengthen our
relationships with them.

Technology initiatives, such as our proprietary underwriting
system, which has made it easier for distributors to do business with
us, improved our term life and long-term care insurance underwrit-
ing speed and accuracy, and lowered our operating costs.
> ENHANCE RETURNS ON CAPITAL AND INCREASE MARGINS. We

believe we will be able to enhance our returns on capital and
increase our margins through the following means:

Adding new business layers at targeted returns and optimiz-
ing mix. We have introduced revised pricing and new products in a
number of business lines, which we believe will increase our
expected returns. In U.S. mortgage insurance, we are targeting mar-
ket segments in which we can generate new business at higher
returns and limiting our growth from segments that have lower
returns. We have exited or placed in run-off certain product lines in
blocks of business with low returns, including, for example, our
older, fixed GICs, facility-only long-term care insurance policies
and certain payment protection insurance contracts, mostly in the
U.K. As these blocks decrease, we expect to release capital over time
to deploy to higher-return products and/or businesses.

Capital efficiency and management. We continually seek
opportunities to use our capital more efficiently, while maintaining
our ratings and strong capital position. We have developed a capital
markets solution to fund additional statutory reserves on our term
life insurance policies related to Regulation XXX, and we are work-
ing to develop similar structures for other product lines, including
universal life insurance. In addition, we intend to complement our
core growth strategy through selective acquisitions designed to
enhance product and distribution capabilities and returns, the
breadth of our product portfolio, or our distribution reach. We have
successfully completed the acquisition and integration of 13 key
businesses since 1993. In addition to pursuing opportunities for
core growth and accretive acquisitions, we also will consider making
share repurchases and increasing dividends on our common stock.

ﬁ)rm 10-k

f4




Investment income enhancements. The yield on our invest-
ment portfolio is affected by the practice, prior to our separation
from GE, of realizing investment gains through the sale of appreci-
ated securities and other assets during a period of historically low
interest rates. This strategy had been pursued to offset impairments
in our investment portfolio, fund consolidations and restructurings
in our business and provide current income. As an independent
public company, our investment strategy is to optimize investment
income without relying on realized investment gains. Although the
interest-rate environment since our IPO in mid-2004 has been chal-
lenging, we expect over time that the yield on our investment port-
folio will stabilize, with the potential for yield increases in a rising
interest rate environment. We also will seek to improve our invest-
ment yield by continuously evaluating our asset class mix, pursuing
additional investment classes and accepting additional credit risk
when we believe that it is prudent to do so.

Ongoing operating cost reductions and efficiencies. We con-
tinually focus on reducing our cost base while maintaining strong
service levels for our customers. We expect t accomplish this goal
in each of our operating units through a wide range of cost manage-
ment disciplines, including consolidating operations, using low-cost
operating locations, reducing supplier costs, leveraging process
improvement efforts, forming focused teams to identify opporcuni-
ties for cost reductions and investing in new technology, particularly
for web-based, digital end-to-end processes.

PROTECTION

Through our Protection segment, we offer life insurance,
long-term care insurance, payment protection insurance and
employment-based group life and health insurance. The following
table sets forth, on an actual and pro forma basis, selected financial
information regarding our Protection segment as of the dates and
for the periods indicated:

HISTORICAL PRO FORMA

FOR THE

AS OF OR FOR THE YEARS YEAR ENDED

ENDED DECEMBER 31,

part]

LIFE INSURANCE

OVERVIEW

Life insurance provides protection against financial hardship
after the death of an insured by providing cash payments to the ben-
eficiaries of the policyholder. According to the American Council of
Life Insurers, sales of new life insurance coverage in the U.S. were
$2.9 trillion in 2003, and total life insurance coverage in the U.S.
was $16.8 trillion as of December 31, 2003. Excluding variable life
insurance, the sales of which have been adversely affected by recent
stock market volatility, annualized first-year premiums for life insur-
ance increased by an average of 14.7% per year from 2000 to 2003,
according to LIMRA International.

Our principal life insurance product is term life, which pro-
vides life insurance coverage with guaranteed level premiums for a
specified period of time with little or no buildup of cash value that is
payable upon lapse of the coverage. We have been a leading provider
of term life insurance for more than two decades, and we believe we
are a leading provider of term life insurance through brokerage gen-
eral agencies in the U.S. In addition to term life insurance, we offer
universal life insurance products, which are designed to provide pro-
tection for the entire life of the insured and may include a buildup
of cash value that can be used to meet the policyholder’s particular
financial needs during his lifetime. Our life insurance business also
includes a run-off block of whole life insurance.

We price our insurance policies based primarily upon our

" own historical experience in the risk categories that we target. Our

pricing strategy is to target individuals in preferred risk categories
and offer them attractive products at competitive prices. Preferred
risks. include healthier individuals who generally have family histo-
ries that do not present increased mortality risk. We also have signif-
icant expertise in evaluating people with health problems and offer
appropriately priced coverage for people who meet our underwrit-
ing criteria. o '
We have been able to improve our returns on equity on new
business by implementing pricing, reinsurance and capital manage-

(DOLLAR AMOUNTS IN MILLIONS} 2004 2003, - 2002 2004 Mment actions in response to Regulation XXX, which requires insur-
Net carned premiums ers to establish additional statutory reserves for term and universal
Life insurance $ 759 $ 698 $ G685 $ 759 life insurance policies with long-term premium guarantees.
Long-term care insurance 1,672 1,775 1,543 1,589  Virtually all our newly issued term and universal life insurance busi-
Payment protection insurance 1,427 1,507 1,242 1,427  ness is now affected by Regulation XXX.
Group life and health insurance - 623 608 618 ... 623 We offer our life insurance products primarily through an
Toral net earned premiums  $ 4,481 $ 4,588 $ 4,088 $4,398  extensive network of independent brokerage general agencies
Revenues, net of reinsurance located throughout the U.S. We also offer our life insurance prod-
Life insurance $ 1,518 § 1443 $ 1,432 $1,518  ucts through affluent market producer groups and financial inter-
Long-rerm care insurance 2,311 2408 2,087 2,182 mediaries. We believe there are opportunities to expand our sales
Payment protection insurance 1,549 1,615 1372 1,549 through each of these distribution channels.
Group lifeand health insurance 686 677 74 686
Toral revenues, net of reinsurance $ 6,064 $ 6,143  $ 5,605 $5,935
Segment net earnings
Life insurance $ 245 %8 211§ 252 $ 245
Long-term care insurance 172 171 164 171
Payment protection insurance 81 64 82 81
Group lifeand health insurance 30 o 56 .30
Toral scgment net carnings  $ 528§ 487 § 554 8 527
Total segment assets $31,806 $29,254 $27,104
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The following table sets forth selected financial information
regarding our life insurance products as of the dates and for the peri-
ods indicated:

AS OF OR FOR THE
YEARS ENDED DECEMBER 31,

{DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002
Term life insurance
Net earned premiums $ 7218 G664 $ 635
Annualized first-year premiums'” 102 106 138
Revenues, net of reinsurance 831 746 720
Life insurance in force, net of reinsurance

(face amount) 329,014 296,942 263,622
Life insurance in force, before reinsurance

(face amount) 481,985 457,738 416,305
Universal and whole life insurance
Net earned premiums and deposits 373 402 406
Annualized first-year deposits' 42 57 57
Revenues, net of reinsurance 687 697 712
Life insurance in force, net of reinsurance

(face amount) 41,745 43,726 44,663
Life insurance in force, before reinsurance

(face amount) 50,775 53,074 54,587
Total life insurance™
Net earned premiums and deposits 1,094 1,066 1,041
Annualized first-year premiums” 102 106 138
Annualized first-year deposits™’ 42 57 57
Revenues, net of reinsurance 1,518 1,443 1,432
Life insurance in force, net of reinsurance

(face amount) 370,759 340,668 308,285
Life insurance in force, before reinsurance )

(face amount) 532,760 510,812 470,892

(1) Annualized first-year premiums for term life insurance and deposits for universal life insurance
reflect the amount of business we generated during each period shown and do net include
renewal premiums or deposits an policies written during prior periods. We cansider annualized
first-year premiums and depasits ta be @ measure of our operating performance because they rep-
resent a measure of new sales of insurance palicies during a specified period, rather than a meas-
ure of our revenues ar profitability during that period. This operating measure enables us to
compare our operating performance across periods withaut regard to revenues or profitability
related ta policies sald in prior periads or from investments or other sources.

(2) Excludes life insurance written through our group life and health insurance business, @ corporate-
owned life insurance run-off block managed by our long-term care insurance business and
variable life insurance written thraugh our Retirement Income and Investmenis segment.

PRODUCTS

Term life insurance

Our term life insurance policies provide a death benefit if the
insured dies while the coverage is in force. Term life policies lapse
with lictle or no required payment by us at the end of the coverage
period if the insured is still alive. We also offer policyholders the
right to convert most of our term insurance policies to specified uni-
versal or variable universal life insurance policies issued by us. We
seek to reduce the mortality risk associated with conversion by
restricting its availability to certain ages and by limiting the period
during which the conversion option can be exercised.

Our primary term life insurance products have guaranteed
level premiums for initial terms of 5, 10, 15, 20 or 30 years. In addi-
tion, our 5-year products offer, at the end of the initial term, a
second 5-year term of level premiums, which may or may not be
guaranteed. After the guaranteed period expires, premiums increase
annually and the policyholder has the option to continue under
the current policy by paying the increased premiums without

demonstrating insurability or qualifying for a new policy by submit-
ting again to the underwriting process. Coverage continues until the
insured reaches the policy expiration age or the policyholder ceases
to make premium payments or otherwise terminates the policy,
including potentially converting to a permanent plan of insurance.
The termination of coverage is called alapse. For newer policies, we
seek to reduce lapses at the end of the guaranteed period by gradu-
ally grading premiums to the attained age scale of the insured over
the five years following the guaranteed period. After this phase-in
period, premiums continue to increase as the insured ages.

Universal life insurance

Our universal life insurance policies- provide policyholders
with lifetime death benefit coverage, the ability to accumulare
assets on a flexible, tax-deferred basis, and the option to access the
cash value of the policy through a policy loan, partial withdrawal or
full surrender. Our universal life products allow policyholders to
adjust the timing and amount of premium payments. We credit
premiums paid, less certain expenses, to the policyholder’s account
and from that account deduct regular expense charges and certain
risk charges, known as cost of insurance, which generally increase
from year to year as the insured ages. Our universal life insurance
policies accumulate cash value that we pay to the insured when the
policy lapses or is surrendered. Most of our universal life policies
also include provisions for surrender charges for early termination
and partial withdrawals. As of December 31, 2004, 53% of our in-

force block of universal life insurance was subject to surrender

charges. We also sell joint, second-to-die policies that are typically
used for estate planning purposes. These policies insure two lives
rather than one, with the policy proceeds paid after the death of
both insured individuals.

We credit interest on policyholder account balances at a rate
determined by us, but not less than a contractually guaranteed min-
imum. Our in-force universal life insurance policies generally have
minimum guaranteed crediting rates ranging from 3.0% to 6.0%

for the life of the policy.

UNDERWRITING AND PRICING

We believe effective underwriting and pricing are significant
drivers of the profitability of our life insurance business, and we
have established rigorous underwriting and pricing practices to
maximize our profitability. We retain most of the risk we currently
underwrite, thereby minimizing the premiums ceded to reinsurers.
We generally reinsure risks in excess of $1 million per life, and the
reinsured amount is generally based on the policy amount at the
time of issue. We set pricing assumptions for expected claims,
lapses, investment returns, expenses and customer demographics
based on our own relevant experience and other factors. Qur strat-
egy is to price our products competitively for our target risk cate-
gories and not necessarily to be equally competitive in all categories.

Our current underwriting guidelines place each insurable life
insurance applicant in one of eight primary risk categories, depending
upon current health, medical history and other factors. Each of these
eight categories has specific health criteria, including the applicant’s
history of using nicotine products. We consider each life insurance
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application individually and apply our guidelines to place each
applicant in the appropriate risk category, regardless of face value or
net amount at risk. We may decline an applicant’s request for cover-
age if his health or lifestyle assessment is unacceprable to us. We do
not delegate underwriting decisions to independent sales intermedi-
aries. Instead, all underwriting decisions are made by our own under-
wrifing personnel or by our automated underwriting system. We
often share information with our reinsurets to gain their insights on
potential mortality and underwriting risks and to benefit from their
broad expertise. We use the information we obtain from the reinsur-
ers to help us develop effective strategies to manage those risks.

A key part of our life insurance underwriting program is the
streamlined, technology-enhanced process called GENTUS? which
automates new business processing for term life insurance.
GENIUS? has shortened the cycle time from receipt-of-application
to issuance-of-policy, reduced policy acquisition costs and improved
the consistency and accuracy of our underwriting decisions by
reducing decision-making variation.

LONG-TERM CARE INSURANCE

OVERVIEW

We offer individual long-term care insurance products that
provide protection against the high and escalating costs of long-
term health care provided in the insured’s home and in assisted liv-
ing and nursing facilities. Insureds become eligible for benefits
when they are incapable of performing certain activities of daily liv-
ing or when they become cognitively impaired. In contrast to health
insurance, long-term care insurance provides coverage for skilled
and custodial care provided outside of a hospital. The typical claim
covers a duration of care of 3 to 24 months;

We were the leading provider of individual long-term care
insurance in 2004, according to LIMRA International, based upon
number of policies sold and annualized first-year premiums. We
established ourselves as a pioneer in long-term care insurance

30 years ago. Since that time, we have accumulared extensive pricing

and claims experience, which we believe is the most comprehensive
in the industry and has enabled us to build what we believe is the
largest actuarial database in the industry. We believe our experience
givés us a deep understanding of what'is required for long term,
consistent success and has enabled us to develop a disciplined
growth strategy built on a foundation of strong risk management,
product innovation and a diversified distribution strategy.

Toral individual long-term care insurance premiums for in-
force policies in the U.S. increased from approximarely $2.4 billion
in 1997 to $6.8 billion in 2004, according to LIMRA International.
Industry-wide sales of individual long-term care insurance peaked
in 2002 at approximately $1.0 billion and decreased by 7% in 2003
and 25% in 2004. We believe this decrease was due primarily to
decisions by several providers to cease offering long-term care insur-
ance, to raise premiums on in force-policies, and to introduce new
products with higher prices. These actions resulted in decreased
purchases of long-term care insurance products and have caused
some distributors to reduce their sales focus on these products.
Notwithstanding these recent trends, we believe that over time, the

pare{

long-term care insurance marker will continue to expand as the
result of aging demographics, increasing healthcare and nursing care
costs, the uncertainty regarding government programs that cur-
rently cover these costs and the increasing public awareness of the
benefits of private long-term care insurance.

As the leading provider of individual long-term care insur-
ance, we have made significant investments to further the education
and awareness of the benefits of long-term care insurance. Examples
of these investments include the national sponsorship of the
Alzheimer’s Association annual Memory Walk, the creation of a
national long-term care awareness day, and free access to our Center
for Financial Learning website. In 2004, we also entered into a
strategic alliance with the Corporation for Long-Term Care

. Certification, Inc., a nationally recognized long-term care training
organization, to educate and train our independent producers in
how to help solve clients’ long-term care needs. Through our spon-
sorship, approximately 2,000 of our independent producers
attended this program.

~ Our rigorous focus on risk management in long-term care
insurance is a key part of our disciplined growth strategy and we
believe it has differentiated us from our competitors. This focus
includes strong pricing disciplines, intelligent product positioning,
experienced-based underwriting, sound claims adjudication, disci-
plined asset-liability management and extensive in-force monitor-
ing processes. Our critical product pricing assumptions such as lapse
rates, investment yields, mortality and morbidity are based upon
30 years of experience. As part of our approach to product pricing,
we stress test all our morbidity and other pricing assumptions
through stochastic modeling. Our products are positioned to be
particularly attractive to certain segments of the population, based
on age and marital status, where we see consistent, favorable claims
experience. Qur extensive pricing and claims experience and data-
bases enable us to perform in depth analysis so that we can respond
to emerging experience and execute product pricing strategies to
achieve targer returns. We have comprehensive underwriting
processes, including an experienced team of underwriters, and
advanced analytics and technology, that improve our risk assessment
and operating efficiency. We believe we have one of the largest and
most experienced claims organizations in the industry. Our claims
adjudication process on reimbursement policies includes a pre-
eligibility assessment by an experienced health professional to estab-
lish preliminary claims eligibility, followed by an on-site assessment
and care coordination phase to validate eligibility and to design an
appropriate plan of care. To mitigate exposure to interest rate risk,
including interest rate risk on the investment of in-force premiums,
we execute investment and hedging strategies. Finally, our in-force
monitoring processes include on-going evaluations of product per-
formance, external validarion of risks and various simulation tests
including stochastic modeling.

Throughout our history, we have consistently been a leader in
product innovation, We were one of the first long-term care insurers
to offer home care coverage and the first to offer shared plan cover-
age for married couples. We developed these innovations based
upon our risk analytics and in response to policyholder needs and
emerging claims experience. Qur most recent innovations have
included our policyholder wellness initiatives that are designed to
improve the overall health of our policyholders. These initiatives
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provide valuable services to our policyholders, reduce claims
expenses and differentiate-us from our competitors.

We distribute our products through diversified sales channels
consisting of more than 100,000 appointed independent producers,
financial intermediaries and dedicated sales specialists. Approxi-
mately 300 associates support these diversified distribution channels.

The following table sets forth, on an actual and pro forma
basis, selected financial information regarding our long-term care
insurance business, which includes long-term care insurance,
Medicare supplement insurance, as well as several run-off blocks of
accident and health insurance and corporate-owned life insurance
for the periods indicated:

HISTORICAL PRO FORMA

FOR THE

FOR THE YEARS YEAR ENDED

ENDED DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS) ... 2004 2008 002 2004
Net earned premiums $1,672 $1,775 $1,543 $1,589
Annualized first-year premiumsr) 162 240 257 162
Revenues, net of reinsurance 2,311 2,408 2,087 2,182

(1) Annualized first-year premiums reflect the amount of business we generated during each
period shown and do not include renewal premiums on policies written during prior periods.
We consider annualized first-year premiums to be a measure of our operating performance
because they represent a measure of new sales of insurance policies during a specified period,
rather than a measure of our revenues or profitability during that period, This operating meas-
ure enables us to compare our operating performance across periods without regard so revenues

w07 profitability relased 10 policies sold in prior periods or from investments or other sources.

PRODUCTS

Our principal product is individual long-term care insurance.
Prior to the mid-1990s, we issued primarily indemnity policies,
which provide for fixed daily amounts for long-term care benefits.
Since the mid-1990s, we have offered primarily reimbursement
policies, which provide for reimbursement of documented and
approved expenses for nursing home, assisted living facilities or
home care expenses. As of December 31, 2004, our in-force policies
consisted of approximately 84% reimbursement policies and 16%
indemnity policies, measured on a premium-weighted basis.
Reimbursement policies permit us to review individual claims
expenses and, therefore, provide greater control over claims cost
management than indemnity policies.

Our products provide customers with a choice of a maximum
period of coverage from two years to ten years, as well as lifetime
coverage. Our current products also provide customers with differ-
ent choices for the maximum reimbursement limit for their policy,
with $100 to $150 per day being the most common choices nation-
wide. Our new policies can be purchased with a benefit increase
option that provides for increases in the maximum reimbursement
limit at a fixed rate of 5% per year, which helps to mitigate cus-
tomers’ exposure to increasing long-term care costs. Many long-
term care insurance policies sold in the industry have a feature
referred to as an elimination period that is 2 minimum period of
time that an insured must incur the direct cost of care before
becoming eligible for policy benefies. Although many of our new
policies have no elimination period for home care coverage, the
majority of our new policies do have an elimination period for care
provided in assisted living and nursing facilities. All of these product
features allow customers to tailor their coverage to meet their

specific requirements and allow us to price our products with better
predictability regarding future claim costs.

Our current long-term care insurance product is designed to
offer comprehensive coverage with flexibility to adjust benefits and
coverages to meet individual consumer needs. Features include no
climination period for home-care benefits, international coverage
and a choice between monthly maximum expense limits and daily
limits. Consumers also are able to design more economical long-
term care insurance policies by customizing individual benefit fea-
tures and reducing reimbursement on home-care benefits.

We sell our long-term care insurance policies on a guaranteed
renewable basis, which means that we are required to renew the
policies each year as long as the premium is paid. The terms of all
our long-term care insurance policies permit us to increase premi-
ums during the premium-paying period if appropriate in light of
our expetience with a relevant group of policies, although his-
torically it has been our practice not to do so. We may increase
premiums on a group of policies in response to those policies” per-
formance, subject to the receipt of regulatory approvals. However,
we may not increase premiums due to changes-in an individual’s
health status or age.

In addition to our individual long-term care insurance prod-
ucts, we also offer a group long-term care insurance program for GE
employees in the U.S. This group program currently consists of
approximately 42,000 long-term care insurance policies and
accounted for approximately $25 million and $24 million of net
earned premiums for the years ending December 31, 2004 and
2003, respectively.

We also offer Medicare supplement insurance providing cov-
erage for Medicare-qualified expenses that are not covered by
Medicare because of applicable deductibles or maximum limits.
Medicare supplement insurance often appeals to a similar sector of
the population as long-term care insurance, and we believe we will
be able to use our marketing and distribution strengths for long-
term care insurance products to increase sales of Medicare supple-
ment insurance.

The financial results of our long-term care insurance business
also include the results of our Medicare supplement insurance prod-
uct and several small run-off blocks of accident and health insurance
products and corporate-owned life insurance. We believe that these
blocks of business do not have a material effect on the results of our
long-term care insurance business.

Prior to the completion of the IPO, we ceded a block of in-
force long-term care insurance business to UFLIC, and we assumed
several small in-force blocks of Medicare supplement insurance

from UFLIC.

UNDERWRITING AND PRICING

We employ extensive medical underwriting policies and pro-
cedures to assess and quantify risks before we issue our long-term
care insurance policies. For individual long-term care products, we
use underwriting criteria that are similar to, but separate from, those
we use in underwriting life insurance products. Depending upon an
applicant’s age and health status, we use a variety of underwriting
information sources to determine morbidity risk, or the probability
that an insured will be unable to perform activities of daily living or
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suffer cognitive impairment, and eligibility for insurance. The
process entails a comprehensive application that requests health,
prescription drug and lifestyle- and activity-related informarion.
Higher-risk applicants are also required to participate in an assess-
ment process by telephone or in person. A critical element of this
assessment process is a cognitive exam to identify early cognitive
impairments. In addition, an cxperienced long-term care insurance
underwriter conducts a comprehensive review of the application,
the results of the assessment process and, in many cases, complete
medical records from the applicant’s physicians.

To streamline the underwriting process and improve the
accuracy and consistency of our underwriting decisions, we imple-
mented the GENIUS® automated underwriting technology in our
long-term care insurance business beginning in January 2003. We
now use GENIUS® to process all our new long-term care insur-
ance applications.

We believe we have one of the largest and most experienced
long-term care insurance claims management operations in the
industry. Our claims adjudication process includes, with respect to
newer policies, a pre-claim assessment by an experienced health pro-
fessional who establishes preliminary claims eligibility, followed by
an on-site assessment and care coordination phase to validate eligi-
bility and to work with the customer in determining an appropriate
plan of care. Continued claims eligibility is verified through an
ongoing eligibility assessment for existing claimants. We will con-
tinue to make investments in new processes and technologies that
will improve the efficiency and effectiveness of our long-term care
insurance expense tracking and claims decision-making process.

The overall profitability of our long-term care insurance poli-
cies depends to a large extent on the degree o which our claims
experience, morbidity and mortality experience, lapse rates and
investment yields match our pricing assumptions. We believe we
have the largest actuarial darabase in the industry, derived from
30 years of experience in offering long-term care insurance prod-
ucts. This darabase has provided substantial claims experience and
statistics regarding morbidity risk, which has helped us to develop a
sophisticated pricing methodology tailored to segmented risk cate-
gories, depending upon marital status, medical history and other
factors. We continually monitor trends and developments that may
affect the risk, pricing and profitability of our long-term care insur-
ance products and adjust our new product pricing and other terms
as appropriate. We also work with a Medical Advisory Board, com-
prising independent experts from the medical technology and pub-
lic policy fields, that provides insights on emerging morbidity and

* medical trends, enabling us to be mare proactive in our risk segmen-
tation, pricing and product development strategies.

PAYMENT PROTECTION INSURANCE

OVERVIEW -

We provide payment protection insurance to customers
throughout Europe. Payment protection insurance helps consumers
meet their payment obligations on outstanding financial commitments,
such as mortgages, personal loans or credit cards, in the event of a
misfortune such as illness, involuntary unemployment, temporary

part 1

incapacity, permanent disability or death. We currently offer pay-
ment protection insurance in the U.K., where we have offered
the product for more than 30 years, and in 12 other European mar-
kets — Denmark, Finland, France, Germany, Ireland, Italy, The
Netherlands, Norway, Portugal, Spain, Sweden and Switzerland. )

Finaccord, an industry research firm, estimated in 2002 that
gross written premiums for payment protection insurance with an
involuntary unemployment, temporary incapacity, permanent dis-
ability or death element were approximately €26 billion in the U.K.
and the six other European countries it reviewed. Finaccord also
estimated thart the average annual growth rates in these seven coun-
tries would be approximately 10% for retail lending balances from
2003 1o 2005. The U.K. is the largest and most mature market in
Europe. Although recent. growth rates and margins have varied
throughout Continental Europe, they are generally significantly
higher than in the UK.

We distribute our payment protection products primarily
through financial institutions, such as major European banks,
which offer our insurance products in connection with underlying
loans or other financial products they sell to their customers. Under
these arrangements, the distributors typically rake responsibility for
branding and marketing the products, allowing us to take advantage
of their distribution capabilities, while we take responsibility for
pricing, underwriting and claims payment. We continue to imple-
ment innovative methods for distributing our payment protection
insurance products, including using web-based tools that provide
our distributors with a cost-effective means of applying and selling
our products in combination with a broad range of underlying
financial products. We believe these innovative methods also will
make it easier to establish arrangements with new distributors.

As we enter into new arrangements and as existing arrange-
ments become due for renewal, we are focused on maintaining a dis-
ciplined approach to growth, with an emphasis on arrangements
that achieve our targeted returns on capital and increase our operat-
ing earnings.

PRODUCTS

Our principal product is payment protection insurance,
which can support any loan, credit agreement or other financial
commitment, Depending upon the type of financial product or
commitment, our policies may cover all or a portion of the policy-
holder’s obligation or may cover monthly payments for a fixed
period of time. We are able to customize the circumstances under
which benefits are paid from among the range of events that can
prevent policyholders from meeting their payment obligations. In
the event of a policyholder’s illness, involuntary unemployment or
other temporary inability to work, we cover monthly payment obli-
gations until the policyholder is able to return to work, subject,
in some cases, to 2 maximum period. In the event of a policy-
holder’s death or permanent disability, we typically repay the entire
covered obligation.

In-addition to payment protection insurance, we offer related
consumer protection products, primarily in the U.K., including
personal accident insurance and product purchase protection. We
continue to evaluate opportunities to take advantage of our
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European operations and distribution infrastructure to offer con-
sumer protection insurance products throughout Europe.

The following table sets forth selected financial information
regarding our payment protection insurance and other related con-
sumer protection insurance products for the periods indicated:

FOR THE
.. .YEARS ENDED DECEMBER 31,
{DOLLAR AMOUNTS IN MILLIONS) 2004 ......... 2003 2002
Gross written premiums $ 902 $1,532 $1,548
Net earned premiums 1,427 1,507 1,242
Total revenues, net of reinsurance 1,549 1,615 1,372
Losses and loss adjustment expenses 263 376 307

We work with our distributors to design and promote insur-
ance products in ways that best complement their product strategies
and risk profiles and to ensure that our products comply with all
applicable consumer regulations. Through this closé cooperation,
we believe there are opportunities to increase the benefit of these
arrangements by extending our payment protection insurance prod-
ucts across the full range of consumer finance products offered by
our distriburors. We are also working closely with our distributors to
help them increase the percentage of their customers who purchase
our protection insurance at the time they enter into a loan or finan-
cial commitment and reduce the percentage of customers who elect
not to renew our policies upon expiration. Consumers generally pay
premiums for our insurance to our distributors, who in turn for-
ward these payments to us, typically net of commissions.

Consistent with our focus on disciplined growth and returns -

on capital, as we enter into new arrangements and. review existing
arrangements with distributors, we seek to manage these arrange-
ments and deploy capital where we believe we can achieve the highest
returns while strengthening our client relationships. In some
cases, particularly in the U.K., we had arrangements in place that
accounted for significant revenue without a corresponding benefic
to return on capital. Accordingly, in the third quarter of 2003, we
evaluated our contractual relationships with our payment protec-
ton insurance distributors against our targeted return thresholds
and decided to terminate or not to renew certain relationships that
we refer to as “run-off.” Although we expect our revenue to con-
tinue to decline over the next few years as existing policies from
these less-profitable arrangements continue to run off, we believe
this will not have a material impact on our operating earnings and

will have a favorable effect on our returns as capital is released and

redeployed into markets with potential for higher growth and
returns. Written premiums in our payment protection insurance
business, gross of reinsurance and cancellations, decreased by 31%
from$2,175 million for the year ended December 31, 2003 to
$1,501 million for the year ended December 31, 2004. Excluding
the run-off business, written premiums, gross of reinsurance and
cancellations, increased by 21% from $1,191 million for the year
ended December 31, 2003 to $1,441 million for the year ended
December 31, 2004. ' :
We are continuing to diversify and expand our base of distrib-
utors. We are also exploring additional growth opportunities in
Europe, which we believe will be increasingly receptive to payment
protection insurance as consumer lending further develops in those

markets. In addition, we believe the accession of additional countries
to the European Union will facilitate our entry into those markets.

For the years ended December 31, 2004, 2003 and 2002,
GE’s consumer finance division and other related GE entities
accounted for 42%, 19% and 14% of our payment protection
insurance gross written premiums, respectively. This increase in the
percentage of business relating to GE entities was primarily attribut-
able to the decline in total gross written premiums in our payment
insurance business thar was due to the significant decrease in premi-
ums relating to our run-off block. In early 2004, we entered into a
five-year agreement, subject to certain early termination provisions,
that extends our relationship with GE’s consumer finance division
and provides us with the right to be the exclusive provider of pay-
ment protection insurance in Europe for GE’s consumer finance
operations in jurisdictions where we offer these products.

UNDERWRITING AND PRICING

We have more than 30 years of experience in underwriting
payment protection insurance. Consistent with market practices,
our payment protection insurance currently is underwritten and
priced on a program basis, by type of product and by distriburor,
rather than on the basis of the characteristics of the individual
policyholder. In setting prices, we take into account the underlying
obligation, the particular product features and the average customer
profile of the distributor (including data such as customer age, gen-
der and occupation). We also consider morbidity and morrality
rates, lapse rates and investment yields in pricing our products. We
believe our experience in underwriting allows us to provide compet-
itive pricing to distributors and generate targeted recurns and profits
for our business.

GROUP LIFE AND HEALTH INSURANCE

OVERVIEW

We offer a full range of employment-based benefit products
and services targeted primarily at employers with fewer than
1,000 employees, as well as select groups within larger-companies
that require highly customized benefit plans. We refer to ourt group
life and health insurance business as the Employee Benefits Group.
This group’s products include group non-medical insurance prod-
ucts, such as dental, vision, life and disability insurance; group med-
ical insurance products, such as stop loss insurance; and individual
voluntary products. We purchase excess-of-loss reinsurance coverage
to limit our exposure to losses from our group non-medical and
medical insurance lines. ‘

We use an independent network of, approximarely
4,000 licensed group life and health insurance brokers and agents,
supported by our nationwide sales force of approximately 100
employees, to distribute our group life and health insurance prod-
ucts. Individual voluntary products are sold through employers and
other worksite-based groups using a nétwork of independent insur-
ance producers. As of December 31, 2004, our Employee Benefits
Group provided employment-based benefit products and services to
more than 31,000 organizations, including approximately 2.7 mil-
lion plan participants.
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Many of the employers in our targer market do not have large
human resource departments with individuals devoted to benefit
design, administration and budgeting. As a result, we work closely
with independent group benefit brokers and the end customer or
employer to design benefit plans to meet the employer’s particular
requirements. Our customers are small and mid-size employers that
require knowledgeable independent group benefit brokers and
insurance company representatives to understand their individual
financial needs and employee profiles and to structure benefit plans
that are appropriate for their particular size, geographical markets
and resources. We believe our extensive experience and expertise in
group life and health insurance products provide us with opportunities
to foster close broker relationships and to assist employers in designing
benefit plans, as well as selling traditional insurance products.

The following table sets forth selecred financial information
regarding our group life and health insurance products for the peri-
ods indicated:

FOR THE

| YEARS ENDED DECEMBER 31,
(DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002
Net carned premiums $623 $608 $618
Annualized first-year premiumsy) 171 144 168
Revenues, net of reinsurance 686 677 714

(1) Annualized first-year premiums reflect the amount of business we generated duving each
period shown and do not include renewal premiums on policies wrirten during prior periods.
We consider lized first-year pr to be a measure of our operating performance
because they represent a measure of new sales of insusance policies during a specified peviod,
rather than a measure of our revenues or profitabidity during vhas period. This operating meas-
ure enables us to compare our operating performance across periods without regard ro revenues
or profitability related to policies sold in prior periods or from investments or other sources.

PRODUCTS

We offer a full range of employee benefits products for the
group, group voluntary and individual voluntary markets. We sell
group benefits exclusively to employers, which pay all or most of the
applicable premiums. We sell group voluntary and individual vol-
untary benefits through employers to employees, who generally pay
all or most of the premiums through payroll deductions. Coverage
in both group and group voluntary benefits generally ceases upon
the termination of employment, whereas coverage in individual vol-
untary benefits continues after the termination of employment.
Voluntary benefit products enable an employer to expand its avail-
able employee benefits without adding to the company’s costs. As a
result, these progrars allow employees to select benefit packages to
meet their individual and family needs and budgets, generally at
lower premiums than they would pay for comparable benefit pack-
ages assembled independently. Employers help to administer group
and group voluntary benefits, and we administer individual volun-
tary benefits with litcle involvement from employers.

Group non-medical insurance

Our group non-medical insurance consists of dental and
vision, life and disability insurance products.

Dental and vision insurance. Our group dental coverage pro-
vides benefits to insured employees and their eligible dependents for
specified dental services. We also offer dental managed-care plans,
which provide differentiated benefit levels depending upon whether
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the dental provider is a member of a nationwide network. Vision
coverage generally is offered as a supplement to dental coverage.

Life insurance. Qur group term life insurance product pro-
vides benefits in the event of an insured employee’s death. The death
benefit can be based upon an individual’s earnings or occupation, or
can be fixed. at a set dollar amount. Qur products also include
optional accidental death and dismemberment coverage as a supple-
ment to our term life insurance policies. This coverage provides ben-
efits for an insured employee’s loss of life, limb or sight as a result of
accidental death or injury.

Disability insurance. Our group long-term disability cover-
age is designed to cover the risk of employee loss of income during
prolonged periods of disability. Our group short-term disability
coverage provides partial replacement of an insured employee’s
weekly earnings in the event of disability resulting from an injury or
illness. Benefits can be a set dollar amount or based upon a percent-
age of earnings.

Group medical insurance

Our group medical insurance consists of stop loss insurance
and fully insured medical.

Stop loss insurance. Our stop loss insurance coverage is writ-
ten for employers that self-insure their employee medical benefits
and covers the risk of higher-than-expected claims experience. Our
coverage provides reimbursement for claims in excess of a predeter-
mined level.

We also offer an integrated self-funded medical benefits pro-
gram that provides employers with stop-loss reinsurance coverage
coupled with administrative services.

Fully insured medical. Our group medical coverage provides
benefits for insured employees and their dependents for hospital, sur-
gical and ancillary medical expenses. We offer several types of plans
with a wide range of plan features, such as indemnity plans, which
contain deductibles and co-insurance payments, and preferred
provider organization plans, or PPO plans, which reduce deductibles
and co-insurance payments for medical services provided by mem-
bers of a preferred provider nerwork of healthcare providers.

Individual voluntary products

» We offer individual voluntary life and health insurance and
annuity contracts through worksite marketing programs in which
our representatives visit employer premises and make presentations
to employees. Our individual health coverage consists primarily of
short-term disability benefits with benefit periods generally ranging
from nine months to two years. Although the policies are sold in
connection with a benefit package offered to company employees,
each policyholder recejves an individual policy, and coverage can
continue after termination of employment if the policyholder con-
tinues to make premium payments.

UNDERWRITING AND PRICING

Group insurance pricing is different from individual product
pricing in that it reflects the group’s claims experience, when appro-
priate. The risk characteristics of each group are reviewed at the time
the policy is issued and each year thereafter, resulting in ongoing
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adjustments to the group’s pricing. The key rating and underwriting
criteria are the group’s demographic composition, including the age,
gender and family composition of the group’s members, the indus-
try of the group, geographic location, regional economic trends,
plan design and the group’s prior claims experience.

We have a data warehouse that is integrated with all our
claims processing systems. The data warchouse contains ar least
seven years. of experience for each product that helps us predict
future experience by modeling the impact of changes in current
rates against historic claims. Our automated underwriting quota-
tion and renewal systems efficiently process low-risk cases and iden-
tify high-risk cases for further underwriter review. We also have
developed proprietary automated underwriting techniques that
enhance the speed and accuracy of, and reduce variations in, our
underwriting decision-making.

COMPETITION

We face significant competition in all our Protection segment
operations. Qur competitors include other large and highly rated
insurance carriers. Some of these competitors have greater resources
than we do, and many of them offer similar products and use similar
distribution channels. We also face compertition in our life, long-
term care and group insurance product lines for independent sales
intermediaries and our dedicated sales specialists. This competition
is based primarily upon product pricing and features, compensation
and benefits structure and support services offered. We continu-
ously provide technology upgrades and enhanced training, and we
seek to improve service for our independent sales intermediaries and
dedicated sales specialists. '

In our payment protection insurance business, we are one of
the few payment protection insurance providers with operations
across Europe. Our competitots are divided into two broad groups:
the large pan-European payment protection providers and local
competitors, consisting principally of smaller national insurance
companies. We also compete with captive insurers, particularly in
the UK., as our distributors increasingly consider the benefits of
providing payment protection insurance directly to their customers.

RETIREMENT INCOME AND INVESTMENTS

OVERVIEW

Through our Retirement Income and Investments segment,
we offer fixed and variable deferred annuities and income annuities.
We offer these products to a broad range of consumers who want to
accumulate tax-deferred assets for retirement, desire a reliable source
of income during their retirement, and/or seek to protect against
outliving their assets during retirement. According to VARDS, we
were the largest provider of variable income annuities, and accord-
ing to LIMRA International, we were the second-largest provider of
fixed income annuities in the U.S. for the year ended December 31,
2004, in each case based upon total premiums and deposits.

According to LIMRA International, sales of individual annu-
ities were $220 billion and $219 billion in 2002 and 2003, the last

years for which industry data regarding aggregate sales of individual
annuities is available. We believe aggregate sales of individual annu-
ities in 2003 and 2004 remained nearly constant from 2002 levels
for two reasons. First, the low interest rates that persisted through-
out 2003 and 2004 resulted in low crediting rates and limited mar-
ket demand for certain annuities. Second, continued volatility in
the equity markets caused potential purchasers to refrain from pur-
chasing products, such as variable annuities and variable life insur-
ance, that have returns linked to the performance of the equity
markets. We believe that higher interest rates and greater stability in
equity markets will result in increased demand for annuities and
other investment products that help consumers accumulate assets
and provide reliable retirement income.

We offer fixed and variable deferred annuities, in which assets
accumulare until the contract is surrendered, the contractholder
dies or the contractholder begins receiving benefits under an annu-
ity payout option, as well as fixed and variable income annuities, in
which payments begin within one year of issue and continue for a
fixed period or for life. We believe our wide range of fixed annuity
products has provided a stable source of asset growth during volatile
equity and bond markets in recent years, and our variable annuity
offerings continue to appeal to contractholders who wish to partici-
pate in returns linked to equity and bond markets. We also offer
variable life insurance through our Retirement Income and
Investments segment because this product provides investment fea-
tures that are similar to our variable annuity products.

In addition to our annuity and variable life insurance prod-
ucts, we offer a number of specialty products, including guaranteed
investment contracts, or GICs, funding agreements and structured
settlements. We sell GICs to ERISA-qualified plans, such as pension
and 401(k) plans, and we sell funding agreements to money marker
funds that are not ERISA qualified and to other institutional
investors. Our structured settlements provide an alternative to a
lump sum settlemenc, generally in a personal injury lawsuit, and
typically are purchased by property and casualty insurance compa-
nies for the benefit of an injured claimant with benefits scheduled to
be paid throughout a fixed period or for the life of the claimant. In
addition, we offer private asset management services for affluent
individual investors.

We develop our annuity products through a rigorous pricing
and underwriting process designed to achieve targered returns based
upon each product’s risk profile and our expected rate of investment
returns. We compete for sales of annuities through competitive
pricing policies and innovative product design. For example, we
recently introduced the Income Distribution Series of guaranteed
income annuity products and riders that provide a guaranteed mini-
mum income stream with an opportunity for the contractholder to
participate in market appreciation but reduce some of the risks to
insurers that generally accompany traditional products with guaran-
teed minimum income benefits.

We offer our annuities and other investment products pri-
marily through financial institutions and specialized brokers, as well
as independent accountants and independent advisers associated
with our captive broker dealer. We provide extensive training and
support to our distributors through a wholesaling sales force that
specializes in retirement income needs.
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The following table sets forth selected information regarding
the products we offer through our Retirement Income and
Investments segment as of the dates and for the periods indicated:

AS OF OR FOR THE
YEARS ENDED DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS) ... 2004 ......... 20032002
Spread-Based Retail Products
Fixed annuities .
Account value net of reinsurance,

beginning of period $14,166  $13,753 $11,965
Deposits 1,741 1,069 2,663
Interest credited 600 603 606
Surrenders and benefits (1,381) (1,248) (1,471}
Productcharges (LX) N an._. (10)
Account value net of reinsurance, end of period $15,113  $14,166-  $13,753

Income annuities
Account value net of reinsurance,

beginning of period $ 5,008 3 4,673 §$ 4,002
Net earned premiums and deposits 760 717 979
Interest credited 303 292 277
Surrenders and benefits (689) 650) (562)
Productcharges . 28 @9 (23)

Account value net of reinsurance, end of period $ 5,354

Structured sertlements(z)

(1) Effective as of fanuary 1, 2004, we ceded ta UFLIC all of our structured settlement contracts and
substantially all of our variable annuity contracts that were in-force as of December 31, 2003.

(2) Represents annualized firse-year premiums earned on spread based income annuities and
structured settlements with life contingencies. Annualized firse year premiums reflect the
amount of business we generated during each period shown and do not include renewal pre-
miums on policies written during prior periods. We consider lized first year premiums to
be a measure of our operating performance because they represens a measure of new sales of
insurance policies during a specified period, rather than a measure of cur revenues or prof-
itability during thar period. This operating measure enables us to compare our operating per-
formance across periods without regard to revenues or profitability related to policies sold in
prior periods or from investments or other sources.

(3) Represenss deposiss received on spread based non-life-contingent products and on fee based
products. We consider deposits, like annualized first year premiums, to be a measure of our
operating performance because they represent a measure of additional investments by our cus-
tomers during a specified period, rather than a measure of our revenues or profitability during
that period.

(4) "Surrenders and benefits” include contracts that have matured but are redeposived with our com-
pany and reflected as deposits. In the years ended December 31, 2004, 2003 and 2002, surren-
ders and benefits of spread based institutional products included 3927 million, $1,675 million
and $800 million, respectively, that was redeposited and reflected under “Deposits.”

(5) Qur clients own the assets deposited in our asset management products, and we receive a man-
agement fee based on the amount of assets under management.

The following table sets forth, on an actual and pro forma basis,
selected financial information regarding our Retirement Income and
Investments segment as of the dates and for the periods indicated:

HISTORICAL PRO FORMA

FOR THE

AS OF OR FOR THE YEARS YEAR ENDED

ENDED DECEMBER 3I,

Account value, beginning of period $1'2,017 $11,544 $11,098  (POLLARAMOUNTS " MILLIONS) ... 2006 2003 2002 2004
Ner earned premiums and deposits 544 581 516  Netearned premiums
Interest credited 844 827 797  Spread-based retail products  $ 1,094 $ 1,049 $ 991 $1,094
Surrenders and benefits (1,060) 912) (847) Spr'ead.-bas.ed
Productcharges @) @y (o  nstiwdona producs - - - -
Account value, end of period $12,323  $12017 11,544 Tesbmedproducts T T, T, -
) i Total net earned premiums $ 1,094 $ 1,049 § 991 $1,094
Toral annualized first-year premiums -
from spread-based retail products(z $ 1,004 $ 1,049 § 991 Revenues, netof reinsurance
Total deposits on spread-based retail products@ 1,951 1,318 3,167  Spread-based retail products  $ 2,712 $ 3,122 $ 3,028 $2,347
Spread-Based Institutional Products Spread-based
GICs and funding agreements institutional products 332 346 419 332
Account value, beginning of period $ 9527 $10274 § 8693 Feebasedproducts 37 385 300 212
Deposits) 3,056 3,702 3,862 Toral revenues,
Interest credited 281 296 230 net of reinsurance $ 3,361 % 3,803 3 3,756 $2,891
Surrenders and benefits (3,323) (4,745)  (2,511) .
.................................................................................................. Segment net ea.ﬂ’llngs
Account value, end of period $ 9,541 $ 9,527 $10.274  Spread-based retail productsy $ 79 5 109 § 119 $ 71
Total deposits on spread-based Spl:ead.-ba.s.ed
institutional products@4 $ 3,056 $ 3702 § 3,862 institutional products 30 29 47 30
Fee-Based Products Fecbasedproducts . #4 BB 47
Variable annuities 1 Total segment netearningsty  $ 153 § 151 $ 186 $ 148
Account value, beginning of period $10,904 $ 9,048 10,168
Deposits 1,106 2102 1,667 Ases )
Interest credited and investment performance 1,116 1,356 (1,091) gg:zg—t:‘::j retail products  $34,972  $34,255  $33,493
451) (148 1,571 -
f}ur;cnc:cr}sl andsbcneﬁts (IEI;); ( (1133 ( (?;5; institutional products 9,359 9,346 10,175
Yroduct charges  * oS R A 4 2’ Fee-based products 12,279 12,013 9,956
. , 10,904 048 ORISR SR LSBT 2 .
Account value, end of period $11,555  $10,9 $9 Total assets $56,610 $55.614 $53.624
Varlab.le life insurance (1) Total segment net earnings for the year ended December 31, 2004 exclude the cumularive
Deposits $ 39 § 45 § 47 effect of a change in accounting principles, ner of taxes, of 85 million.
Future policy benefits/policy account balances,
net of reinsurance 16 12 8
Separate account liability 297 269 220
Life insurance in force 3,472 3,636 . 3,628
Asset management :
Revenues 47 32 40
Deposits(s) 691 760 650
Assets under management 2,753 2,395 1,762
Total deposits on fee-based products @) 1,836 2,907 2,364
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PRODUCTS

SPREAD-BASED RETAIL PRODUCTS

Fixed annuities

We offer fixed single premium deferred annuities, or SPDAs,
which provide for a single premium payment at time of issue, an
accumulation period and an annuity payout period at some future
date. During the accumulation period, we credit the account value
of the annuity with interest earned at an interest rate, called the
crediting rate. The crediting rate is guaranteed generally for one year
but may be guaranteed for up to seven years, at the contractholders’
option, and thereafter is subject to change at our discretion, based
upon competitive factors, prevailing market rates and product prof-
itability. Each contract also has 2 minimum guaranteed crediting
rate. Our fixed annuity contracts are funded by our general account,
and the accrual of interest during the accumulation period is gener-
ally on a tax-deferred basis to the owner. The majority of our fixed
annuity contractholders retain their contracts for 5 to 10 years.
After the period specified in the annuity contract, the contract-
holder may elect to take the proceeds of the annuity as a single pay-
ment or over time.

Qur fixed annuity contracts permit the contractholder at any
time during the accumulation period to withdraw all or part of the
single premium paid, plus the amount credited to his account, sub-
ject to contract provisions such as surrender charges that vary
depending upon the terms of the product. The contracts impose
surrender charges that typically vary from 5.0% to 8.0% of the
account value, starting in the year of deposit and decreasing to zero
over a 5- to 9-year period. The contractholder also may withdraw
annually up to 10% of the account value without any contractual
penalty. Approximately $11.2 billion, or 75% of the total account
value of our fixed annuities as of December 31, 2004, were subject
to surrender charges.

At least once each month, we set an interest crediting rate for
newly issued fixed SPDAs and additional deposits. We maincain the
initial credicing rate for 2 minimum period of one year or the guar-
antee period, whichever is longer. Thereafter, we may adjust the
crediting rate no more frequently than once per year for any given
deposit. In 2004, we introduced a product that has flexible pricing
features. Most of our recently issued annuity contracts have mini-
mum guaranteed crediting rates between 1.5% and 3.0%.

Our earnings from fixed annuities are based upon the spread
between the crediting rate on our fixed annuity conrracts and the
returns we €arn on our investment of premiums in our general account.

Income annuities

We offer income annuities, also known in the industry as
fixed single premium immediate annuities, or SPIAs, which provide
for a single premium at the time of issue and guarantee a series of
payments beginning within one year of the issue date and continu-
ing over a period of years. Income annuities also include variable
income annuities, which provide for an accumulation period, fol-
lowed by a guaranteed minimum income stream for the life of the

annuitant, with the possibility of additional income depending
upon underlying investment account performance.

Our income annuities differ from deferred annuities in that
they provide for contractually guaranteed payments that begin
within one year of issue. Income annuities do not provide for sur-
render or policy loans by the contractholder, and therefore they pro-
vide us with the opportunity to match closely the underlying
investment of the deposit received to the cash benefits to be paid
under a policy and provide for an anticipated margin for expenses
and profit, subject to credit, reinvestment and, in some cases, mor-
tality risk. ‘

The two most common types of income annuities are the life-
contingent annuity, which makes payments for the life of a contract-
holder, and the joint and survivor annuity, which continues to make
payments to a second contractholder, such as a spouse, after the
death of the contractholder. We also offer period certain annuities,
which generally make payments for a minimum period from 5 to
20 years even if the contractholder dies within the term certain period.
Income annuities typically are sold to contractholders approaching
retirement. We anticipate higher sales of income annuities with the
demographic shift toward more people reaching retirement age and .
focusing on their need for dependable retirement income.

Structured settlements

Structured settlement contracts provide an alternative to a
lump sum settlement, generally in a personal injury lawsuit or
worker’s compensation claim, and typically are purchased by prop-
erty and casualty insurance companies for the benefit of an injured
claimant. The structured settlements provide scheduled payments
over a fixed period or, in the case of a life-contingent structured set-
tlement, for the life of the claimant with a guaranteed minimum
period of payments. Structured settlement contracts also may pro-
vide for irregularly scheduled payments to coincide with anticipated
medical or other claimant needs. These settlements offer tax-
advantaged, long-range financial security to the injured party and
facilitate claim settlement for the property and casuaity insurance car-
rier. Structured settlement contracts are long-term in nature, guaran-
tee a fixed benefit stream and generally do not permit surrender or
borrowing against the amounts outstanding under the contract.

Prior to the completion of the IPO, we ceded all of our in-
force structured settlements business to UFLIC. We continue to
write structured settlements when we believe we will be able 1o
achieve our targered returns, capitalizing on our experience and rela-
tionships in this product.

SPREAD-BASED INSTITUTIONAL PRODUCTS

We offer guaranteed investment contracts, or GICs, and
funding agreements, which are deposit-type products that pay a
guaranteed return to the contractholder on specified dates. GICs are
purchased by ERISA qualified plans, including pension and 401 (k)
plans. Funding agreements are purchased by institutional accredited
investors for various kinds of funds and accounts thar are not ERISA
qualified. Purchasers of funding agreements include money market
funds, bank common trust funds and other corporate and trust
accounts and private investors in the U.S. and other countries.
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Substantially all our GICs allow for the payment of benefits
at contract value to ERISA plan participants prior to contract matu-
rity in the event of death, disability, retirement or change in invest-
ment election. We carefully underwrite these risks before issuing a
GIC 1o a plan and historically have been able to effectively manage
our exposure to these benefit payments. Our GICs typically credit
interest ar a fixed interest rate and have a fixed maturity generally
ranging from two to six years.

Our funding agreements generally credit interest on deposits
at a floating rate tied to an external market index. To hedge our
exposure to fluctuations in interest rates, we invest the proceeds
backing floating-rate funding agreements in floating-rate assets.
Some of our funding agreements are purchased by money market
funds, bank common trust funds and other short-term investors.
These funding agreements typically are renewed annually, and gen-
erally contain “put” provisions, through which the contractholder
has an option to terminate the funding agreement for any reason
after giving notice within the contract’s specified notice period,
which is generally 90 days. As of December 31, 2004, we had an
aggregate of $2.8 billion of floating-rate funding agreements out-
standing, compared to $2.9 billion as of December 31, 2003. Of
the $2.8 billion aggregate amount outstanding as of December 31,
2004, $1.6 billion had put option features, including $1.5 billion
with put option features of 90 days and the remaining $0.1 billion
with put option features of 180 days. General Electric Capital
Corporation, or GE Capital, has guaranteed certain obligations
under floating-rate funding agreements with a final maturity on or
before June 30, 2005. This guarantee covers our obligations to
contractholders and requires us to reimburse GE Capital for any
payments made to contractholders under the guarantee. As of
December 31, 2004, GE Capital’s guarantee covered $1.4 billion of
outstanding floating-rate funding agreements.

We also issue funding agreements to trust accounts to back
medium-term notes purchased by investors. These contracts typi-
cally are issued for terms of one to seven years. As of December 31,
2004, we had an aggregate of $3.4 billion of these funding agree-
ments, compared to $3.0 billion as of December 31, 2003. Of the
$3.4 billion of these funding agreements outstanding as of
December 31, 2004, $0.4 billion permitted early termination provi-
sions upon twelve months’ notice. The remainder of these funding
agreements did not permir early termination.

FEE-BASED PRODUCTS

Vaviable annuities

We offer variable annuities that allow the contractholder to
make payments into a guaranteed-rate account and separate
accounts that invest in underlying mutual funds, as determined by
the contractholder. Like a-deferred fixed annuity, a deferred variable
annuity has an accumulation period and a payout period. The main
difference between our fixed annuity products and our variable
annuity products is that the variable annuities allow the contract-
holder to allocate all or a portion of his account value to separate
accounts that invest in investment accounts that are distinct from
our general account. Assets allocated to each separate account track
the performance of selected mutual funds, including offerings from
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GE, Fidelity and Oppenheimer. There is no guaranteed minimum
rate of return in these subaccounts, and the contractholder bears the
entire risk associated with the performance of these subaccounts.
Some of our variable annuities also permit the contractholder to
allocate all or a portion of his account value to our general account,
in which case we credit interest at specified rates, subject to.certain
guaranteed minimums, which are comparable to the minimum
rates in effect for our fixed annuities.

Similar to our fixed annuities, our variable annuity contracts
permit the contractholder to withdraw all or part of the premiums
paid, plus the amount credited to his account, subject to contract
terms such as surrender charges. The cash surrender value of a vari-
able annuity contract depends upon the value of the assets that have
been allocated to the contract, how long those assets have been in
the contract and the investment performance of the mutual funds to
which the contractholder has allocated assets.

Variable annuities provide us with fee-based revenue in the
form of expense charges and, in some cases, mortality charges. These
fees equal a percentage of the contractholder’s assets in the separate
account and typically range from 1.25% to 1.70% per annum. We
also receive fees charged on assets allocated to our separate account to
cover administrative costs and, in some cases, a distribution fee from
the underlying murtual funds in which assets are invested.

We also offer variable annuities with fixed account options
and with bonus features. Variable annuities with fixed account
options enable the contractholder to allocate a portion of his
account value to the fixed account, which pays a fixed interest cred-
iting rate. New deposits to the fixed account within the variable
annuity are limited to 25% of the total deposit. The portion of the
account value allocated to the fixed account option represents gen-
eral account liability for us and functions similarly to a traditional
fixed annuity, whereas for the portion allocated to the separate
account, the contractholder bears the investment risk. Qur variable
annuities with bonus features entitle the contractholder to an addi-
tional increase to his account value upon making a deposit.
However, variable annuities with bonus features are subjecr to dif-
ferent surrender charge schedules and expense charges than variable
annuities without the bonus feacure.

Our variable annuity contracts provide for a guaranteed min-
imum death benefit, or GMDB, which provides a minimum
account value to be paid upon the annuitant’s death. Our contract-
holders also have the option to purchase, at an additional charge, a
GMDB rider that provides for an enhanced death benefit.
Assuming every annuitant died on December 31, 2004, as of that
date, contracts with GMDB features not covered by reinsurance had
an account value of $1.1 billion and a related death benefit exposure
of $1 million net amount at risk. In May 2003, we raised prices of,
and reduced certain benefits under, our newly issued GMDBs.
We continue to evaluate our pricing and hedging of GMDB fea-
tures and intend to change prices if appropriate. In addition, in
July 2004, we introduced a variable annuity product with a guaran-
teed minimum withdrawal benefit, or GMWB. This product pro-
vides a guaranteed annual withdrawal of a fixed portion of the initial
deposit over a fixed period of time but requires a balanced asser allo-
cation of the customer’s separate account deposit.

We continually review potential new variable annuity prod-
ucts and pursue only those where we believe we can achieve targeted
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returns in light of the risks involved. Unlike several of our competi-
tors, we have not offered variable annuity products with traditional
guaranteed minimum income benefits, or GMIBs, or with guaran-
teed minimum accumulation benefits, or GMABs. Traditional
GMIB products guarantee a specified minimum appreciation rate
for a defined period of time, after which annuity payments com-
mence. GMAB products guarantee a customer’s account value will
be no less than the original investment at the end of a specified accu-
mulation period, plus a specified interest rate.

Although we do not offer traditional GMIBs or GMABs, we
have been able to capitalize on the demand for products with guar-
antees with our GE Retirement Answer® or GERA. GERA is a vari-
able deferred annuity that has a minimum 10-year scheduled
deposit period for customers who desire guaranteed minimum
income streams at the end of an accumulation period. The income
stream may exceed the guaranteed minimum based upon the perfor-
mance of the mutual fund underlying the separate accounts. As of
December 31, 2004, we had $1.23 billion of lump-sum deposits,
collected scheduled periodic deposits, and future scheduled periodic
deposits for this product since its inception in April 2002. Based on
key product design features, some of which have patents pending,
we believe GERA allows us to provide our customers a guaranteed
income annuity product that mitigates a number of the risks that
accompany traditional guaranteed minimum income benefits
offered by many of our competitors.

GERA is a component of our Income Distribution Series of
variable annuity products and riders. The Income Distribution Series
also includes the GE Guaranteed Income Advancage, or GIA, and
the GE Principal Protection Advantage, or PPA. The GIA is a rider
to several of our variable annuity products that provides retirement
benefits similar to the GERA but requires contractholders to allocate
assets among a group of available investment options. Whereas the
GERA and the GIA require a minimum ten-year accumulation
period, the PPA is designed for purchasers nearing retirement and
requires only a three-year accumulation period before annuitization.

Prior to the completion of the IPO, we ceded our in-force
variable annuities business, excluding the GERA product and a
small block of contracts in run-off, to UFLIC.

Variable life insurance

We offer variable life insurance products that provide insur-
ance coverage through a policy that gives the policyholder flexibility
in investment choices and, in some products, in premium payments
and coverage amounts. Our variable life products allow the policy-
holder to allocate all or a portion of his premiums to separate
accounts that invest in investment accounts that are distinct from
our general account. Assets allocated to each separate account track
the performance of selected mutual funds, including funds from
GE, Fidelity and Oppenheimer. There is no guaranteed minimum
rate of return in these subaccounts, and the policyholder bears the
entire investment risk associated with the performance of the sub-
accounts. Some of our variable life insurance products also permit
the policyholder to allocate all or a portion of his account value to
our general account, in which case we credit interest at specified

rates, subject to certain guaranteed minimums, which are compara-
ble to the minimum rates in effect for our fixed annuities.

Similar to our variable annuity products, we collect specified
mortality and expense charges, fees charged on assets allocated to
the separate account to cover administrative services and costs, and a
portion of the management fees from the various underlying mutual
funds in which the assets are invested. We collect cost of insurance
charges on our variable life insurance products to compensate us for
the mortality risk of the guaranteed death benefit, particularly in the
early years of the policy when the death benefit is significantly
higher than the value of the policyholder’s account.

Asset management

We offer asset management services to affluent individual
investors. Most of our clients for these services have accumulated
significant capital, and our principal asset management strategy is to
help protect their assets while taking advantage of opportunities for
capital appreciation. Our asset management clients are referred to us
through financial advisers. We work with these financial advisers to
develop portfolios consisting of individual securities, mutual funds
and variable annuities designed to meet each client’s particular
investment objectives. Our products consist of separately managed
accounts, managed mutual funds accounts, and managed variable
annuity services. For each of these products, we receive a manage-
ment fee based upon the amount of assets under management,

Separately managed accounts are individually managed client
portfolios that we structure based on the clients’ needs and invest-
ment objectives, with securities recommended by multiple insti-
tutional investment advisors according to defined investment
strategies. Our clients directly own the stocks in their individual
portfolios, and we continuously monitor and evaluate each invest-
ment advisor and the investment performance in each portfolio. We
also offer advisory services to help clients invest in a variety of
mutual funds and other securities. By working in cooperation with
our clients financial advisers, we seek to achieve each client’s invest-
ment objectives by selecting the appropriate mutual funds.

Our asset management services generally require minimum
investments of $50,000. As of December 31, 2004, we managed
more than $2.6 billion for more than 17,000 accounts worldwide.

Our broker dealers have approximately 2,000 affiliated per-
sonal financial advisers, including approximately 1,700 account-
ants, who sell our annuity and insurance products, as well as third
party mucual funds and other investment products. In connection
with these sales, we receive commission and fee income from pur-
chasers, and we pay a portion of the commissions and fees to pet-
sonal financial advisers.

Prior to the completion of the IPO, we offered a broad range
of institutional asset management services to third parties. GEAM
provided the portfolio management services for this business, and
we provided marketing, sales and support services. We did not
acquire the institutional asser management services business from
GEFAH]I, but we will continue to provide services to GEAM and
GEFAHI related to this assec management business, including
client introduction services, asset retention services and compliance

support. GEFAHI has agreed to pay us a fee of up to $10 million




per year for four years following the completion of the IPO to pro-
vide these services. The fee will be determined based upon the level
of third party assets under management managed by GEAM over
the four-year term. ‘ ‘

As of January 1, 2004, we entered into three agreements with
affiliates of GE to manage a pool of municipal guaranteed invest-
ment contracts issued by those affiliates. Pursuant to these agree-
ments, we have agreed to originate GIC liabilities and advise the GE
affiliates regarding the investment, administration and management
of their assets that support those liabilities. Under two of those
agreements, we receive an administration fee of 0.165% per annum
of the maximum program size for those GE affiliates, which is
$15 billion. The agreements also provide for termination fees in the
event of early termination at the option of either affiliate. Under a
third agreement with another affiliate, we receive a management fee
of 0.10% per annum of the book value of the investment contracts
or similar securities issued by this affiliate after January 1, 2003,
which was $1.6 billion as of December 31, 2004. The fee we receive
on the contracts issued by thar affiliate before January 1, 2003 is
based upon a pricing arrangement that varies depending upon the
maturities of those contracts and that affiliate’s cost of capital. The
book value of the contracts issued before January 1, 2003 was
$1.5 billion as of December 31, 2004 and is expected to generate a
weighted average fee of approximately 0.35% in 2005. We also will
receive reimbursement of our operating expenses under each of the
agreements. The initial term of each of the three agreements will
expire December 31, 2006, and unless terminated at the option of
either party, each agreement will automatically renew on January 1
of each year for successive terms of one year.

UNDERWRITING AND PRICING

We generally do not underwrite individual lives in our annu-
ity products, other than scructured settlements and some income
annuities. Instead, we price our products based upon our expected
investment returns and our expectations for mortality, longevity and
persistency. for the group of our contractholders as a whole, taking
into account mortality improvements in the general population and
our historical experience. We price deferred annuities by analyzing
longevity and persistency risk, volatility of expected earnings on our
assets under management, and the expected time to retirement. We
price our GICs using customized pricing models that estimate both
expected cash flows and likely variance from those expectations
caused by reallocations of assets by plan participants. We price
income annuities and structured settlements using our mortality
experience and assumptions regarding continued improvement in
annuitant longevity, as well as assumptions regarding investment
yields at the time of issue and thereafter.

COMPETITION

As in our Protection segment, we face significant competition
in all our Retirement Income and Investments businesses. Many
other companies actively compete for sales in our markes, including
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other major insurers, banks, other financial institutions, mutual
fund and money asset management firms and specialty providers. In
many of our product lines, we face competition from competitors
that have greater market share or breadth of distribution, offer a
broader range of products, services or features, assume a greater level
of risk, have lower profitability expectations or have higher claims
paying ratings than we do. Many competitors offer similar products
and use similar distribution channels. The substantial expansion of
banks’ and insurance companies’ distribution capacities and expan-
sion of product features in recent years has intensified pressure on
margins and production levels and has increased the level of compe-
tition in many of our business lines.
We believe competition in our Retirement Income and
- Investments businesses is based on several factors, including product
features, customer service, brand reputation, penetration of key dis-
tribution channels, breadth of product offering, product innova-
tions and price.

MORTGAGE INSURANCE

OVERVIEW

Through our Mortgage Insurance segment, we offer mortgage
insurance in the U.S., Australia, Canada, Europe and New Zealand.
We also are exploring opportunities in Latin America and Asia.

Private mortgage insurance expands homeownership oppor-
tunities by enabling borrowers to buy homes with “low-down-
payment mortgages,” which are usually defined as loans with a down
payment of less than 20% of the home’s value. Low-down-payment
mortgages are sometimes also referred to as high loan-to-value mort-
gages. Mortgage insurance products increase the funds available for
residential mortgages by protecting mortgage lenders and investors
against loss in the event of a borrower’s default. These products gen-
erally also aid financial institutions in managing their capiral effi-
ciently by reducing the capital required for low-down-payment
mortgages. If a borrower defaults on mortgage payments, private
mortgage insurance reduces and, in some instances, eliminates the
loss to the insured institution. Private mortgage insurance also facili-
tates the sale of mortgage loans in the secondary mortgage market.

We have been providing mortgage insurance products and
services in the U.S. since 1981 and now operate in all 50 states in
the U.S. and the District of Columbia. According to /nside
Mortgage Finance, we were the fifth-largest provider in 2004 of
mortgage insurance in the U.S., based on new insurance written.
We expanded our operations internationally throughout the 1990s
and today we believe we are the largest provider of mortgage insur-
ance outside the U.S. In 2004, we believe we were the leading
provider in Australia based upon flow new insurance written, and
one of two major insurers in Canada. We also ate one of the leading
private mortgage insurance providers in the U.K., based upon flow
new insurance written, and have a growing presence in the develop-
ing private mortgage insurance market in Continental Europe. In
‘addition to private mortgage insurance, we provide lenders with
various underwriting and other products and services related to
home mortgage lending,
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The following table sets forth selected financial information
regarding our U.S. and international mortgage insurance business,
as of and for the periods indicated:

AS OF OR FOR THE

{DOLLAR AMOUNTS IN MILLIONS) . 2004 ......... 2003 . 2002
Assets
U.S. mortgage insurance $ 3,239 § 3,806 $ 4,650

3,189 2,304

Total assets

Primary insurance in force

U.S. mortgage insurance $108,900 $122,200 $120,600
Internadional mortgage insurance 192,600 136,300 79,800
Total primary insurance in force $301,500 $258,500 $200,400
Risk in force

U.S. mortgage insurance $ 23,700 $ 26,900 $ 29,600
Incernational mortgage insurance 62,000 43,400 25,700
Total risk in force $ 85,700 $ 70,300 $ 55,300
New insurance written

U.S. mortgage insurance $ 28,100 $ 67,400 $ 46,900
International mortgage insurance 51,800 39,200 28,200
Total new insurance written $ 79,900 $106,600 $ 75,100
Net premiums written

U.S. mortgage insurance $ 453§ 486 $ 529
Incernational mortgage insurance 620 - 464 311
Total net premiums written $ 1,073 $ 950 $ 840

Net premiums earned

U.S. mortgage insurance $ 460 $ 501 § 550
International mortgage insurance2) 340 25 127
Total net premiums earned $ 800 $§ 716 § 677
Total revenues, net of reinsurance

U.S. mortgage insurance $ 609 § 665 § 750
International mortgage insurance 481 37 196
Total revenues, net of reinsurance $ 1,090 § 982 $ 946
Benefits and expenses

U.S. mortgage insurance $ 321 % 358 % 254
International mortgage insurance 157 B 64
Total benefits and expenses $ 478 $ 451 § 318
Segment net earnings

U.S. mortgage insurance $ 224 % 225§ 366
International mortgage insurance 202 44 85
Total segment net earnings $ 426 § 369 $ 451
Loss ratig3)

U.S. mortgage insurance 28% 20% 6%
International mortgage insurance 11% 7% 9%
Total loss ratio 21% 16% 7%
Expense ratig9

U.S. mortgage insurance 43% 53% 41%
International mortgage insurance 19% 17% 17%
Toral expense ratio 29% 35% 32%

(1) Our businesses in Australia, New Zealand and Canada currently provide 100% coverage on
the majority of the loans we insure in those markets. For the purpose of representing our risk
in-force, we have compuzed an “Effective Risk in Force” amount, which recognizes thar the loss
on any particular loan will be reduced by the net proceeds received upon sale of the property.
LEffective risk in-force has been calcnlated by applying to insurance in-force a factor that repre-
sents our highest expected average per-claim payment for any one underwriting year over the
life of our businesses in Australia, New Zealand and Canada. As of December 31, 2004, this
factor was 35%.

(2) Most of our international mortgage insurance policies provide for single premiums at the sime
that loan proceeds are advanced. We initially record the single premiums to unearned
premium reserves and recognize the premiums earned over time in accordance with the
expected expiration of risk. As of December 31, 2004, our unearned premium reserves in our
international mortgage insurance business were $1.5 billion.

(3) The ratio of incurred losses and loss adjustment expense to net p earned.

(4) The ratio of an insurers general expenses to net premiums wristen. In our business, general
expenses consist of underwriting, acquisition and insurance expenses, net of defervals, and
amortization of DAC and intangibles.

U.S. MORTGAGE INSURANCE

OVERVIEW

The U.S. private mortgage insurance industry is defined in
large part by the requirements and practices of Fannie Mae, Freddie
Mac and other large mortgage investors. Fannie Mae and Freddie
Mac purchase residential mortgages from mortgage lenders and
investors, as part of their governmental mandate to provide liquidity
in the secondary mortgage market. In the first nine months of 2004,
Fannie Mae purchased approximately 21.3% of all the mortgage
loans originated in the U.S., and Freddie Mac purchased approxi-
mately 14.8%, according to information published by Inside the
GSEs. Mortgages guaranteed by Fannie Mae or Freddie Mac totaled
more than $3.52 trillion as of December 31, 2004, or approxi-
mately 44% of the total outstanding mortgage debt in the U.S. In
connection with these activities, Fannie Mae and Freddie Mac also
have established mortgage loan origination, documentation, servic-
ing and selling requirements and standards for the loans they pur-
chase. In addition, Fannie Mae’s and Freddie Mac’s current
eligibility requirements provide that they will accept private mort-
gage insurance only from insurers that maintain financial strength
ratings of at least “AA-” by S&P and “Aa3” by Moody’s. Fannie Mae
and Freddie Mac are “government sponsored enterprises,” and we
refer to them as the “GSEs.”

The GSEs may purchase mortgages with unpaid principal
amounts up to a specified maximum. The maximum single-family
principal balance loan limit eligible for purchase by the GSEs is
called the “conforming loan limit.” It is currently $359,650 and
subject to annual adjustment. Each GSE’s Congressional charter
generally prohibits it from purchasing a mortgage where the loan-
to-value ratio exceeds 80% of home value unless the portion of the
unpaid principal balance of the mortgage which is in excess of 80%
of the value of the property securing the mortgage is insured against
default by lender recourse, participation or by a qualified insurer. As
a result, high loan-to-value mortgages purchased by Fannie Mae or
Freddie Mac generally are insured with private mortgage insurance.
Fannie Mae and Freddie Mac purchased approximately 68% of the
flow loans we insured as of December 31, 2004.

The majority of our U.S. mortgage insurance policies provide
default loss protection on a portion (typically 10%-40%) of the
balance of an individual mortgage loan. Most of our primary mort-
gage insurance policies are “flow” insurance policies, which cover
individual loans at the time the loan is originated. We also enter into
“bulk” transactions with lenders and investors in selected instances,
under which we insure a portfolio of loans for a negotiated price.
Bulk insurance constituted less than 2% of our new risk writcen for
each of the years ended December 2004, 2003 and 2002.
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In addition to flow and bulk primary mortgage insurance
business, we have written mortgage insurance on a pool basis. Under
pool insurance, the mortgage insurer provides coverage on a group of
specified loans, typically for 100% of all losses on every loan in the
portfolio, subject to an agreed aggregate loss limit. We ceased writing
pool insurance in 1993 (with the exception of a limited amount of
insurance we wrote for state housing finance agencies and in connec-
tion with a sale of loans by an affiliate). We may consider writing
pool insurance with state housing finance agencies and others where
we believe we will be able to achieve our target returns.

The following table sets forth new risk written and risk in
force in our U.S. mortgage insurance business, by product type, as
of and for the periods mdlcated

AS OF OR FOR THE
YEARS ENDED DECEMBER 31,

(DOLLAR AMOUNTS IN MitLiONs} &VER 2003 .............
New risk written o

. Flow insurance ) $ 6,216 $12,612 $10,547
Bulk insurance) i 46 189 53

“Poolinsurance T 2 -
Total $ 6,262 - $12,803 $10,600
Risk in force ‘
Flow insurance . $22,666 $25,396 $27,573
Bulk insurance 303 409 431
Poolinsurance 736 1,046 . 1,638
Total $23,705 $26,851 $29,642
(1) A portion of our bulk ¢ is classified as pool i ¢ under MICA reporting rules.

PRODUCTS AND SERVICES

Primary niortgage insurance

Flow insurance. Flow insurance is primary mortgage insur-
ance placed on an individual loan when the loan is originated. Our
primary mortgage insurance covers default risk on first mortgage
loans generally secured by one- to four-unit residential properties,
and can be used to protect mortgage lenders and i investors from
default on any type of residential mortgage loan instrument that we
have approved. Out insurance covers a specified coverage percent-
age of a “claim amount” consisting of unpaid loan principal, delin-
quent interest and certain expenses associated with the default and
subsequent foreclosure. As the insurer, we generally are required to
pay the coverage percentage of a claim amount specified in the pri-
mary policy, but we also have the option to pay the lender an
amount equal to the unpaid loan principal, delinquent interest and
certain expenses incurred with the default and foreclosure, and
acquire title to the property. In addition, the claim amount may be
reduced or eliminated if the loss on the defaulted loan is reduced as
a result of the lender’s disposition of the property. The lender selects
the coverage percentage at the time the loan is originated, often 1o
comply with investor requirements to reduce the loss exposure on
loans purchased by the investor. ‘

- For a 30-year fixed-rate mortgage, the most common mort-
gage product in the U.S., the GSEs generally require coverage per-
centages of 30% for loan-to-value ratios, determined at loan
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origination, of 90.01%-95.00%, 25% for loan-to-value ratios of
85.01%-90.00% and 12% for loan-to-value ratios of 80.01%-—
85.00%. However, the GSEs may alter their coverage requirements
and propose different product structures, and we also offer a range
of other mortgage insurance products that provide greater or lesser
coverage amounts.

The borrowers mortgage loan instrument generally requires
the borrower to pay the mortgage insurance premium. In other cases,
no insurance requirement is imposed upon the borrower, in which
case the lender pays the premium and recovers those payments
through the interest rate charged on the mortgage. Our mortgage
insurance premiums for flow insurance typically are paid monthly,
but premiums also may be paid annually or in a single, lump-sum
payment. During each of the last three years, the monthly premium
plan represented more than 98% of our flow new insurance written,
with the annual premium plan and the single premium plan repre-

senting the balance of our new insurance written.

We are not permitted to terminate our mortgage insurance
coverage in force, except for non-payment of premium or marerial
breach of policy conditions. The insurance remains renewable at the
option of the policyholder, usually at the renewal rate fixed when
the loan was initially insured. As a result, we are not able to raise
prices on existing policies to respond to unanticipated default pat-
terns. In addition, our policyholders may cancel their insurance at
any time at their option, including when 2 mortgage is repaid,
which ‘may be accelerated by mortgage refinancings in times of
falling interest rates. Cancellations are generally driven primarily by
the prevailing interest rate environment and the cancellation poli-
cies of the GSEs and other investors.

Under the U.S. Homeowners Protection Act, or the HPA, a

. borrower generally has the right to terminate private mortgage
" insurance coverage on loans closed after July 28, 1999 secured by a

single-dwelling property that is the borrower’s primary residence
when certain loan-to-value ratio thresholds are met. In general, a
borrower may stop making mortgage insurance payments when the
loan-to-value ratio is scheduled to reach 80% (based upon the loan’s
amortization schedule established at loan origination) if the bor-
rower so requests and if certain requirements relating to the bor-
rower’s payment history and the property’s value since origination
are satisfied. In addition, a borrower’s obligation to make payments
for private mortgage insurance generally terminates regardless of
whether a borrower so requests when the loan-to-value ratio reaches

78% of the unpaid principal balance of the mortgage. Some states

require mortgage servicers to notify borrowers periodically of the
circumstances in which they may request a mortgage servicer to can-
cel private mortgage insurance. Some states allow the borrower to
request that the mortgage servicer cancel private mortgage insurance -
or require the mortgage servicer to cancel such insurance automati-
cally when the circumstances permitting cancellation occur.

The level of new mortgage originations decreased to
$2,810 billien for the yeéar ended December 31, 2004, from
$3,760 billion and $2,680 billion for the years ended December 31,
2003 and 2002, respectively. This resulted in decreased levels of new

"mortgage insurance written. We believe the decrease in mortgage

originations was due to two principal factors. First, in¢reasing interest
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rates in 2004 made refinancings of existing mortgages less attractive
to consumers than in recent years. Second, historically low interest
rates in 2002 and 2003 contributed to substantial refinancing activ-
ity, which did not recur in 2004 because many mortgages for which
refinancing would otherwise have been economically attractive were
already refinanced prior to 2004. The lower level of refinancing
activity resulted in an increase in our flow persistency rates from
46% for the year ended December 31, 2003 to 65% for the year
ended December 31, 2004, excluding bulk transactions and the
effect of a periodic payoff reconciliation on one structured trans-
action involving single premium mortgage insurance that today
would be classified as bulk insurance. We expect the market for
mortgage originations and new mortgage insurance written to stabi-
lize as anticipated home sales in future years offset the recent decline
in mortgage originations due to decreased refinancing activity.

We also are developing innovative mortgage insurance prod-
ucts that are designed to attract first-time home buyers and expand
the scope of the traditional mortgage insurance market. For exam-
ple, we recently launched our HomeOpeners™ products: MonthlyPlus,
PaymentPlus and LenderPlus. Our MonthlyPlus product combines

a mortgage insurance policy with payment protection on mortgage

payments for a specified period of time in the event of involuntary
job loss or accidental death. Our PaymentPlus and LenderPlus
products are designed to compete with simultaneous second mort-
gages, as described below under “~ Competition — Mortgage lenders
and other investors.”

Bailk insurance

Under our primary bulk insurance, we insure a pdrtfolio of
loans in a single, bulk transaction. Generally, in our bulk insurance,
the individual loans in the insured portfolio are insured to specified
levels of coverage, and there is an aggregate loss limit applicable to
all of the insured loans. We base the premium on our bulk insurance
upon our evaluation of the overall risk of the insured loans included
in a transaction, and we negotiate the premium directly with the
seeuritizer or other owner of the loans. Most of cur bulk insurance
business has related to loans financed by lenders who participate in
the mortgage programs sponsored by the Federal Home Loan
Banks. Premiums for bulk transactions generally are paid monthly
by lenders or investors or a securitization vehicle in connection with
a securitization transaction or the sale of a loan portfolio.

The loans we insure in bulk transactions typically consist of
prime credit-quality loans with loan-to-value ratios of 50% to 95%.

. We generally have avoided the riskier portions of the sub-prime seg-
ments of the market, because we believe market pricing for mort-
gage insurance on sub-prime bulk transactions has not been
adequate and we have had concerns regarding the volatility of chis
segment. However, we may consider insuring such loans where we
believe we will be able to achieve our target returns. Loans that we
insure in bulk transactions with foan-to-value ratios above 80% typ-
ically have primary morigage insurance on a flow basis, written
either by us or another private mortgage insurer. Our mortgage
insurance coverage levels in bulk transactions typically range from
10% to 40%.

“Pool insurance

In addition to our flow and bulk primary mortgage insur-
ance, we previously have written mortgage insurance on 2 pool
basis. Pool insurance generally is used as an additional credit
enhancement for secondary market morcgage transactions. We

‘ceased writing pool insurance in 1993 (with the exception of a lim-

ited amount of insurance we wrote for state housing finance agencies
and in connection with a sale of loans by an affiliate) because of rel-
atively high losses on pool policies, resulting primarily from
inadequate pricing, loss severity and risk concentration in certain
parts of the country. However, we may consider writing pool insur-
ance for state housing finance agencies and dthers where we believe
we will be able to achieve our targer returns. v
Our remaining pool insurance in force, which’ relates primar-
ily to policies written between 1990 and 1993, generally covers the
loss on a defaulted mortgage loan that exceeds eicher the claim pay-
ment under the primary coverage (if primary insurance is required
on that loan) or the total loss (if that loan does not require primary
insurance), in cach case up to a stated aggregate loss limit. Mortgage
loans we insured in pool insurance with loan-to-value ratios above
80% typically are covered by flow mortgage insurance, written
either by us or another private mortgage insurer.

Contract underwriting services

We perform fee-based contract underwriting services for
mortgage lenders. Historically, lenders and mortgage insurers each
maintained underwriting staffs and performed separate, and in
many ways duplicative, underwriting activities with respect to each
mortgage loan. Over time, lenders and mortgage insurers have
developed a number of arrangements designed to eliminate those
inefficiencies. The provision of underwriting services by mortgage
insurers serves this purpose and speeds the approval process.

The principal contract underwriting service we provide is
determining whether the dara relating to a borrower and a proposed
loan contained in 2 mortgage loan application file complies with the
lender’s loan underwriting guidelines or the investor’s loan purchase
requirements. In connection with that service, we also compile the
application data and submit it to the automated underwriting systems
of Fannie Mae and Freddie Mac, which independencly analyze the
data to determine if the proposed loan complies with their investor
requirements. If the Joan being reviewed requires mortgage insurance
under the applicable lender or investor criteria, we also underwrite the
loan to our mortgage insurance guidelines and issue the appropriate
mortgage insurance coverage. We believe our contract underwriting
services appeal to mortgage lenders because they enable lenders to
reduce their costs and improve their operating efficiencies.

Under the terms of our contract underwriting agreements,
we agree to indemnify the lender against losses incurred in the event
we make material etrors in determining whether loans processed by
our contract underwriters meet specified underwriting or purchase
criteria, subject to contractual limitations on liability.

New risk written by our contract underwriters represented
24% of our new risk written for the year ended December 31, 2004,
compared to 23% and 26% for the years ended December 31, 2003
and 2002, respectively.
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Captive Reinsurance

Captive reinsurance is a reinsurance program in which we
share portions of our U.S. mortgage insurance risk written on loans
originated or purchased by lenders with captive reinsurance compa-
nies, or captive reinsurers, affiliated with these lenders. In return, we
cede to the captive reinsurers an agreed portion of our gross premiums
on flow insurance written. New insurance written through the bulk
channel generally is not subject to these arrangements.

The following table sets forth selected financial informarion
regarding our captive reinsurance arrangements, as of and for the
periods indicated: ' T

AS OF OR FOR THE
YEARS ENDED DECEMBER 31,

Primary risk in force subject to captive
reinsurance arrangements, as a percentage
of total primary risk in force 66% 64%

Gross written premiums ceded pursuant to
captive reinsurance arrangements, as a
percentage of total gross written premiums

Primary new risk written subject to captive

reinsurance arrangements, as a pCI‘CCﬂl’age

24% 23% 18%

of total primary new risk written 70% 75% 77%

We believe that the increase in the percentage of primary risk
in force subject to captive reinsurance agreements was driven by a
higher percentage of new insurance written generated by lenders
having captive reinsurance programs during a period of high refi-
nancing activity. Many large mortgage lenders have developed cap-
tive reinsurance affiliates, and the recent consolidation among large
mortgage lenders has resulted in an increased percentage of mort-
gage loans originated or purchased by lenders with captive reinsur-
ance programs. The recent low-interest-rate environment has
generated significant refinancing acrivity in recent years, which has
resulted in increased concentration of mortgage loans with larger
lenders that tend to use captive reinsurance arrangements.

Many large U.S. mortgage lenders whose policies we insure
have developed reinsurance operations that provide for net pre-
mium cessions from mortgage insurers of 25% to 40%. Starting in
late 2003, we generally sought to exit or restructure a portion of our
excess-of-loss risk sharing arrangements with premium cessions in
excess of 25% to improve profitability. This resulted in a significant
reduction in business from several of these lenders and a reduction
in the percentage of primary new risk written that is subject ro cap-
tive reinsurance arrangements. We then re-evaluated these relation-
ships on a case-by-case basis, assessing various factors, including
ceding terms, attachment points and quality of portfolios. As a
result, we reinstated or restructured some of these arrangements.

As of December 31, 2004, other than reinsurance under cap-
tive arrangements, we reinsured less than 1% of our mortgage insuf-
ance in force.

CUSTOMERS

Our principal mortgage insurance customers are originators
of residential mortgage loans, such as mortgage banks, savings insti-
tutions, commercial banks, mortgage brokers, credit unions and
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other lenders, who typically determine which mortgage insurer or
insurers they will use for the placement of mortgage insurance writ-
ten on loans they originate. To obtain primary insurance written on
a flow basis, a mortgage lender must first apply for and receive from
us a mortgage guaranty master policy. In recent years, there has been
significant consolidation among the largest lenders, which now
underwrite a substantial portion of all the mortgages written in the
U.S. Our top ten lenders accounted for an aggregate of 27% of our
flow new insurance written for the year ended December 31, 2004,

We are focused on expanding our presence throughour the
mortgage loan market by providing superior customer sales support,
product offerings designed to meet the specific needs of our cus-
tomers, and technology products designed to enable customers to
reduce costs and expand revenues. In addition, as discussed under
“~ Operations and Technology,” we have developed web-based tech-
nology services that enable our customers to interact more effi-
ciently with us.

UNDERWRITING AND PRICING

Loan applications for all loans we insure are reviewed to eval-
uate each individual borrower’s credit strength and history, the char-
acteristics of the loan and the value of the underlying propercy. This
analysis generally includes reviewing the following criteria:
> the borrower’s credit strength and history, as reported by credit
reporting agencies;
the borrower’s debt-to-income ratios where income is disclosed;
the loan-to-value ratio;
the type of mortgage instrument;
the purpose of the loan;
the type of property; and
appraisals to confirm the property market value is fairly stated.

Loan applications for primary mortgage insurance are
reviewed by our employees directly as part of our traditional under-
writing process or by our contract underwriters as we process mort-
gage loan applications requiring mortgage insurance. Some mortgage
lenders also underwrite loan applications for mortgage insurance

vV V V V' 'V V

under a delegated underwriting program, in which we permit
approved lenders to commit us to insure loans using underwriting
guidelines we have previously approved. Before granting a lender del-
egated underwriting authority, our risk management personnel
review the lender’s underwriting experience and processes, loan qual-
ity and specific loan programs to be included in the delegated pro-
gram. In addition, we conduct audits on a sample of the delegated
loans we insure to confirm that lenders with delegated authority
adhere to approved underwriting guidelines and procedures.

The majority of mortgage loans we insure today are undet-
written using Fannie Mae’s and Freddie Mac’s automated underwrit-
ing systems, or AUS, which lenders have widely adopted due to the
GSEs’ requirements and the efficiencies that AUS provide. We have
evaluated loans approved by Fannie Mae’s and Freddie Mac’s AUS
and, like other mortgage insurers, we generally have agreed to insure
loans approved by these systems. Under the delegated underwriting
program, lenders may use their own AUS provided we have reviewed
and approved their system. AUS have automated many of the under-
writing steps were previously performed by underwriters on a man-
ual basis and use sophisticated mortgage scoring methodologies to
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evaluate borrower default risk. Although we review AUS before
“allowing their use under our delegated program, under which lenders
have the responsibility to determine whether the loans comply with

our approved underwriting guidelines, a potential risk to us of using
AUS is factors we might otherwisc evaluate in making an underwrit-
ing decision are not considered if not required by the AUS.

Loans insured under our delegated underwriting program

accounted for approximately 59% of our total risk in force as of
December 31, 2004, compared to 59% and 56% as of December 31,
2003 and 2002, respectively. The percentage of new risk written by
dclegated underwriters was 58% for the year ended December 31,

2004, compared to 62% and 61% for the years ended Dcccmber 31,

. 2003 and 2002, respectively.

In pricing mortgage insurance policies, we generally rarget
substancially similar returns on capital regardless of the loan-to-
value ratio, product type and depth of coverage. We establish pre-
" mium rates principally on the basis of long-term claims experience
in the industry, reflecting periods of lower and higher losses and var-
jous regional economic downturns. We believe over the long term
each region of the U.S. will be subject to similar factors affecting
risk of loss on insurance written, and, therefore, we generally use a
‘nationally based premium rate policy, rather than a regional, local or
lender-based policy. Our premium rates vary with the coverage per-

centage and the perceived risk of a claim on the insured loan, which -

takes into account the loan-to-value ratio, the type of mortgage and
the term of the mortgage. Our premium rates also reflect our expec-
tations, based upon our analysis of historical data, of the persistency
of the policies in our book of business. Qur premium rates also take
into account competitive alternatives available to consumers,
including rates offered by other mortgage insurers.

Our premium rates also consider the location of the bor-
rower’s credit score within a range of credit scores. In accordance
with industry pracrice, we use the * “FICO” score as one indicator of
a borrower’s credit quality. Fair Isaac and Company, or “FICO,”

developed the “FICO” credit scoring model to calculate a FICO -

score based upon a borrower’s credit history. The higher the credit
score, the lower the likelihood that a borrower will defaulton a loan.
FICO credit scores range up to 850, with a score of 620 or more
generally viewed as a “primc” loan and a score below 620 generally
viewed as a “sub-prime” loan. “A minus” loans generally are loans
where the borrowers have FICO credit scores between 575 and 660,

and where the borrower has a blemished credit history. Some of our’

" products require a minimum FICO: score and/or have rates based

on FICO scores. As of December 31, 2004, on a riék in force basis;
approximately 92% of our flow insurance loans had FICO credit’

scores of at least 620, approximately 6% had FICO credit scores
berween 575 and 619, and approximately 2% had FICO scores of
574 or less.

As of December 31, 2004, on a risk in force basxs, approxi-
mately 91% of our bulk insurance loans had FICO credit scores of
“at least 620, approximately 5% had FICO credit scores between 575

and 619, and approximately 4% had FICO scores of 574 or less.

The majority of loans we currently insure in bulk transactions mest
the conforming loan limit and have FICO credit scores of at least
620. After 2001, we significantly reduced writing insurance of loans
in bulk transactions that included non-conforming and lesser-

. . « i » N “ . )
~ quality loans, such as “A minus” loans and “sub-prime” loans, because
. we believe market pricing was inadequate to compensate us for the risk.

We also provide mortgage insurance for “Alt A” loans, which
are originated under programs in which there is a reduced level of
verification or disclosure of the borrower’s income or assets. For an
Alr A loan, the borrower’s credit strength and history and the.
appraised value of the property are carefully reviewed. We also
impose limitations.on Alt A loans, including limitations with
respect'to the pufpose of the loan and the type of property. Alt A
loans represented 2.8%, 1.9% and 2:5% of our risk in force as of
December 31, 2004, 2003 and 2002, respectively.

LOAN PORTFOLIO

The folloWing table sets forth selected financial information
regarding our U.S. primary mortgage insurance loan portfolio as of
the dates indicated:

DECEMBER 31,

(DOLLAR AMOUNTS TN MILLIDNS) 20040 2003 2002
Primary risk-in -force lender concentration
(by original apphcant) - $22,969 $25,805 $28,004
Top 10 lenders : 9,755 12,047 = 12,538
Top 20 lenders 11,938 14,392 15,360
Loan-to-value ratio
95.01% and above 3,601 3,431 2,538
90.01% t0 95.00% 9,450 10,759 12,313
80.01% 10 90.00% 9,555 10,868 11,681
80.00%andbelow 363 747 1472
Total $22,969  $25,805  $28,004
Loan grade
Prime $20,704 $23,408 $26,025
Aminusand sub-prime 2,265 2,397 1979
Total $22,969 $25,805  $28,004
Loan type
Fixed rate mortgage $21,492 $24,354 $26,619
Adjustable rate mottgage Laz7 1451 1385
Total $22,969 $25,805 $28,004
Type of documentation
AltA $ 633 % 503 $ 708
Sandad 2336 23302 27,9
Total $22,969 $25,805 $28,004
Mortgage rerm : ‘
15 years and under $ 1,163 $ 1,489 §$ 1,214
Morethan 5 years . 21,806 24316 26,790
Total $22,969  $25,805  $28,004

LOANS IN DEFAULT AND CLAIMS

Our default management process begins with notification by
the loan servicer of a default on an insured loan. “Default” is defined
fh our master policies as the borrower’s failure to pay when due an
amount equal to the scheduled monthly mortgage payment under
the terms of the mortgage. Generally, the master palicies require an
insured to notify us of a default no later than ten days after the bor-
rower has been in default by three monthly payments. In most cases,
however, defaults are reported earlier. We generally consider a loan
to be in default and establish reserves if the borrower has failed to
make a required mortgage payment for two consecutive months.
Borrowers default for-a variety of reasons, including a reduction of
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income, unemployment, divorce, illness, inability to-manage credit
and interest rate levels. Borrowers may cure defaults by making all of
the delinquent loan payments or by selling the property in full satis-
faction of all amounts due under the morrgage. In most cases,
defaults that are not cured result in a claim under our policy.

. The following table sets forth the number of loans insured;
the number of loans in defaulr and the default rate for-our U. S
mortgage insurance portfolio:

DECEMBER 31,

...2004 2003 - . 2002
Primary Insurance
Insured loans in force 830,688 950,157 993,906
Loans in default 28,467 32,207 - 33,278
Percentage of loans in default (default rate) 3.4% 3.4% 3.3%
Flow loans in force 719,533 839,891 948,224
Flow loans in default 26,737 29,787 - 30,194
Percentage of flow loans in default (default rate)  3.7% 3.5% 3.2%
Bulk loans in force 111,155 . 110,266 45,682
Bulk loans in default 1,730 2,420 3,084
* Percentage of bulk loans in default (default rate)  1.6% 2.2% 6.8%
A minus and sub-prime loans in force 69,817 75584 63,646
A minus and sub-prime loans in defaulc 7,068 6,881 5,547
Percentage of A minus and sub-prime loans
in default (default rate) "10.1% 9.1% 8.7%
Pool Insurance
Insured loans in force 25,303 37,702 55,195
Loans in default ) 777 855 1,505
Percentage of loans in default (defaulr rate) 3.1% 2.3% 2.7%

Primary 'insurance default rates differ from region to region
in the U.S. at any one time depending upon economic conditions
and cyclical growth patterns. The ewo tables below set forth our pri-
mary default rates for the various regions of the U.S. and. the ten
largest states by our risk in force as of December 31, 2004, Defaulr
rates are shown by region based upon location of the underlying
property, rather than the location of the lender.

PERCENT OF
PRIMARY RISK IN
FORCE AS OF
DECEMBER 3I,

DEFAULT RATE DECEMBER 31,

............... 2006 2004 2003 2002

U.S. Regions
Southeast” 22%  3.87% - 3.59% - 3.51%
South Central® 17% 3.82% 3.65% 3.45%
Northeast™® 13%  379%  3.88%  3.87%
North Central® 13%  2.80%  2.71%  2.94%
Pacific® 11%  2.11% . 2.54%  2.94%
Great Lakes® ) 9%  4.61%  433%  4.08%
- Plains™ 6%  2.57%  2.54%  2.43%
Mid-Adantic® S%  2.85%  2,94%  3.25%
New England® 4% 2.46% ' 2.79% - 2.82%
Total 100% *©  3.43% . 3.38% 3.34%
(1) Alabama, Arkansas, Florida, Georgia, Mwmwu, North Carolina, South Carolina and

Tennessee,

(2) Arizona, Colorad, Louummz New Mexico, Oklahoma Texas and Urab.
 (3) New jensey, New York and Pennsylvania,
(4) Hlinois, Minnesora, Missouri and Wisconsin.
(5) Alaska, California, Hawaii, Nevada, Oregon and Washington.
(6) Indiana, Kentucky, Michigan and Obio.
(7) Idaho, Towa, Kansas, Montana, Nebraska, North Dakota, South Dakota and W}ammg
(8) Delaware, Maryland, Virginia, Washington, D.C. and Wess Virginia,
(9) Connecticus, Maine, Massachusetts, New Hampshive, Rhode lsland and Vermont,

part]

PERCENT OF
PRIMARY RISK IN
FORCE AS OF

] DEFAULT RATE DECEMBER 37,
DECEMBER 31,

............... 2004 2004 2003 - 2002

Florida - 8.15%  2.80%  2.75%  3.08%
Texas 6.92%  470%  4.15%  3.80%
New York 5.87%  3.06% = 3.47% - 3.46%
Tlinois 5.55%  3.26%  3.23%  3.66%
California 472%  1.39%  191% - 2.45%
North Carolina 3.90%  433%  4.12%  3.68%
Pennsylvania 3.87% - 4.79% = 4.38%  4.49%
Georgia 3.67%  4.92%  4.68%  4.40%
. Arizona’ 3.64% - 2.63% 3.18% 3.52%
Ohio 3.63%  5.13% 4.64%  420%

-Claim activity is not spread evenly throughout the coverage
period of ‘a primary insurance book of business. Based upon our
experience, the majority of claims on primary mortgage insurance
loans occur in the third through seventh years after loan origination,
and relatively few claims are paid during the first two years after loan
origination. Primary insurance written from the period from
January 1, 1997 through December 31, 2001 represented 13% of
our primary insurance in force as of December 31, 2004. This por-
tion of our loan portfolio is in its expected peak claim p'eriod‘with
respect to traditional primary loans.- We believe our “A minus” and -

“sub-prime” loans will have earlier incidences of default than our
prime loans. “A minus” loans represented 4.4% and 3.5% of our
primary risk in force as of December 31, 2004 and 2003, respec-
tively, and “sub-prime” loans represented 5.5% and 5.8% of our pri-
mary risk in force as of December 31, 2004 and 2003, respectively.

The following table sets forth the dispersion of our primary -
insurance in force and risk in'force as of December 31, 2004, by
year of policy origination and average annual mortgage interest rate
since we began operations in 1981: '

{DOLLAR AMOUNTS 'PRIMARY

PRIMARY
L IN MILLIDNS) AVERAGE INSURANCE. ' PERCENT RISK PERCENT
POLICY YEAR . RATE N FORCE OF TOTAL _IN FORCE  OF TOTAL
1981-92 9.21% $ 1423 131% $ 316  1.38%
1993 7.41% 989 . 0.91% 205 . 0.89%
1994 7.68%  .1,103  1.01% 241 1.05%
1995 8.22% 820  0.75% 220+ 0.96%
1996 7.92% 902 0.83% 244 1.96%
1997 7.82% 825  0.76% © 221 0.96%

1998 711% . 2,301 2.11% 583  2.54%

- 1999 7.23% 2559 2.35% 640 2.79%
2000 8.15% 1,546 1.42% 385  1.68%
2001 7.42% = 6457  5.93% 1,546 6.73%
2002 6.50% 15,398 14.14% 3,570 15.54%
2003 5.62% 48,962 - 44.95% 9,108"  39.65%
2004 5.81% 25634 23.53% 5,690 24.77%

6.30% $108,919 100.00%  $22,969

Total portfolio 100.00%

* Primary mortgage insurance claims paid, including loss
adjustment expenses, or LAE, for the year ended December 31,
2004 were $146 million, compared to $117 million and $105 mil-
lion for the years ended December 31, 2003 and 2002, respectively.
Pool insurance claims paid for the year ended December 31, 2004
were $1 million, compared to $1 million and $4 million for the |
years ended December 31, 2003 and 2002, respectively.
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The frequency of defaults may not correlate directly with the
number of claims received because the rate at which defaults are
cured is influenced by borrowers’ financial resources and circum-
stances and regional economic differences. Whether an uncured
default leads to a claim principally depends upon the borrower’s
equity at the time of default and the borrower’s or the insured’s abil-
ity to sell the home for an amount sufficient to satisfy all amounts
due under the mortgage loan. When we receive notice of a default,
we use a proprietary model to determine whether a delinquent loan
is a candidate for work-out. When the model identifies such a can-
didate, our loan workout specialists prioritize cases for loss mitiga-
tion based upon the likelihood that the loan will result in a claim.
Loss mitigation actions include loan modification, extension of credit
to bring a loan current, foreclosure forbearance, pre-foreclosure sale,
and deed-in-lieu. These loss mitigation efforts often are an effective
way to reduce our claim exposure and ultimate payouts.
Our policies require the insured to file a claim with us, speci-
fying the claim amount (unpaid principal, interest and expenses),
no later than 60 days after it has acquired title to the underlying
property, usually through foreclosure. The claim amount is subject
to our review and possible adjustment. Depending upon the appli-
cable state foreclosure law, an average of approximately 16 months
elapse from the date of default to the filing of a claim on an uncured
default. Our master policies exclude coverage for physical damage
whether caused by fire, carthquake or other hazard where the bor-
rower’s default was caused by an uninsured casualty.
We have the right to rescind coverage and refuse to pay a claim
if it is determined that the insured or its agents misrepresented mate-
rial information in the insurance application. In addition, where
loans are underwritten by lenders through our delegated underwritc-
ing program, we have the right to rescind coverage if the loan was not
underwritten in compliance with our approved guidelines.
Within 60 days afcer a claim and supporting documentation
have been filed, we have the option:
> to pay the claim amount, multiplied by coverage percentage
specified in the certificate of insurance;

> in the event the property is sold pursuant to an agreement made
prior to payment of the claim, which we refer to as a pre-
arranged sale, to pay the lesser of 100% of the claim amount less
the proceeds of sale of the property, or the claim amount multi-
plied by the coverage percentage; or

> to pay the lender an amount equal to the unpaid loan principal,
delinquent interest and certain expenses incurred with the
default and foreclosure, and acquire title to the property. We
bear the risk of any loss in connection with the acquisition and
sale of the property.

For the year ended December 31, 2004, we settled a majority
of the primary insurance claims processed for payment on the basis
of a pre-arranged sale. ‘

The ratio of the claim paid to the unpaid principal amount
multiplied by the coverage percentage is referred to as “claim sever-
ity.” The main determinants of claim severity are the age of the
mortgage loan, the value of the underlying property, accrued inter-
est on the loan, expenses advanced by the insured and foreclosure
expenses. These amounts depend partly upon the time required to
complete foreclosure, which varies depending upon state laws. Pre-
foreclosure sales, acquisitions and other early workout efforts help

to reduce overall claim severity. OQur average primary mortgage
insurance claim severity was 94%, 93% and 93% for the years
2004, 2003 and 2002, respectively.

COMPETITION

We compete primarily with U.S. and state government agen-
cies, other private mortgage insurers, mortgage lenders and other
investors, the GSEs and, potentially, the Federal Home Loan Banks.
We also compete, indirectly, with structured transactions in the cap-
ital markets and with other financial instruments designed to miti-
gare credit risk.

U.S. and state government agencies. We and other private
mortgage insurets compete for flow business directly with U.S. fed-
eral and state governmental and quasi-governmental agencies, prin-
cipally the FHA and, 1o a lesser degree, the VA. The following table
sets forth the relative mortgage insurance market share of FHA/VA
and private mortgage insurers over the past five years:

DECEMBER 31,

..... 2004 2003 . 2002 2001 2000
FHA/VA 32.8%  364%  35.6%  373%  41.4%
Private mortgage
.msurance | [ 67.2%  63.6%  G44%  627% . 58.6%
Total 100.0% 100.0% 100.0%  100.0%  100.0%

Source: Inside Mortgage Finance.

Loans insured by the FHA cannot exceed maximum princi-
pal amounts that are determined by a percentage of the conforming
loan limit. For 2005, the maximum FHA loan amount for homes
with one dwelling unit in “high cost” areas is $312,859 and the
maximum VA loan amount is $359,650. We and other private
mortgage insurers are not limited as to maximum individual loan
amounts we can insure.

In January 2001, the FHA reduced the up-front mortgage
insurance premium it charges on loans from 2.25% to 1.5% of the
original loan amounts. The FHA has also streamlined its down-
payment formula, making FHA insurance more competitive with
private mortgage insurance in areas with higher home prices. These
and other legislative and regulatory changes could cause future
demand for private mortgage insurance to decrease.

In addition to competition from the FHA and the VA, we
and other private mortgage insurers face competition from state-
supported mortgage insurance funds in severa! states, including
California, Illinois and New York. From time to time, other state
legislatures and agencies consider expansions of the authority of
their state governments to insure residential mortgages.

Government entities with which we compete typically do not
have the same capiral requirements and do not have the same profit
objectives as we do. Although private companies establish pricing
terms for their products to achieve targeted returns, these govern-
ment entities may offer products on terms designed to accomplish
social or political abjectives or reflect other non-economic goals.

Private morigage insurers. The private mortgage insurance
industry is highly competitive. The private mortgage insurance indus-
try currently consists of seven mortgage insurers plus our company.
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The other companies are Mortgage Guaranty Insurance
Corporation; PMI Mortgage Insurance Company; CMG Mortgage
Insurance Company, a joint venture in which PMI is one of the
partners; Radian Guaranty Inc.; Republic Mortgage Insurance Co.,
an affiliate of Old Republic International; Triad Guaranty Insurance
Corp.; and United Guaranty Residential Insurance Company, an
affiliate of American International Group, Inc.
Mortgage lenders and other investors. We and other mortgage
insurers compete with transactions structured by mortgage lenders
to avoid mortgage insurance on low-down-payment mortgage
loans. These transactions include self-insuring and simultaneous
second loans, which separate a mortgage with a loan-to-value ratio
of more than 80%, which generally would require mortgage insur-
ance, into two loans, a first mortgage with a loan to-value-ratio of
80% and a simultaneous second mortgage for the excess portion of
the loan. Simultaneous second loans are also often known as
“80-10-10 loans,” because they often comprise a first mortgage wich
an 80% loan-to-value ratio, a second mortgage with a 10% loan-to-
value ratio and the remaining 10% paid in cash by the buyer, rather
than 2 single mortgage with a 90% loan‘to-value ratio. However,
simultaneous seconds also can be structured as 80-15-5 loans or
80-20-0 loans, as well as other configurations.
Over the past several years, we believe the volume of simulta-
neous second loans as an alternative to loans requiring private mort-
gage insurance has increased substantially. We believe this recent
increase reflects the following factors:
> the lower cost of simultaneous second loans compared to the
cost of mortgage insurance, due to the current low-interest-rate
environment and the emerging popularity of 15- and 30-year
amortizing and adjustable rate simultaneous seconds;

> the fact thar second mortgage interest is generally tax-deductible,
whereas mortgage insurance payments currently are not tax-
deductible (although from time to time there have been pro-
posed legislative initiatives to permit deductions for mortgage
insurance payments); »

> negative consumer, broker and realtor perceptions of private
mortgage insurance; and

> the desire by some investors to hold second mortgages.

We are developing mortgage insurance products that seek to
enhance the appeal of private mortgage insurance in view of the
increasing volume of simultaneous second loans. For example, in
2004, we launched our HomeOpeners™ suite of products designed

"to compete more effectively with simultaneous second loans by
offering consumers lower monthly payments, more deductible
interest and involuntary job loss protection at no additional cost.

Morrgage lenders also may compete with mortgage insurers
as a resulr of legislation that has removed restrictions on affiliations
between banks and insurers. The Graham-Leach-Bliley Act of 1999
permits the combination of banks, insurers and securities firms
under one holding company. This legislation may increase competi-
tion by increasing the number, size and financial strength of poten-
tial competitors. In addition, mortgage lenders that establish of
affiliate with competing mortgage insurers may reduce their pur-
chases of our products. :

We also compete with structured transactions in the capiral
markets and with other financial instruments designed to mitigate
the risk of mortgage defaults, such as credic default swaps and credit

linked notes, with lenders who forego mortgage insurance (self-
insure) on loans held in their portfolios, and with mortgage lenders
who maintain captive mortgage insurance and reinsurance programs.
« The GSEs — Fannie Mae and Freddie Mac. As the predomi-
nant purchasers of conventional mortgage loans in the U.S., Fannie
Mae and Freddie Mac provide a direct link between mortgage origi-
nation and capital markets. As discussed above under “~ Primary
mortgage insurance,” most high loan-to-value mortgages purchased
by Fannie Mae or Freddie Mac are insured with private mortgage
insurance issued by an insurer deemed qualified by the GSEs. Our
mortgage insurance company is a qualified insurer with both GSEs.
Private mortgage insurers may be subject to competition from
Fannie Mae and Freddie Mac to the extent the GSEs are compen-
sated for assuming default risk that would otherwise be insured by
the private mortgage insurance industry.
The GSEs are currently subject to oversight by the Department
of Housing and Urban Development, or HUD. In November 2004,
HUD announced new GSE mortgage purchase requirements,
known as affordable housing goals. Under these goals, which
became effective January 1, 2005, the minimum percent of all loans
purchased by the GSEs that must support low- and moderate-
income homebuyers increases annually from 50% in 2004 o 56%
in 2008, and the minimum percent of such loans that must be on
properties in underserved areas increases annually from 36% in
2004 to 39% in 2008. The GSEs’ goals to expand purchases of
affordable housing loans have increased the size of the mortgage
insurance market. The GSEs also. have expanded programs to

" include commitments to purchase cerrain volumes of loans with

loan-to-value ratios greater than 95%.

Private mortgage insurers must satisfy requirements set by the
GSE:s to be eligible to insure loans sold to the GSEs, and the GSEs
have the ability to implement new eligibility requirements for mort-
gage insurers. They also have the authority to change the pricing
arrangements for purchasing retained- participation mortgages as
compared to insured mortgages, increase or reduce required mort-
gage insurance coverage percentages, and alter or liberalize under-
writing standards on low-down-payment mortgages they purchase.

Federal Home Loan Banks. In October 1999, the Federal
Housing Finance Board, or FHF Board, adopted resolutions that
authorize each Federal Home Loan Bank, or FHLB, to offer
Mortgage Partnership Finance Programs, or MPF Programs, to pur-
chase single-family conforming mortgage loans originated by partic-
ipating member institutions. In July 2000, the FHF Board gave
permanent authority to each FHLB to purchase these loans from
member institutions without any volume cap. In October 2000, the
FHF Board approved the Mortgage Purchase Programs, or MPPs,
to purchase single-family conforming mortgage loans, similar to the
MPF Programs.

The MPF and MPP Programs are similar to the purchase of
mortgage loans by the GSEs. Although not required to do so, the
FHLBs ‘currently use mortgage insurance on substantially all mort-
gage loans with a loan-to-value ratio above 80% and have become a
source of increasing new business for us. However, to the extent
that the FHLBs purchased uninsured mortgage loans or used other
credit-enhancement products, the MPF and MPP Programs could result
in a decrease in the size of the market for private mortgage insurance.
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INTERNATIONAL MORTCAGE INSURANCE

We have significant mortgage insurance operations in
Australia and Canada, two of the largest markets for mortgage
insurance products outside the U.S., as well as in the smaller New
Zealand market and the developing European market. The net pre-

miums written in our international mortgage insurance business.

have increased by a compound annual growth rate of 45% for the
three years ended December 31, 2004. Insurance in-force for our
international mortgage insurance business contributed 64% of our
total insurance in-force as of December 31, 2004 compared to 53%
as of December 31, 2003 and 40% as of December 31, 2002. In
addition, earnings from our international mortgage insurance busi-
ness represented 47%, 39% and 19% of our mortgage insurance net
earnings for the years ended December 31, 2004, 2003 and 2002,

respectively, representing a compound annual growth rate of 54%

from 2002 to 2004.
The mortgage loan markets in the U.S., Canada, Australia
and New Zealand are well developed. Although mortgage insurance
plays an important role in each of these markets, the markets vary
significantly and are influenced in' large part by the different cul-
tural, economic and regulatory conditions in each market. We
believe the following factors have contributed to the growth of
robust mortgage insurance demand in these countries:
> adesire by lenders to offer low-down-payment mortgage loans to
facilitate the expansion of their business;

> the recognmon of the higher default risk inherent in low-down-
payment lending and the need for specialized underwrmng
expertise to conduct this business prudently;
government housing policies that support increased homeownership;

> government policies that support the use of securitization and
secondary market mortgage sales, in which third-party credit
enhancement is often used, as a source of funding and liquidity
for mortgage lending; and

> bank regulatory capital policies that provide incentives to lenders
to transfer some or all of the increased credit risk on low-down-
payment mortgages to third parties, such as mortgage insurers.

We believe a number of these factors are becoming evident in
certain markets throughout Europe, Latin America and Asia and
provide opportunities for us to expand our mortgage insurance
business in those markets.

Based upon our experience in the mature markets, we believe
a favorable regulatory framework is important to the development
of an environment in which lenders routinely extend high loan-to-

value loans and use products such as mortgage insurance to protect

against default risk or obtain capital relief. As a result, we have advo-
cated governmental and policymaking agencies throughout our
markets adopt legislative and regulatory policies supporting
increased homeownership and capital relief for lenders and mort-
gage investors that insure their loan portfolios with private mort-
gage insurance. Although the products we offer in each of our
international markets differ, they represent substantially similar risk

propositions and involve similar business practices. We have devel- -

oped significant expertise in mature markets, and we leverage this
experience in developing markets as we continue to encourage regu-
latory authorities to- implement incentives for private mortgage
insurance as an effective risk management strategy.

We believe the revisions to a set of regulatory rules and proce-
dures governing global bank capital standards that were introduced by
the Basel Committee of the Bank for International Settlements,
known as Basel 11, also may encourage further growth of international
mortgage insurance. Basel IT has been designed to reward banks that
have developed effective risk management systems by allowing them
to hold less capital than banks with less effective systems. For exam-
ple, Basel Il may reward a lender that transfers some risk of mortgage
default to a third-party insurer by reducing the amount of capical char
the lender must hold to back a mortgage. Basel II was finalized and
issued in June 2004; however, its adoption by individual countries is
ongoing. Therefore, we cannot predict the benefits that ultimately

will be provided to lenders, or how any such benefits may affect the

opportunities for the growth of mortgage insurance.

We believe certain markets in Europe, Latin America and
Asia have strong demand for housing, but are underserved by the
existing housing finance systems. As a result, we believe that mort-
gage insurance could enhance the overall scale, effectiveness and
efficiency of these mortgage markets. :

We believe lenders in these countries will seek to expand their
consumer mortgage loan portfolios, while maintaining strong risk
and capital management routines. With the expected implementa-
tion of the new Basel II standards, we believe we will be well posi-
tioned to assist lenders in these markets in meeting those goals and
in complying with the anticipated complexity of the risk-based cap-
ital and operating standards.

. CANADA

We entered the Canadian morfgage insurance market in
1995 with our acquisition of certain assets and employees from the
Mortgage Insurance Corporation of Canada, and we now operate in
every province and territory. We are the only private mortgage

‘insurer in the Canadian market.

Products

We offer two products in Canada: prifnary flow insurance and
portfolio credit enhancement insurance. Our principal product is
primary flow insurance, which is similar to the primary flow insur-
ance we offer in the U.S. Regulations in Canada require the use of
mortgage insurance for all mortgage loans extended by banks, trust
companies and insurers, where the loan-to-value ratio exceeds 75%.
Morrtgage insurance in Canada is typically single premium and pro-
vides 100% coverage, in contrast to the U.S., where monthly premi-
ums and lower coverage levels are typical. Under the single-premium
plan, lenders usually include the single premium as a part of the
aggregate loan amount and pay a single premium to us as the mort-
gage insurer: We, in turn, record the proceeds to unearned premium
reserves, invest those proceeds and recognize the premiums over time
in accordance with the expected expiration of risk.

We also provide portfolio credic enhancement insurance to
lenders that have originated loans with loan-to-value ratios of less
than 75%. These policies provide lenders with immediate capital
relief from applicable bank regulatory capital requirements and
facilitate the securitization of mortgages in the Canadian market. In
both primary flow insurance and portfolio policies, our mortgage

Sform 10-k
F26




insurance in Canada provides insurance coverage for the entire
unpaid loan balance, including interest, selling costs and expenses,
following the sale of the underlying property.

The leading mortgage product in the Canadian market is a
mortgage with the interest rate fixed for the first five years of the
loan. After the fifth year, the loan becomes due and payable and the
borrower must negotiate its renewal, at which time the borrower
may choose to have the interest rate float or have it fixed for an addi-
tional period. Lenders typically charge a mortgage pre-payment
penalty that serves as a disincentive for borrowers to refinance their
mortgages. Changes in interest rates, adverse economic conditions
and high levels of borrowing affect the frequency of defaults and
claims with respect to these loans, which may adversely affect our
loss experience.

Regulations in Canada require the use of mortgage insurance
for all mortgage loans extended by banks, trust, companies and insur-
ers with loan-to-value ratios greater than 75%. In February 2005, as
part of a periodic review of the federal financial services regulatory
framework, the Canadian Department of Finance issued a consulta-
tion document secking comment on a wide variety of potential ini-
tiatives relating to the regulation of financial services, including
whether to remove the statutory requirement for mortgage insur-
ance on all loans with loan-to-value ratios greater than 75%. The
removal of the statutory requirement for mortgage insurance, in
whole or in part, may result in a reduction in the amount of busi-
ness we write in future years in Canada. See “~ Regulation -
Mortgage Insurance — International Regulation — Canada.”

Government guarantee

We have an agreement with the Canadian government under
which it guarantees the benefits payable under a mortgage insurance
policy, less 10% of the original principal amount of an insured loan,
in the event that we fail to make claim payments with respect to that
loan because of insolvency. We pay the Canadian government a risk
premium for this guarantee and make other payments to a reserve
fund in respect of the government’s obligation. Because banks are
not required to maintain regulatory capital on an asset backed by a
sovereign guarantee, our 90% sovereign guarantee permits lenders
purchasing our mortgage insurance to reduce their regulatory capi-
tal charges for credit risks on mortgages by 90%.

Our agreement with the Canadian government provides that
we and the government are entitled to review the terms of the guar-
antee when certain pricing assumptions have changed or other events
have occurred that cause etther party to believe these changes or
other events have resulted in unfairness, prejudice or obvious hard-
ship. [n this event, the agreement requires us to negotiate in good
faith for six months to make such modifications as are required to
remove or modify the unfairness, prejudice or obvious hardship. If
we and the government are unable to agree on appropriate changes to
the guarantee, the matter must be referred to binding arbitration.

In addition, our agreement with the-Canadian government
provides that the government has the right to review the terms of
the guarantee if GE’s ownership of our Canadian mortgage insurance
company decreases below 50% or certain other events occur that
affect the purposes of the agreement or the government’s risk or
exposure under the guarantee. In this event, the agreement requires
us to negotiate in good faith to make such modifications as are
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required to remove or modify any unfatrness, prejudice or obvious
hardship that may have resulted from the change in ownership or
other events. If we are unable to agree on appropriate modifications
within six months, the agreement may be terminated for any new
insurance written after the termination. GE has informed us that it
expects to reduce its equity ownership of us to below 50% within
two years of the completion of the IPO. A reduction in GE’s equity
ownership of us to below 50% would permit the Canadian govern-
ment to review the terms of its guarantee and could lead to 2 modi-
fication or termination of the guarantee. Although we believe the
Canadian government will preserve the guarantee to maintain com-
petition in the Canadian mortgage insurance industry, any adverse
change in the guarantee’s terms and conditions or termination of
the guarantee could have a material adverse effect on our ability to
continue offering mortgage insurance products in Canada.

Customers

The nine largest mortgage originators in Canada, consisting
of banks, trust companies, and credit unions, collectively provide
more than 80% of the financing for Canadad’s residential mortgage
financing. These nine originators provided us with 87%, 85% and
86% of our new insurance written for the years ended December 31,
2004, 2003 and 2002, respectively. Other market participants
include regional banks, trust companies, and credit unions.

Comperitors

The only other mortgage insurance competitor in Canada is
the Canada Mortgage and Housing Corporation, or CMHC, which
is a Crown corporation owned by the Canadian government.
Because CMHC is a government-owned entity, its mortgage insur-
ance provides lenders with 100% capital relief from bank regulatory
requirements. CMHC also operates the Canadian Mortgage Bond
Program, which provides lenders the ability to efficiently guaranty
and securitize their mortgage loan portfolios. We compete with
CMHC primarily based upon our reputation for high-quality cus-
tomer service, quick decision-making on insurance applications,
strong underwriting expertise and flexibility in terms of product
development. In July 2003 the CMHC announced a 15% reduc-
tion in rates, which we have matched. This rate reduction or other
actions taken by the CMHC to reduce rates or compete with us in
other ways may cause our revenue in our Canadian mortgage insur-
ance business to decline. In addition, as in other markets, we com-
pete in Canada with alternative produces and financial structures,
such as credit default swaps and captive insurers owned by lenders,
which are designed to transfer credit default risk on mortgage loans.

AUSTRALIA AND NEW ZEALAND

We entered the Australian mortgage insurance market in
1997 with our acquisition of the operating assets of the Housing
Loans Insurance Corporation, or HLIC, from the Australian gov-
ernment. We entered the New Zealand mortgage insurance market
in 1999 as an expansion of our Australian operarions.
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Products

In Australia and New Zealand, we offer primary flow insur-
ance, known as “lenders mortgage insurance,” or LMI, and port-
folio credit enhancement policies. Our principal product is LMI,
which is similar to the primary flow insurance we offer in Canada,
with single premiums and 100% coverage. Lenders usually collect
the single premium from prospective borrowers at the time the loan
proceeds are advanced and remit the amount to us as the mortgage
insurer. We 'in turn record the proceeds to unearned premium
reserves, invest those proceeds and recognize the premiums over
time in-accordance with the expected expiration of risk.

We provide LMI on a flow basis to two types of customers:
banks, building societies and credit unions; and non-bank mortgage
originators, called mortgage managers. Banks, building societies and
credit unions generally acquire LMI only for residential mortgage
loans with loan-to-value ratios above 80%, because reduced capital
requirements apply to high loan-to-value residential mortgages only
if they have been insured by, under requirements currently in effect, -
an “A” rated, or equivalently rated, mortgage insurance company
that is regulated by the Australian Prudential Regulation Authority,
or APRA. After October 1, 2004, “non-standard” loans with a loan
to value ratio above 60% are entitled to a reduced capital require-
ment only if they meet strict requirements as established by APRA
or are insured by a qualified LMI. APRA’s regulations currently
require APRA-regulated lenders to determine the criteria for deter-
mining if a loan is a non-standard type loan. Our insurance sub-
sidiary that serves the Australian and New Zealand markets has
financial-strength ratings of “AA” (Very Strong) from S&P and
Fitch and a rating of “Aa2” (Excellent) from Moody’s. The “AA” rar-
ing is the third-highest of S&P’s 20 ratings categories and the third-
highest of Fitch’s 24 ratings categories. The “Aa2” rating is the
third-highest of Moody's 21 ratings categories.

Mortgage managers fund their operations primarily through
the issuance of mortgage-backed securities. Because they are not
regulated by APRA, they do not have the same capital incentives as
banks for acquiring LMI. However, they use LMI as the principal
form of credit enhancement for these securities and generally pur-
chase insurance for every loan they originate, without regard to the
loan-to-value ratio.

We also provide portfolio credic enhancement policies to
APRA-regulated lenders that have originated loans for securitization
in the Australian market. Portfolio mortgage insurance serves as an
important source of credit enhancement for the Australian securiti-
zation market, and our portfolio credit enhancement coverage gen-
erally is purchased for low loan-to-value, seasoned loans written by
APRA-regulated institutions. To date, a market for these portfolio
credir enhancement policies has not developed in New Zealand o
the same extent as in Australia.

In both primary LMI and portfolio credit enhancement poli-
cies, our mortgage insurance provides insurance coverage for the
entire unpaid loan balance, including selling costs and expenses, fol-
lowing the sale of the secutity property. Most of the loans we insure
in Australia and New Zealand are variable rate mortgages with loan
terms of between 20 and 30 years.

In connection with our acquisition of the operating assets of
HLIC in 1997, we agreed to service a mortgage insurance portfolio
that was retained by the Australian government. We receive a small
amount of management fees for handling claims and providing loss

mitigation and related services, but we did not acquire HLIC's orig-
inated insurance policies and do not bear any risk on those policies.

Customers

The ten largest mortgage originators in Australia, consisting
of seven banks and three mortgage managers, collectively provide
more than 80% of Australia’s and New Zealand’s residential mort-
gage financing. These ten originators provided us with 78%, 78%
and 77% of our new insurance written for the years ended
December 31, 2004, 2003 and 2002, respectively. Other market
participants in Australian and New Zealand mortgage lending
include regional banks, building societies and credit unions.

Competitors

The Australian and New Zealand flow mortgage insurance
markets currently are served by one other independent LMI com-
pany, as well as various lender-affiliated captive mortgage insurance
companies. We compete primarily based upon our reputation for
high-quality customer service, quick decision making on insurance
applications, strong underwriting expertise and flexibility in terms
of product development. As in Canada, our products also compete
in Australia and New Zealand with alternative products and finan-
cial structures that are designed to transfer credit default risk on
mortgage loans. We believe other U.S. mortgage insurance
providers are considering opportunities in Australia.

APRA's license conditions require Australian mortgage insur-
ance companies, including ours, to be mono-line insurers, which are
insurance companies that offer just one type of insurance product.

EUROPE

We began our European operations in 1994 in the UK,
which is Europe’s largest market for mortgage loan originations. We
expanded into five additional countries berween 1999 and 2004,
and we continue to explore opportunities in other European coun-
tries. Mortgage insurance originating in the U.K. accounted for
approximately 54% of our European mortgage insurance in force as
of December 31, 2004 as compared to 84% as of December 31,
2003. This large concentration in the U.K. is attributable primarily
to the fact that we have been operating in that country considerably
longer than in any other European country. Our growth in other
European countries has helped to diversify our risk.

Products

Our European business currently consists principally of pri-
mary flow insurance on adjustable-rate mortgages. As is the case in
our other non-U.S. markets, most primary flow insurance policies
written in Europe are structured wich single premium paymencs.
Our primary flow insurance generally provides first-loss coverage in
the event of default on a portion (typically 10%-20%) of the bal-
ance of an individual mortgage loan. We believe that, over time,
there is an opportunity to provide additional products with higher
coverage percentages to reduce the risks to lenders of low-down-
payment lending to levels similar to those in more mature mortgage
insurance markets. We also recently began offering portfolio credit
enhancement policies to lenders that have originated loans for secu-
ritization in select European markets. ‘
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Customers

As a result of our strategy to expand organically into new
markets in Europe with attractive growth potential, we have diversi-
fied our risk among six countries, thereby reducing our historical
concentration in the U.K. Our portfolio of international mortgage
insurance in force in Europe is concentrated in the countries where
we have been active for the longest period of time and with cus-
tomers with whom we have been doing business for the longest
period of time. We expect this concentration to diminish over time.
Our customers are primarily banks and mortgage investors, and our
largest customer in Europe represented 31% of our new insurance
written for the year ended December 31, 2004.

Competitors

Our European business faces competition from both tradi-
tional mortgage insurance companies as well as providers of alterna-
tive credit enhancement products. Our competitors are both public
and private entities. Public mortgage guarantee facilities exist in a
number of countries, which may compete with our products. We also
face competition from affiliates of other U.S. private mortgage insur-
ers, such as PMI, Radian and United Guaranty Residential Insurance
Company, as well as multi-line insurers primarily in the U.K. and the
Republic of Ireland, such as Norwich Union and Legal & General.

We also face competition from alternative credit enhancement
products, such as personal guarantees on high loan-to-value loans,

-second mortgages and bank guarantees, and captive insurance com-

panies organized by lenders. Lenders also have sought other forms of
risk transfer, such as the use of capital market solutions through
credit derivatives. In addition, some European lenders have chosen
to price for and retain the additional credit risk, effectively self-
insuring their low-down-payment loans. We believe that our global
expertise, coverage flexibility, and strong ratings provide a very valu-
able offering compared with competitors and alternative products.

LOAN PORTFOLIO

The following table sets forth selected financial information
regarding the effective risk in force of our internarional mortgage
insurance loan portfolio as of the dates indicated:

DECEMBER 31,

(DOLLAR AMOUNTS iN MILLIONS) 2004 2003 2002

Loan-to-value ratio

95.01% and above $ 515 § 132 $ 12
90.01% to 95.00% 14,707 11,549 6,884
80.01% t0 90.00% 23,841 15,762 8,718
80.00%andbelow 22,944 15926 10,091
Total $62,007  $43,369  $25,705
Loan type

Fixed rate mortgage $ - % - $ -
Adjustable rate mortgage 62,007 43,369 25705
Total $62,007  $43,369  $25,705

Mortgage term

15 years and under $26,138 $17.486 $11,813
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Our businesses in Australia, New Zealand and Canada cur-
rently provide 100% coverage on the majority of the loans we insure
in those markets. The table above presents effective risk in force,
which recognizes the loss on any particular loan will be reduced by
the net proceeds received upon sale of the property. Effective risk in
force has been calculated by applying to insurance in force a factor
that represents our highest expected average per-claim payment for
any one underwriting year over the life of our businesses in
Australia, New Zealand and Canada. As of December 31, 2004, this
factor was 35%.

Loans in defauls and claims

The claim process in our international mortgage insurance
business is similar to the process we follow in our U.S. mortgage
insurance business. See “— Mortgage Insurance — U.S. mortgage
insurance — Loans in default and claims.” The following table sets
forth the number of loans insured, the number of loans in default and
the default rate for our international mortgage insurance portfolio:

DECEMBER 31,

Primary insurance

Insured loans in force 1,591,485 1,282,731 1,054,703

Loans in default 5,304 4,926 3,641
Percentage of loans in default (defaule rate) 0.3% 0.4% 0.4%
Flow loans in force 1,346,035 1,044,131 753,314
Flow loans in defaule 5,084 4,679 3,268

Percentage of flow loans in default (default rate) 0.4% 0.5% 0.4%
Portfolio credit enhancement loans in force 245,450 238,600 301,389

Portfolio credit enhancement loans in default 220 247 373
Percentage of portfolio credit enhancement
loans in default (default rate) 0.1% 0.1% 0.1%
CORPORATE AND OTHER

Our Corporate and Other segment consists of net realized
investment gains (losses), and unallocated corporate income and
expenses (including amounts accrued in settlement of class action
lawsuits), interest, and other financing expenses that are incurred at
our holding company level. This segment also includes the results of
Viking Insurance Company, GE Seguros and a few other small, non-
core businesses that are managed outside our operating segments.

Our subsidiary, Viking Insurance Company, is a Bermuda-
based reinsurer primarily of leased equipment insurance and con-
sumer credit insurance underwritten by American Bankers Insurance
Company, or ABIC. GE’s Vendor Financial Services business pur-
chases property and casualty insurance from ABIC on behalf of cer-
tain of its lessees to cover leased equipment. ABIC then reinsures
those policies with Viking. GE’s Card Services business develops and
markets credit insurance through credit card issuers, retailers and
banks. These credit insurance policies also are underwritten by ABIC
and then reinsured with Viking.

Viking also has an in-force block of reinsurance of U.S. and
Canadian consumer auto warranties and property and casualty gap
insurance that protects consumers from the risk of loss on any differ-

More than 15yeass 35,869 25883 13,892  ence berween the value of an automobile and any loans secured by it.
Total . $62,007 $43.369 $25705 We do not intend to enter into any new warranty or gap insurance
] T reinsurance treaties, and the existing treaties are in run-off, with the
remaining program expiring gradually through 2008.
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Vendor Financial Services ceased purchasing new insurance
coverage on behalf of lessees through ABIC, as of March 1, 2004,
and Card Services intends to phase out marketing credit insurance
over the next several years. GE Capital has agreed to take all commer-
cially reasonable efforts to maintain the relevant existing insurance
and reinsurance relationships, but we expect Viking’s reinsurance
programs with GE’s Card Services business and Vendor Financial
Services to decline steadily over the next several years and, ulrimarely,
be discontinued. With respect to Card Services’ credit insurance, GE
Capital may decide to encourage a switch of existing coverages to
another program. In that event, GE Capital has agreed to pay Viking
an amount equal to the net underwriting income Viking is projected
to receive as reinsurer from the date of discontinuation of any credit
insurance program through December 31, 2008.

Our subsidiary, GE Seguros, is a small Mexican-domiciled

multi-line insurer. We acquired this business in 1995 and currently
hold 99.6% of its outstanding shares. GE Seguros is licensed to sell
property and casualty, life and health insurance in Mexico.
GE Seguros currently writes primarily motor vehicle coverage
for personal and commercial domestic vehicles and personal coverage
for tourist vehicles. It also writes a small amount of homeowners’, com-
mercial property, transport and life insurance. GE Seguros distributes
its products through independent agents in Mexico and, for the tourist
auto business, it also distributes its products through agents located in
key U.S. border locations. GE Seguros maintains agency relationships
through its branch offices in major Mexican cities.

Viking, GE Seguros and other small, non-core businesses had
aggregate net earnings of $44 million, $28 million and $42 million
for the years ended December 31, 2004, 2003 and 2002, respectively.

INTERNATIONAL OPERATIONS

Information regarding our U.S. and international operations
is presented in note 23 to our financial statements, included in
Item 8. of this Annual Report.

DISTRIBUTION

We distribute our products through an extensive and diversi-
fied distribution network that is balanced between independent sales
intermediaries, including financial intermediaries and independent
producers, and dedicated sales specialists. We believe this access to a
variety of distribution channels enables us to respond effectively to
changing consumer needs and distribution trends. We compete with
other financial institutions to attract and retain commercial relation-
ships in each of these channels, and our success in competing for
sales through these sales intermediaries depends upon factors such as
the amount of sales commissions and fees we pay, the breadth of our
product offerings, the strength of our brand, our perceived stability
and our financial strength ratings, the marketing and services we pro-
vide to them and the strength of the relationships we maintain with
individuals at those firms. We have strategically positioned our
multi-channel distribution network to capture a broad share of the
distributor and consumer markets and to accommodate different
consumer preferences in how to purchase insurance and financial
services products.

PROTECTION AND RETIREMENT INCOME
AND INVESTMENTS SEGMENTS

Our Protection and Retirement Income and Investments seg-
ments boch distribuce their products through the following channels:
> financial intermediaries, including banks, securities brokerage

firms, and independent broker/dealers;
> independent producers, including brokerage general agencies, or
BGAs, affluent market producer groups and specialized brokers; and
> dedicated sales specialists, including long-term care sales agents
and affiliated networks of both accountants and personal finan-
cial advisers.

The following table sets forth our annualized first-year premiums and deposits for the products in our Protection and Retirement
Income and Investments segments (other than our payment protection insurance business), categorized by each of our distribution channels.
For our payment protection insurance business, the following table sets forth written premiums, gross of reinsurance and cancellations,
because historically we have not tracked annualized first-year premiums for this business.

YEAR ENDED DECEMBER 31, 2004

DEDICATED DEDICATED

FINANCIAL INDEPENDENT SALES FINANCIAL INDEPENDENT SALES
(POLAT AMOUNTS ¥ MILLIONS) INTERMEDIARIES PRODUCERS SPECIALISTS TOTAL  INTERMEDIARIES PRODUCERS SPECIALISTS TOTAL
Annualized ﬁrst-}'ear premiums

and deposits”

Protection
Life insurance $ 7 $ 135 $ 2 $ 144 $ 10 $ 145 $ 8 $ 163
Long-term care insurance 41 47 74 162 53 48 139 240
Group life and health insurance - 171 - 171 - 144 - 144
Retirement Income and Investments
Spread-based retail products 2,136 848 34 3,018 1,361 812 82 2,255
Spread-based institutional products - 2,151 - 2,151 - 1,911 - 1,911
Fee-based products 1,018 678 542 2,238 1,934 767 378 3,079
‘Written premiums
Protection ‘
Payment protection insurance 1,501 - - 1,501 2,175 - - 2,175

(1) Annualized first-year premiums and deposits reflect the amount of business we generated during a specified peviod. We consider
a of new sales of insurance policies and additional investments by our customers during a specified period, rather than & measure of our revenues or

ating performange b they rey
profitability during that period.
(2) Reflects written premiums, gross of rei

and cancellati
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Financial intermediaries

We have selling agreements with approximately 1,000 finan-
cial intermediaries in the U.S., including banks, securities brokerage
firms and independent broker/dealers. We use financial intermedi-
aries to distribure a significant portion of our deferred and income
annuities and other investment products, and long-term care insur-
ance. They also distribute a small portion of our life insurance poli-
cies to their individual clients. We have approximately
200 wholesalers in the U.S. who are our employees and who work to
develop sales relationships with new financial intermediaries and to
expand sales with existing financial intermediaries. In addition, we
have 174 distributors, most of whom are financial intermediaries,
for our payment protection insurance products,

Independent producers

Brokerage general agencies. We distribute most of our prod-
ucts, including life insurance, annuities and long-term care insut-
ance through approximately 565 independent BGAs located
throughout the U.S. BGAs market our products, and those of
other insurance companies, through a network of approximately
290,000 independent brokers who sell our products.

Affluent market producer groups. Through strong relation-
ships with several industry-leading affluent market producer groups,
we have access to approximately 6,300 producers who sell our prod-
ucts. These groups target high-net-worth individuals, which we
define to include households with at least $1 million of liquid assets,
as well as small to medium-size businesses, which we define as those
with fewer than 1,000 employees. We distribute life insurance, long-
term care insurance and annuity products through these groups.

Specialized brokers. We distribute many of our products
through brokers that specialize in a particular insurance or invest-
ment product and deliver customized service and support to their
clients. We use a network of approximately 600 specialized indepen-
dent brokers to distribute structured settlements. We believe we
have one of the oldest and largest distribution systems for structured
settlements and our relationships with many of these specialized
brokers date back more than 20 years. We distribute our group life
and health insurance products and services through an independent
nerwork of approximately 4,000 licensed group life and health bro-
kers and agents that are supported by our nationwide sales force of
approximately 100 employees. These group brokers and agents typ-
ically specialize in providing employee benefit and retirement solu-
tion services to employers. We also distribute GICs and funding
agreements through a group of approximarely 35 specialized brokers
and investment managers.

Dedicated sales specialists

Long-term care agents. We have approximately 1,200 active
sales agents who specialize in selling our long-term care insurance
products. These sales agents also sell our Medicare supplement
insurance product and the products of other insurers on a select
basis. We employ the individuals who manage and support the ded-
icated sales specialists. We compensate our long-term care agents
primarily on a commission basis. To support lead generation for this
channel, we have a comprehensive direct mail and marketing pro-
gram, including mass marketing and affinity strategies that target
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members of various organizations, such as travel, social and profes-
sional organizations. We also identify prospective customers
through educational seminars, policyholder referrals and targeted
promotions linked to our national advertising campaigns.

Accountants and personal financial advisers. \We bave more
than 2,000 affiliated personal financial advisers, of whom approxi-
mately 1,700 are accountants, who sell our annuity and insurance
products including variable products, third-party mutual funds and
other investment products through our wholly-owned broker/
dealers. In the past several years, accountants have been increasingly
responsible for assisting their clients with long-term financial plan-
ning, as well as traditional accounting and tax-related services. As a
result, accountants provide us with an opportunity for growth as a
distribution channel. We primarily distribute annuities and other
investment products through this channel.

MORTGAGE INSURANCE

We distribute our mortgage insurance products through our
dedicated sales force of more than 100 employees located through-
out the U.S. This sales force primarily markets to financial institu-
tions and mortgage originators, which in turn offer mortgage
insurance products to borrowers. In addition to our field sales force,
we also distribute our products through a telephone sales force serv-
ing our smaller lenders, as well as chrough our “Action Center”
which provides live phone and web chat based support for all our
customer segments.

We also maintain a dedicated sales force that markets our
mortgage insurance products to lenders in Canada, Australia, New
Zealand, and Europe. As in the U.S. market, our sales force markets
to financial institutions and mortgage originators, who in turn offer
mortgage insurance products to borrowers.

MARKETING

We promote and differentiate our products and services
through breadth of offerings, technology services, specialized sup-
port for our distributors and innovative marketing programs rai-
lored to particular consumer groups.

We offer a breadth of products that meet the needs of con-
sumners throughout the various stages of their lives. We refer to our
approach to product diversity as “smart” breadth because we are
selective in the products we offer and strive to maintain appropriate
return and risk thresholds when we expand the scope of our product
offerings. We believe our reputation for innovation and our smart
breadth of products enable us to sustain strong relationships with
our distributors and position us to benefit from the current trend
among distributors to reduce the number of insurers with whom
they maintain relationships. We also have developed sophisticated
technological tools that enhance performance by automating key
processes and reducing response times and process variations. These
tools also make it easier for our customers and distributors to do
business with us.

Since the completion of our IPO, we have customized our
marketing approach to promote our new brand to key constituencies,
including sales intermediaries, employees, investors and consumers.
These programs include advertising on television shows and in trade
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and business periodicals that are likely to reach those demographic
groups. We also seek to build recognition of our new brand and main-
tain strong relationships with leading distributors by providing a high
level of specialized and differentiated distribution support, such as
product training, advanced marketing and sales solutions, financial
product design for affluent customers and technology solutions that
support the distributors’ sales effores and by pursuing joint business
improvement efforts. In addition, we sponsor various advisory coun-
cils with independent sales intermediaries and dedicated sales special-
ists to gather their feedback on industry trends, new product
suggestions and ways to enhance our relationships.

In order to further meet the needs of our sales intermediaries,
we also market our new brand and our products to key consumer
groups through targeted marketing programs. For example, we spon-
sor the Genworth Center for Financial Learning, which provides a
web site to promote financial literacy. We believe the website con-
tributes to the recognition of our products and services and generates
loyalty among independent sales intermediaries and consumers.

We also have been actively marketing our products and serv-
ices to U.S. Latino customers, who we believe are substantially
underserved by insurance and investment products, despite being
the largest minority group in the U.S. As part of this campaign,
we recruit Spanish-speaking agents, translate various marketing
materials into Spanish, advertise our services on Spanish media and
participate in Latin American cultural events. We operate a Spanish-
language website devoted to financial education for U.S. Latinos. We
also introduced our new emerging market web-based mortgage plat-
form, TuCasaAhora.com, which was designed to help Latinos become
homeowners. The product combines bilingual education, discounts,
and incentives to support Latino first time homeownership.

Our branding strategy is to establish our new Genworth
brand expeditiously while we continue to use the GE brand name
and logo with customers. We have begun to transition some of our
marketing and distribution activities to replace the GE brand name
and monogram with our Genworth brand and logo. At the same
time, we continue to use the GE brand name and monogram in
marketing and distribution activities that we will replace with the
Genworth brand in the future. Pursuant to a transitional trademark
license agreement, GE granted us the right to use the “GE” mark
and the “GE” monogram for up to five years following the IPO in
connection with our products and services.

RISK MANAGEMENT

OVERVIEW

Risk management is a critical part of our business and we
have adopted rigorous risk management processes in virtually every
aspect of our operations, including product development, under-
writing, investment management, asset-liability management and
technology development projects. The primary objective of these
risk management processes is to reduce the variations we experience
from our expected results. We have an experienced group of more
than 150 professionals, including actuaries, statisticians and other
specialists, dedicated exclusively to our risk managemenc process. We
believe we have benefited from the sophisticated risk management

techniques that GE applies throughour its businesses, and we have
emphasized our adherence to those techniques as a compertitive
advantage in markering and managing our producs.

NEW PRODUCT INTRODUCTIONS

Our risk management process begins with the development
and introduction of new products and services. We have established a
rigorous product development process that specifies a series of
required analyses, reviews and approvals for any new product. This
process includes a review of the market opportunity and competitive
landscape for each proposed product, major pricing assumptions and
methodologies, return expectations, reinsurance strategies, under-
writing criteria and business risks and potential mitigating factors.
Before we introduce a new product in the market, we establish a
monitoring program with specific performance targets and leading
indicators, which we monitor frequently to identify any deviations
from expected performance so that we can take prompt corrective
action when necessary. Significant product introductions require
approval by our senior management team. We use a similarly rigot-
ous process to introduce variations to existing products and to intro-
duce existing products through new distribution channels.

PRODUCT PERFORMANCE REVIEWS

Our Risk Committee includes our President and Chief
Executive Officer, Chief Risk Officer, Chief Financial Officer, Chief
Investment Officer, Chief Actuary, and the Presidents of our three
operating segments. The Risk Commirtee reviews each of the prod-
ucts in all our operating segments on a regular cycle, typically
approximately twice per year. These reviews include an analysis of
the major drivers of profirability, underwriting performance, varia-
tions from expected results, regulatory and competitive environ-
ment and other factors affecting product performance. In addition,
we initiate special reviews when a products performance fails to
meet any of the indicators we established during that product’s
introductory review process. If a product does not meet our perfor-
mance criteria, we consider adjustments in pricing, design and mar-
keting or ultimately discontinuing sales of that product. In
addition, in our Mortgage Insurance segment, we also review the
profitability of lender accounts on a quarterly basis to assess whether
our business with these lenders is achieving anticipated performance
levels and to identify trends requiring remedial action, including
changes to underwriting guidelines, product mix or other customer
performance. We review our underwriting, pricing and risk selec-
tion strategies on a regular basis to ensure that our products remain
progressive, competitive and consistent with our marketing and
profitability objectives. We are also subject to periodic external
audits by our reinsurers, which provide us with valuable insights
into other innovative risk management practices.

ASSET-LIABILITY MANAGEMENT

We maintain segmented investment portfolios for the major-
ity of our product lines. This enables us to perform an ongoing
analysis of the interest rate risks associated with each major product
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line, in addition to the interest rate risk for our overall enterprise.
We analyze the behavior of our liability cash flows across a wide vari-
ety of future interest rate scenarios, reflecting policy features and
expected policyholder behavior. We also analyze the behavior of our
asset portfolios across the same scenarios. We believe this analysis
shows the sensitivity of both our assets and liabilities to large and
small changes in interest rates and enables us to manage our assets
and liabilities more effectively.

PORTFOLIO DIVERSIFICATION

We use limits to ensure a spread of risk in our business. We
have strict limitations on credit risk to avoid concentration in our
investment portfolio. Our product portfolios have considerable
diversification due to the wide variety of products we have sold over
a number of years. We also manage unique product exposures in our
business segments. For example, in managing our mortgage insur-
ance risk exposure, we carefully monitor geographic concentrations
in our portfolio and the condition of housing markets in each coun-
try in which we operate. We monitor our concentration of risk in
force ar the regional, state and major metropolitan area levels on a
quarterly basis. In the U.S., we evaluate the condition of housing
markets in major metropolitan areas with our proprictary Omni-
Marker™ model, which rates housing markets based on variables
such as economic activity, unemployment, mortgage delinquencies,
home sales trends and home price changes. We also regularly moni-
tor factors that affect home prices and their affordability by region
and major metropolitan area.

ACTUARIAL DATABASES AND INFORMATION SYSTEMS

Qur extensive actuarial databases and innovative information
systems technology ate important tools in our risk management
programs. We believe we have the largest actuarial database for long-
term care insurance claims with 30 years of experience in offering
those products. We also have substantial experience in offering indi-
vidual life insurance products, and we have developed a large data-
base of claims experience, particularly in preferred risk classes,
which provides significant predictive experience for mortality.

We use advanced and, in some cases, proprietary technology
to manage variations in our underwriting process. For example, our
GENIUS® new business processing system uses digital underwriting
technology that has lowered our operating costs and increased the
speed, consistency and accuracy of our underwriting process by
reducing decision-making variation. In our mortgage insurance
business we use borrower credit scores, our proprietary mortgage
scoring model, OmniScore® and our extensive database of mortgage
insurance experience to evaluate new products and portfolio perfor-
mance. OmniScore® uses the borrower’s credit score and additional
data concerning the borrower, the loan and the property, including
loan-to-value ratio, loan type, loan amount, property type, occu-
pancy status and borrower employment to predict the likelihood of
having to pay a claim. In the U.S., OmniScore® also incorporares
our assessment of the housing market in which a property is located,
as evaluated with our OmniMarker™ model. We believe this addi-
tional mortgage data and housing market assessment significancly
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enhances OmniScore’s® predictive power over the life of the loan.
We perform portfolio analysis on an ongoing basis to determine if
modifications are required to our product offerings, underwriting
guidelines or premium rates.

COMPLIANCE

We take a disciplined approach to legal and regulatory com-
pliance pracrices and throughout our company instill a scrong com-
mitment to integrity in business dealings and compliance with
applicable laws and regulations. We have approximately 200 profes-
sionals dedicated to legal and regulatory compliance matters.

OPERATIONS AND TECHNOLOGY

SERVICE AND SUPPORT

We have a dedicared team of approximately 5,000 service and
support personnel (including our operations through an arrange-
ment with an outsourcing provider in India that is 40% owned by
GE) who assist our sales intermediaries and customers with their
service needs. We use advanced and, in some cases, proprietary,
patent-pending technology to provide customer service and sup-
port, and we operate service centers thar leverage technology, inte-
grated processes, and Six Sigma process management techniques.

In our Protection and Retirement Income and Investments
segments, we interact directly and cost-effectively with our indepen-
dent sales intermediaries and dedicated sales specialists through
secure websites that have enabled them to transact business with us
electronically, obtain information about our products, submir appli-
cations, check application and account status and view commission
information. We also provide our independent sales intermediaries
and dedicated sales specialists with account information to dis-
seminate to their customers through the use of industry-standard
XML communications.

We also have introduced technologically advanced services to
customers in our Mortgage Insurance segment. Historically, lenders
submitted applications for mortgage insurance via mail, courier or
fax. If we approved the loan, we would issue a certificate of insur-
ance to the lender. Advances in technology now enable us to accept
applications through electronic submission and to issue electronic
insurance commitments and certificates.

Through our Internet-enabled information systems, lenders
can receive information about their loans in our database, as well as
make corrections, file notices and claims, report settlement amounts,
verify loan information and access payment histories. We also assist
in workouts through LMO Fast-Track, which we believe is the
mortgage insurance industry’s first on-line workout approval sys-
tem, allowing lenders to request and obtain authorization from us
for them to provide workout solutions to their borrowers. For the
year ended December 31, 2004, we issued approximately 86% of
our U.S. mortgage insurance commitments electronically, com-
pared to 82% for the year ended December 31, 2003 and 78% for
the year ended December 31, 2002.
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OPERATING CENTERS

We have centralized our operations and have established scal-
able, low-cost operating centers in Virginia, North Carolina and
Ireland. We expect to realize additional efficiencies from further
facility rationalization, which includes centralizing additional U.S,
operations and consolidating mailrooms and print centers. In addi-
tion, through an arrangement with an outsourcing provider that is
40% owned by GE, we have a substantial team of professionals in
India who provide a varietry of services to us, including customer
service, transaction processing, and funcrional support including
finance, investment research, actuarial, risk and marketing resources
to our insurance operations. Most of the personnel in India have
college degrees, and many have graduate degrees.

TECHNOLOGY CAPABILITIES AND PROCESS IMPROVEMENT

We rely on proprietary processes for project approval, execu-
tion, risk management and benefit verification as part of our
approach to technology investment. We hold, or have applied for,
more than 120 patents. Our technology team is experienced in
large-scale project delivery, including many insurance administra-
tion system consolidations and the development of Internet-based
servicing capabilities. We continually manage technology costs by
standardizing our technology infrastructure, consolidating applica-
tion systems, reducing servers and storage devices and managing
project execution risks. We also work with associates from GE's
Glabal Research Center to develop new technologies that help
deliver competitive advantages to our company. We also may work
in the future on new prajects with the GE Global Research Center,
other research organizations or academic institurions.

We believe we have greatly enhanced our operating efficiency
and generated significant cost savings by using a variety of process
tools, including a highly disciplined quality management and
process optimization methodology known as Six Sigma which relies
on the rigorous use of statistical techniques to assess process varia-
tions and defects. The program uses a disciplined methodology to
define, measure, analyze, improve and control the features and per-
formance of a company’s products and processes. As part of our
transition services agreement with GE, we will be able to continue
to use the Six Sigma program as we have in the past, at no cost to us.

RESERVES

We calculate and maintain reserves for estimated future bene-
fit payments to our policyholders and contractholders in accordance
with U.S. GAAP and industry accounting practices. We release
these reserves as those future obligations ate extinguished. The
reserves we establish necessarily reflect estimates and actuarial
assumptions with regard to our future experience. These estimates
and actuarial assumptions involve the exercise of significant judg-
ment. Our future financial results depend significantly upon the
extent to which our actual future experience is consistent with the
assumptions we have used in pricing our products and determining
our reserves. Many factors can affect future experience, including
economic and social conditions, inflation, healthcare costs, changes

in doctrines of legal liability and damage awards in litigation.
Therefore, we cannot determine with complete precision the ulti-
mate amounts we will pay for actual future benefits or the timing of
those payments.

PROTECTION

We establish reserves for life insurance policies based upon
generally recognized actuarial methods. We use mortality tables in
general use in the U.S. and Europe, modified where appropriate, to
reflect relevant historical experience and our underwriting practices.
Persistency, expense and interest rate assumptions are based upon
relevant experience and expectations for future development. We
establish reserves at amounts which, including the receipr of
assumed additional premiums and interest assumed 1o be earned on
the assets underlying the reserves, we expect to be sufficient to sat-
isfy our policy obligations.

The liability for policy benefits for universal life insurance
policies and interest-sensitive whole life policies is equal to the bal-
ance that accrues to the benefic of policyholders, including credited
interest, plus any amount needed to provide for additional benefits.
We also establish reserves for amounts that we have deducted from
the policyholder’s balance to compensate us for services to be per-
formed in future periods.

We establish reserves for long-term care insurance policies
based upon factors including mortality, persistency, expenses, claim
likelihood, benefit utilization levels, claim continuance, and any
applicable coverage limitations. Long-term care insurance does not
have the extensive historical claims experience of life insurance, and
therefore, our ability ro forecast future experience for long-term care
insurance produces is more limited than for life products.

Our reserves for unpaid group life and health insurance
claims, including our medical and non-medical lines, are estimates
of the ultimarte net cost of both reported losses that have not yet
been settled and incurred but as yet unreported losses. For reported
claims, our reserves are based upon an evaluation of the claims,
including anticipated run-out patterns, and include a provision for
adverse claim development and fluctuation. Reserves for incurred
but not reported claims are based upon historic incidence rates,
severity rates, reporting delays and any known events which we
believe will materially affect claim levels.

Reserves for long-term disability claims are based upon factors
including recovery, mortality, expenses, Social Security and other
benefic offsets, and investment income. They represent the actuarial
present value of benefits and associated expenses for current claims,
reported claims that have not yet completed the applicable elimina-
tion period and for covered disabilities that have been incurred but
have not yet been reported. Claims on long-term disability insurance
policies consist of payments to be made periodically, generally
monthly, in accordance with the contractual terms of the policy.

We establish reserves for our payment protection insurance
using a number of actuarial models. Claim reserves are calculated
separately for disability, life and unemploymenc business. Reserves
are established at three different stages of a claim: incurred but not
reported, reported but not paid, and in the course of payment.




RETIREMENT INCOME AND INVESTMENTS

For our investment contracts, including annuities, GICs, and
funding agreements, contractholder liabilities are equal to the accu-
mulated contract account values, which generally consist of an accu-
mulation of deposit payments, less withdrawals, plus investment
earnings and interest credited to the account, less expense, mortal-
ity, and profit charges, if applicable. We also maintain a separate
reserve for any expected future payments in excess of the account
value due to the potential death of the contractholder.

Reserves for future policy benefits on our immediate fixed
annuity contracts are calculated based upon actuarial assumptions
regarding the interest to be earned on the assets underlying the
reserves and, if applicable, the annuitant’s life expectancy.

MORTGAGE INSURANCE

In our mortgage insurance businesses, a significant period of
time may elapse between the occurrence of the borrower’s default on
a mortgage payment, which is the event triggering a potential future
claim payment, the reporting of such default and our eventual pay-
ment of the claim. Consistent with U.S. GAAD and industry
accounting practices, we establish reserves for loans that are in
default, including loans that are in default but have not yet been
reported, by forecasting the percentage of loans in default on which
we will ultimarely pay claims and the average claim that will be paid.
We generally consider a loan to be in default if the borrower has
failed to make a required mortgage payment for two consecutive
months. In addition to our reserves for known loans in default, we
establish reserves for “loss adjustment expenses” to provide for the
estimated costs of settling claims, including legal and other fees, and
general expenses of administering the claims settlement process.

We estimate ultimate claims and associated costs based upon
our historical loss experience, adjusted for the anticipated effect of
current economic conditions and projected economic trends.
Consistent with U.S. GAAP and industry accounting practices, we
do not establish loss reserves for future claims on insured loans that
are not currently in default.

To improve the reserve estimation process, we segregate our
mortgage loan portfolio based upon a variety of factors, and we ana-
lyze each segment of the portfolio in light of our default experience to
produce our reserve estimate. We review these factors on a periodic
basis and adjust our loss reserves accordingly. Although inflation is
implicitly included in the estimates, the impact of inflation is not
explicitly isolated from other factors influencing the reserve estimates.
We do not discount our loss reserves for financial reporting purposes.

~ We also establish liabilities related to contract underwriting
indemnification. Under the terms of our contract underwriting agree-
ments, we agree to indemnify the lender against losses incurred in
the event that we make material errors in determining that loans
processed by our contract underwriters meet specified underwriting
or purchase criteria. We revise our estimates of these liabilities from
time to time to reflect our recent experience.
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REINSURANCE

We follow the industry practice of reinsuring portions of our
insurance risks with reinsurance companies. We use reinsurance
both to diversify our risks and to manage loss exposures and capital
effectively. The use of reinsurance permits us to write policies in
amounts larger than the risk we are willing to retain, and also to
write a larger volume of new business.

We cede insurance primarily on a treaty basis, under which
risks are ceded to a reinsurer on specific blocks of business where the
underlying risks meet certain predetermined criteria. To a lesser
extent, we cede insurance risks on a facultative basis, under which
the reinsurer's prior approval is required on each risk reinsured. Use
of reinsurance does not discharge us, as the insurer, from liability on
the insurance ceded. We, as the insurer, are required to pay the full
amount of our insurance obligations even in circumstances where
we are entitled or able to receive payments from our reinsurer. The
principal reinsurers to which we cede risks have A.M. Best financial
strength ratings ranging from “A+” to “A-.” Historically, we have not
had significant coricentrations of reinsurance risk with any one rein-
surer. However, prior to the completion of the IPO, we entered into
reinsurance transactions with UFLIC, which resulted in a signifi-
cant concentration of reinsurance risk wich UFLIC.

The following table sets forth our exposure to our principal
reinsurers, along with the reinsurance recoverable as of December 31,
2004, and the A.M. Best ratings of those reinsurers as of that date:

REINSURANCE A.M.
(DOLLAR AMOUNTS IN MILLIONS) RECOVERABLE BEST RATING
UFLIC™ $16,179 A-
1DS Life Insurance Company™® 746 A+
Phoenix Life Insurance Company™ 618 A
Swiss Re Life & Health America Inc. 154 A+
Munich American Reassurance Company 96 A+
ERCH 92 A-
Revios Reinsurance 77 A-

(1) See nate 10 to the financial stavements included in ltem 8 of this Annual Report.

(2} Our reinsurance arrangement with 1DS covers a run-off block of single-premium life insur-
ance policies.

(3) Our reinsurance arvangement with Phoenix covers a run-off block of corporate-owned life
insurance policies. Both of these arrangements originated from acguisitions.

(4) ERC refers to Employers Reassurance Corporation (an indirect subsidiary of GE) and ERC
Life Reinsurance Corporation {an indirect subsidiary of GE until December 2003).

As discussed above under “~ Mortgage Insurance — Products
and Services — Risk mitigation arrangements — Captive reinsur-
ance,” in the U.S., we have entered into a number of reinsurance
agreements in which we share portions of our mortgage insurance
risk written on loans originated or purchased by lenders with captive
reinsurance companies, or captive reinsurers, affiliated with these
lenders. In return, we cede an agreed portion of our gross premiums
on insurance written to the captive reinsurers. Substantially all of
our captive mortgage reinsurance arrangements are structured on an
excess-of-loss basis, As of December 31, 2004, our total mortgage
insurance risk reinsured to all captive reinsurers was $2.8 billion,
and the total capital held in trust for our benefit by all captive rein-
surers was $528 million. These captive reinsurers are not rated, and
their claims-paying obligations to us are limited to the amount of
capital held in trust. We believe the capital held in trust by these
captive reinsurers is sufficient to meet their ancicipated obligations
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to us. However, we cannot ensure that each captive with which we
do business can or will meet all its obligations to us.

FINANCIAL STRENGTH RATINGS

Ratings are important to maintaining public confidence in us and
our ability to market our products. Rating organizations review the
financial performance and condition of most insurers and provide
opinions regarding financial strength, operating performance and
ability to meet obligations to policyholders.

Ratings with respect to financial strength are an important
factor in establishing the competitive position of insurance companies.

Ovur principal life insurance subsidiaries are rated by A.M. Best, S&D, Moody’s and Fitch as follows:

COMPANY A.M. BEST RATING

A+ (Superior)
A+ (Superior)
A+ (Superior)
A+ (Superior)
A+ (Superior)
A (Excellent)
A+ (Superior)

American Mayflower Life Insurance Company of New York
Federal Home Life Insurance Company

First Colony Life Insurance Company

GE Capital Life Assurance Company of New York

GE Life and Annuity Assurance Company

GE Group Life Assurance Company

General Electric Capiral Assurance Company

S&P RATING

AA- (Very Strong)
Not rated

AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)

MOODY'S RATING

Aa3 (Excellent)
Aa3 (Excellent)
Aa3 (Excellent)
Aa3 (Fxcellent)

Aa3 (Excellent) -

Not Rated
Aa3 (Excellent)

FITCH RATING

AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)
AA- (Very Strong)
Not Rated

AA- (Very Strong)

Our mortgage insurance subsidiaries are rated by S&P, Moody’s and Fitch as follows:

company(l/ SKPRATING .. MOODY'S RATING | FITCHRATING ..
General Electric Mortgage Insurance Corporarion AA (Very Strong) Aa?2 (Excellent) AA (Very Suong)
GE Residential Mortgage Insurance Corporation of NC AA (Very Strong) Aa2 (Excellent) AA (Very Strong)
GE Mortgage Insurance Company Pry. Limited AA (Very Strong) Az2 (Excellent) AA (Very Strong)
GE Mortgage Insurance Limited AA (Very Strong) Aa2 (Excellent) AA (Very Strong)

(1) Our Canadian morigage insurance company is not rated by any of the raving agencies shown above.

The A.M. Best, S&B, Moody’s and Fitch ratings included are
not designed to be, and do not serve as, measures of protection or
valuation offered to investors in this offering. These financial
strength ratings should not be relied on with respect to making an
investment in our securities.

A.M. Best states that its “A+” (Superior) rating is assigned to
those companies that have, in its opinion, a superior ability to meet
their ongoing obligations to policyholders. The “A+” (Superior) rat-
ing is the second-highest of fifteen ratings assigned by A.M. Best,
which range from “A++” 0 “E” ‘

S&P states that an insurer rated “AA” (Very Strong) has very
strong financial security characteristics that outweigh any vulnera-
bilities, and is highly likely to have the ability to meet financial com-
mitments. The “AA” range is the second-highest of the four ratings
ranges that meet these criteria, and also is the second-highest of nine
financial strength rating ranges assigned by S&B, which range from
“AAA” to “R.” A plus (+) or minus (-) shows relative standing in a
rating category. Accordingly, the “AA” and “AA-” ratings are the
third- and fourth-highest of S&P’s 20 ratings categories.

Moody’s states that insurance companies rated “Aa”
(Excellent) offer excellent financial security. Moody’s states that
companies in this group constitute what are generally known as
high-grade companies. The “Aa” range is the second-highest of nine
financial strength rating ranges assigned by Moody’s, which range
from “Aaa” to “C.” Numeric modifiets are used to refer to the rank-
ing within the group, with 1 being the highest and 3 being the low-
est. Accordingly, the “Aa2” and “Aa3” ratings are the third- and
fourth-highest of Moody’s 21 ratings categories.

Fitch states that “AA” (Very Strong) rated insurance companies
are viewed as possessing very strong capacity to meet policyholder and

contract obligations. Risk factors are modest, and the impact of any
adverse business and economic factors is expected to be very small.
The “AA” rating category is the second-highest of eight financial
strength rating categories, which range from “AAA” to “D.” The
symbol (+) or (-} may be appended 1o a rating to indicate the relative
position of a credit within a rating category. These suffixes are not
added to ratings in the “AAA” category or to ratings below the
“CCC” category. Accordingly, the “AA” and “AA-” ratings are the
third- and fourth-highest of Fitchs 24 ratings categories.

A.M. Best, S&P, Moody’s and Fitch review their ratings peri-
odically and we cannot assure you that we will maintain our current
ratings in the future. Other agencies may also rate our company or
our insurance subsidiaries on a solicited or an unsolicited basis.

INVESTMENTS

As of December 31, 2004, we had rtoral cash and invested
assets of $67.1 billion (including $0.9 billion of restricted invest-
ments held by securitization entities) and an addicional $8.9 billion
held in our separate accounts, for which we do not bear investment
risk. We manage our assets to meet diversification, credit quality,
yield and liquidity requirements of our policy and contract liabilities
by investing primarily in fixed maturities, including government,
municipal and corporate bonds, mortgage-backed and other asset-
backed securities and mortgage loans on commercial real estate. We
also invest in short-term securities and other investments, including
a small position in equity securities. In all cases, investments for our
particular insurance company subsidiaries are required to comply
with restrictions imposed by applicable laws and insurance regula-
tory authorities.
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Our primary investment objective is to meet our obligations
to policyholders and contractholders while increasing value to our
stockholders by investing in a diversified portfolio of high-quality,
income producing securities and other assets. Our investment strat-
egy seeks to optimize investment income without relying on realized
investment gains. Our investment strategy focuses primarily on:
> minimizing interest rate risk through rigorous management of asset
durations relative to policyholder and contractholder obligations;
selecting assets based on fundamental, research-driven strategies;
emphasizing fixed-interest, low-volatility assets;
maintaining sufficient liquidity to meet unexpected finan-
cial obligations;
> continuously evaluating our asset class mix and pursuing addi-

tional investment classes; and
> rigorous, continuous monitoring of asset quality.

We are exposed to two primary sources of investment risk:
> credit risk, relating to the uncertainty associated with the contin-

ued ability of a given issuer to make timely payments of principal

v

and interest; and
> interest rate risk, relating to the market price and cash flow vari-
ability associated with changes in market interest rates.

We manage credit risk by analyzing issuers, transaction struc-
tures and real estate properties. We use sophisticated analytic tech-
niques to monitor credit risk. For example, we continually measure
the probability of credit default and estimated loss in the event of such
a default, which provides us with early notification of worsening cred-
its. I an issuer downgrade causes our holdings of that issuer to exceed
our risk thresholds, we automatically undertake a detailed review of
the issuer’s credit. We also manage credit risk through industry and
issuer diversification and asset allocation practices. For commercial
real estate loans, we manage credit risk through geographic, property
type and product type diversificacion and asset allocation. We rou-
tinely review different issuers and sectors and conduct more formal
quarterly portfolio reviews with our Investment Committee.

We mitigate interest rate risk through rigorous management
of the relationship between the duration of our assets and the dura-
tion of our liabilities, seeking to minimize risk of loss in both rising
and falling interest rate environments. For further information on
our management of interest rate risk, see “Item 7A. — Quantitative
and Qualirarive Disclosures About Market Risk.”

The following table sets forth our cash, cash equivalents and
invested assets as of the dates indicated:

part{

ORGANIZATION

Prior to the IPO, GE Asset Management Incorporated, or
GEAM, provided investment management services for substantially
all of the investment portfolios for the U.S. companies in our
Protection and Retirement Income and Investments segments and
portions of the investment portfolios of the U.S. and Canadian
companies in our Mortgage Insurance segment pursuant to various
investment management agreements. In connection with the IPO,
we established our own investment department which consists of
more than 140 individuals, led by our Chief Investment Officer,
who presides over our Investment Committee, which reports to our
Board of Directors and the boards of directors of our insurance
company subsidiaries. Our investment department includes port-
folio management, risk management, finance and accounting func-
tions and, under the direction of the Investment Committee, is
responsible for establishing investment policies and strategies,
reviewing asset liability management and performing asset alloca-
tion. In addition, we manage certain asset classes for our domestic
insurance operations that until the IPO were managed by GEAM,
including commercial mortgage loans, privately placed debt securi-
ties and derivatives.

GEAM continues to provide investment management serv-
ices for our U.S. and Bermudan investment portfolios pursuant to
these investment management and services agreements and invest-
ment guidelines approved by the boards of directors of our insur-
ance subsidiaries. We have agreed to pay GEAM a management fee
for these services on a quarterly basis equal to a percentage of the
value of the assets under management to be paid quarterly in arrears.
The percentage is established annually by agreement between
GEAM and us and is intended to reflect the cost to GEAM of pro-
viding its services.

We incurred expenses for investment management and
related administrative services of $50 million, $67 million and
$61 million for the years ended December 31, 2004, 2003 and
2002, respectively, of which $33 million, $61 million and $39 mil-
lion was paid to GEAM for the years ended December 31, 2004,
2003 and 2002, respectively. GEAM is a registered investment
adviser providing a full range of investment management services,
primarily to the GE Pension Trust, the funding vehicle for GE’s
defined benefit pension plan, and our subsidiaries as well as a wide
range of affiliated and non-affiliated institutional clients, including
certain other GE-affiliated insurance entities.

DECEMBER 3L, 2004 2003 L Management of investments for our non-U.S. operations is
ootian AT i MILLIONS) cARRYING :ﬁrii carmiNG T"(/;?Tii overseen by the managing director and boards of directors of the
- T e R applicable non-U.S. legal entities in consultation with our Chief
?";‘?;m“u““es’ available-for-sale $40.150 60%  $51.336 4% Investment Officer. Substantially all the assets of our payment pro-
Plr‘ivate 12:274 18% 14”149 1% tecuon and mortgage insurance businesses are managed by GE
Mortgage loans 6,051 9% 6,114 gy, Asset Management Limited, or GEAML, pursuant to agreements
Other investments 3,996 6% 3,789 4%  that are substantially similar to our agreements with GEAM in the
Policy loans 1,224 2% 1,103 1%  U.S. The majority of the assets of our Canadian, Australian and
Restricted investments held by New Zealand mortgage insurance businesses continue to be man-
securitization entities 860 1:/ 6 1,069 1% aged by unaffiliated investment managers located in their respective
}éz:ll:y;‘z;u:t:;eii’a:riia:riedfor sale 374 1% 600 1% countries. As of December 31, 2004 and 2003, approximately
Sh;n_te“g vestments 2,210 3% 2513 30 8% and 5%, respectively, of our invested assets were held by our
Totalcashandmvestedassecs """"" $67,139100%$80675 """" 100% international operatiops_ and were invested primarily in non-
U.S.-denominated securities.
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INVESTMENT RESULTS

The annualized yield on general account cash and invested
assets, excluding ner realized investment gains and losses was 5.5%,

5.8% and 6.0% for the years ended December 31, 2004, 2003 and
2002, respectively. The decline in investment yields is primarily attrib-
utable to purchases of assets in an interest rate environment where cur-
rent market yields are lower than the existing portfolio yields.

The following table sets forth information about our investment income, excluding realized gains and losses, for the components of

our investment portfolio for the periods indicated:

........ 2004 2003 .02
(DOLLAR AMOUNTS IN MILLIONS) JYIELD AMOUNT ... YIELD . AMOUNT _  YIELD AMOUNT
Fixed maturities — taxable 5.5% $2,827 6.2% $3,354 $3,333
Fixed maturities — non-taxable 5.1% 150 4.0% 128 158
Mortgage loans 7.3% 438 7.2% 410 361
Equity securities 5.5% 25 2.8% 27 39
Other invescments 11.5% 75 2.4% 17 41
Policy loans 9.3% 107 8.3% 88 71
Restricted investments held by securitization entities 6.6% 64 4.9% 36 .
Cash, cash equivalents and short-term investments 05% 1z ] 6% 8 37
Gross investment income before expenses and fees 5.6% 3,698 5.9% 4,118 4,040
Expenses and fees LB ©n 1)
Net investment income 5.5% $3,648 5.8% $4,051 6.0% $3,979

Yields are based on average carrying values except for fixed
maturities, equity securities and securities lending activity. Yields for
fixed maturities and equity securities are based on amortized cost
and cost, respectively. Yields for securities lending activity, which is
included in other investments, are calculated net of the correspon-
ding securities lending liabilicy.

FIXED MATURITIES

Fixed marurities, including tax-exempt bonds, consist princi-
pally of publicly traded and privately placed debt securities, and rep-
resented 78%, 82% and 83% of total cash and invested assets as of
December 31, 2004, 2003 and 2002, respectively.

Based upon estimated fair value, public fixed maturities
represented 77%, 78% and 81% of total fixed maturities as of
December 31, 2004, 2003 and 2002, respectively. Private fixed matu-
rities represented 23%, 22% and 19% of rotal fixed maturities as of
December 31, 2004, 2003 and 2002, respectively. We invest in pri-
vately placed fixed maturities in an attempt to enhance the overall

value of the portfolio, increase diversification and obtain higher yields
than can ordinarily be obtained with comparable public market secu-
rities. Generally, private placements provide us with protective
covenants, call protection features and, where applicable, a higher
level of collateral. However, our private placements are not freely
transferable because of restrictions imposed by federal and state secu-
rities laws, the terms of the securities, and illiquid trading markets.
The Securities Valuation Office of the National Association
of Insurance Commissioners, or NAIC, evaluates bond investments
of U.S. insurers for regulatory reporting purposes and assigns securi-
ties to one of six investment categories called “NAIC designations.”
The NAIC designations parallel the credit ratings of the Nationally
Recognized Statistical Rating Organizations for marketable bonds.
NAIC designations 1 and 2 include bonds considered investment
grade (rated “Baa3” or higher by Moody’s, or rated “BBB-” or
higher by S&P) by such rating organizations. NAIC designations
3 through 6 include bonds considered befow investment grade
(rated “Bal” or lower by Moody’s, or rated “BB+” or lower by S&P).
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The following tables present our public, private and aggregate fixed maturities by NAIC and/or equivalent ratings of the Nationally
Recognized Statistical Rating Organizations, as well as the percentage, based upon estimared fair value, that each designation comprises. Qur
non-U.S. fixed maturities generally are not rated by the NAIC and are shown based upon their equivalent rating of the Narionally Recognized
Statistical Rating Organizations. Similarly, certain privately placed fixed maturities that are not rated by the Nationally Recognized Statistical
Rating Organizations are shown based upon their NAIC designation. Certain securities, primarily non-U.S. securities, are not rated by the
NAIC or the Nationally Recognized Statistical Rating Organizations and are so designated.

DECEMBER 31,

PUBLIC FIXED MATURITIES ... 2004 2003
AMORTIZED ESTIMATED % oF AMORTIZED ESTIMATED % oF
NAIC RATING RATING AGENCY EQUIVALENT DESIGNATION cost | BAIR VALUE . TOTAL . COST | FAIRVALUE ToTAL
-(.D-OLLAR AMOUNTS IN MILLIONS)
1 Aaa/Aa/A $27,839 $28,635 71% $32,095 $33,212 64%
2 Baa 8,847 9,344 23% 13,866 14,778 29%
3 Ba 1,339 1,415 4% 1,829 1,896 4%
4 B 646 651 2% 1,023 979 2%
5 Caa and lower 73 63 0% 295 272 1%
6 In or near default 13 15 0% 96 104 0%
Not rated 26 27 0% 92 95 0%
Toral public fixed maturities $38,783 $40,150 100% $49,296 $51,336 100%
................................................ DECEMBER 31,
PRIVATE FIXED MATURITIES 2004 2003
AMORTIZED ESTIMATED % OF AMORTIZED ESTIMATED % oF
NAIC RATING RATING AGENCY EQUIVALENT DESIGNATION  COST FAIRVALUE TOTAL . cost | FAIR VALUE ] TOTAL
.(BOLLAR AMOUNTS IN MILLIONS)
1 Aaa/Aa/A $ 6,272 $ 6,501 53% $ 7,029 $ 7,388 52%
2 Baa 4,587 4,768 39% 5,182 5,442 38%
3 Ba 574 605 5% 691 728 5%
4 B 198 202 2% 234 228 2%
5 Caa and lower 112 103 1% 192 177 1%
6 1n or near default 44 43 0% 93 86 1%
Not rated 52 52 0% 99 100 1%
Total private fixed maturities $11,839 $12,274 100% $13,520 $14,149 100%
................................................. DECEMBER 3Ly
TOTAL FIXED MATURITIES . 2006 003
AMORTIZED ESTIMATED % OF AMORTIZED ESTIMATED % OF
NAIC RATING ... RATING AGENCY EQUIVALENT DESIGNATION COST | FAIR VALUE | TOTAL COST | FAIR VALUE TOTAL
-(‘xﬁou.mz AMOUNTS IN MILLIONS)
1 Aaa/Aa/A $34,111 $35,136 67% $39,124 $40,600 62%
2 Baa 13,434 14,112 27% 19,048 20,220 31%
3 Ba 1,913 2,020 4% 2,520 2,624 4%
4 B 844 853 2% 1,257 1,207 2%
5 Caa and lower 185 166 0% 487 449 1%
6 In or near default 57 58 0% 189 190 0%
Not rated o 78 79 0% 191 195 0%
Toral fixed maturities $50,622 $52,424 100% $62,816 $65,485 100%
form 10-k
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The following table sets forth the amortized cost and esti-
mated fair value of fixed maturities by contractual maturity dates

(excluding scheduled sinking funds) as of the dates indicated:

DECEMBER 31,

AMORTIZED ESTIMATED AMORTIZED ESTIMATED
COST FAIR VALUE COST FAIR VALUE

(DOLLAR AMOUNTS IN MILLIONS)

Due in one year or less $ 2,026 $ 2,040 $ 1,747 $ 1,761
Due after one year through five years 10,450 10,749 11,400 11,817
Due after five years through ten vears 11,395 11,842 13,318 13,901
Ducaftertenyears ... 15002 15,916 24,288 25754
Subtotal 38,873 40,547 50,753 53,233
Mortgage-backed and assetbacked | 11,749 11,877 12,063 12,252
Total fixed maturities $50,622 $52,424 $62,816  $65,485

We diversify our fixed maturities by security sector. The fol-
lowing table sets forth the estimated fair value of our fixed maturities
by sector as well as the percentage of the total fixed maturities hold-
ings that each security sector comprised as of the dates indicated:

DECEMBER 31,

2004 2003

ESTIMATED % ESTIMATED %
(DOLLAR AMOUNTS IN MILLIONS) FAIR VALUE OF TOTAL FAIR VALUE  OF TOTAL
U.S. government and agencies $ 572 1% $ 1,055 2%
State and municipal 3,030 6% 3,350 5%
Government — Non-U.S. 1,744 3% 1,551 2%
U.S. corporate 21,893 42% 33,025 50%
Corporate — Non-U.S. 6,913 13% 7,949 12%
Mortgage-backed 8,577 17% 7,848 12%
Asset-backed 3,300 6% 4,404 7%
Public urilicies 6395 12% 6303 10%
Total fixed maturities $52,424 100% $65,485 100%

The following table sets forth the major industry types that
comprise our corporate bond holdings, based primarily on industry
codes established by Lehman Brothers, as well as the percentage of
the total corporate bond holdings that each industry comprised as
of the dates indicated:

DECEMBER 31,

L2004 2003

ESTIMATED % ESTIMATED %
(DOLLAR AMOUNTS IN MILLIONS) FAIR VALUE  OF TOTAL FAIR VALUE OF TOTAL
Finance and insurance $10,357 30% $13,069 28%
Utilities and energy 7,056 20% 10,345 22%
Consumer — non cyclical 4,351 12% 6,036 13%
Consumer — cyclical 2,666 8% 4,356 9%
Industrial 2,475 7% 3,340 7%
Capital goods 2,240 6% 2,928 6%
Technology and communications 2,223 6% 2,972 6%
Transportation 1,063 3% 1,970 4%
Oher 2770 8% 228 s%
Toral $35,201  100% $47,274  100%

Wee diversify our corporate bond holdings by industry and issuer.
The portfolio does not have significant exposure to any single issuer. As
of December 31, 2004, our combined corporate bond holdings in the
ten issuers to which we had the greatest exposure was $2,154 million,
which was approximately 3% of our total cash and invested assets as of

such date. The exposure to the Jargest single issuer of corporate bonds
held as of December 31, 2004 was $257 million, which was less than
1% of our total cash and invested assets as of such date.

We do not have material unhedged exposure to foreign cur-
rency risk in our invested assets. In our non-U.S. insurance opera-
tions, both our assets and liabilities are generally denominated in
local currencies. Foreign currency denominated securities support-
ing U.S. dollar liabilities generally are swapped into U.S. dollars

using derivative financial instruments.

Mortgage-backed securities
The following table sets forth the types of mortgage backed

securities we held as of the dates indicated:

DECEMBER 31,

2004 2003,
ESTIMATED % ESTIMATED %
(D()LLAR AMOUNTS IN M!LLIONS) FAIR VALUE OF TOTAL FAIR VALUE OF TOTAL

Commercial mortgage-

backed securities $6,007 70% $5,348 68%
Collateralized mortgage obligations 1,014 12% 799 10%
Sequential pay class bonds 787 9% 922 12%
Planned amortization class bonds 239 3% 265 4%
Pass-through securities 108 1% 32 0%
Ocher 422 5% 482 6%
Total $8,577 100% $7,848 100%

We purchase mortgage-backed securities to diversify our
portfolio risk characteristics from primarily corporate credit risk ro a
mix of credit risk and cash flow risk. The principal risks inherent in
holding mortgage-backed securities are prepayment and extension
risks, which will affect the timing of when cash flow will be received.
The majority of the mortgage-backed securities in our investment
portfolio have relatively low cash flow variability. Our active moni-
toring and analysis of this portfolio, focus on stable types of securi-
ties and limits on our holdings of more volatile types of securities
reduces the effects of interest rate fluctuations on this portfolio.

Commercial mortgage-backed securities, or CMBS, which
represent our largest class of mortgage-backed securities, are securi-
ties backed by a diversified pool of first mortgage loans on commer-
cial properties ranging in size, property type and geographic
location. The primary risk associated with CMBS is default risk.
Prepayment risk on CMBS is generally low because of prepayment
restrictions contained in the underlying collateral.

The majority of our collateralized mortgage obligations, or
CMOs, are guaranteed or otherwise supported by the Federal
National Mortgage Association, Federal Home Loan Mortgage
Corporation or Government National Mortgage Association.
CMOs separate mortgage pools into different maturity classes called
tranches. This separation generally provides for greater cash flow
stability than other mortgage-backed securities.

Sequential pay class bonds receive principal payments in a pre-
scribed sequence without a pre-determined prepayment schedule.
Planned amortization class bonds are bonds structured to provide
more certain cash flows to the investor and therefore are subject to less
prepayment and extension risk than other mortgage-backed securities.

Pass-through securities are the most liquid assets in the
mortgage-backed sector. Pass-through securities distribute, on a pro
rata basis to their holders, the monthly cash flows of principal and
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interest, both scheduled and prepayments, generated by the under-
lying mortgages.

Asset-backed securities

The following table sets forth the types of asset-backed secu-
rities we held as of the dates indicated:

DECEMBER 31,

ESTIMATED % ESTIMATED %
FAIR VALUE OF TOTAL FAIR VALUE OF TOTAL

(DOLLAR AMOUNTS IN MILLIONS)

Credit card receivables $1,139 34%  $1,131 26%
Home equity loans 786 24% 1,043 24%
Automobile receivables 496 15% 1,425 32%
Other 879 .. 7% 805 .. 18%
Total $3,300 100%  $4,404 100%

part 1

We purchase asset-backed securities both to diversify the
overall risks of our fixed maturities portfolio and to provide attrac-
tive returns. Our asset-backed securities are diversified by type of
asset, issuer and servicer. As of December 31, 2004, approximately
$1.99 billion, or 60%, of the total amount of our asset-backed secu-
rities were rated “Aaa/AAA” by Moody’s or S&P.

The principal risks in holding asset-backed securities are
structural, credit and capital market risks. Structural risks include
the security’s priority in the issuer’s capital structure, the adequacy of
and ability to realize proceeds from the collateral and the potential
for prepayments. Credit risks include consumer or corporate credits
such as credit card holders, equipment lessees, and corporate oblig-
ors. Capital market risks include the general level of interest rates
and the liquidity for these securities in the marketplace.

MORTGAGE LOANS

Our mortgage loans are collateralized by commercial proper-
ties, including multifamily residential buildings. The carrying
value of mortgage loans is stated at original cost net of prepayments
and amortization.

We diversify our commercial mortgage loans by both prop-
erty type and geographic region. The following table sets forth the
distribution across property type and geographic region for com-
mercial mortgage loans as of the dates indicated:

DECEMBER 31, 2004 2003

PROPERTY TYPE Ccamrving % cammyne %
(DOLLAR AMOUNTS IN MILLIONS) VALUE OFTOTAL . VALUE  OF TOTAL
Office $1,822 30% $2,024 33%
Industrial c o a 1,797 30% 1,812 30%
Rerail 1,574 26% 1,500 25%
Apartments 650 11% 573 9%
Mixed usefother 208 3% 205 3%
Toal $6,051  100%  $6,114  100%

DECEMBER 31, L3004 2003
GEOGRAPHIC REGION CARRYING % CARRYING %
(DOLLAR AMOUNTS IN MILLIONS} VALUE OF TOTAL VALUE OF TOTAL
Pacific $1,796 " 30% $1,867 31%
South Atlantic 1,239 20% 1,194 20%
Middle Adantic 953 16% 932 15%
East North Central 682 11% 771 12%
Mountain 463 8% 478 8%
West South Central ‘ 306 5% 288 5%
West North Central 252 4% 271 4%
East South Cenrral 225 4% 226 4%
NewEngland 135 2% 87 i, 1%
Total $6,051 100%  $6,114 100%

The following table sets forth the distribution of our commercial mortgage loans by loan size as of the dates indicated:

DECEMBER 31,

...................... 2004 W03

NUMBER PRINCIPAL % NUMBER PRINCIPAL %

(DOLLAR AMOUNTS IN MILLIONS) OF LOANS | BALANCE | OF TOTAL  LOANS ] BALANCE . OF TOTAL
Under $5 million 3,119 $3,073 50% 1,627 $3,153 51%
$5 million but less than $10 million 409 1,442 24% 207 1,394 23%
$10 million but less than $20 million 142 1,009 17% 67 948 15%
$20 million but less than $30 million 26 334 5% 13 309 5%
More than $30 million SR U 12 7 % 8 358 6%
Toral . 3,708 $6,095 100% 1922 $6,162 100%

The following table sets forth the scheduled maturities for
our commercial moregage loans as of the dates indicated:

We monitor our mortgage loans on a continual basis. These
reviews include an analysis of the property, its financial statements,
the relevant market and tenant creditworthiness. Through this

.................... DECEMBER3L .............  monitoring process, we review loans that are restructured, delin-

e BOOR 003 quent or under foreclosure and identify those that management

PROPERTY TYPE ' CARRYING % CARRYING % . . .

(POLLAR AWOUNTS I MiLLIONS) vawe ortomw | wavr orrors comsiderstobe porencially delinquent

Due in 1 year or less $ 50 1% $ 68 1%

Due after 1 year through 2 years 86 1% 60 1%

Due after 2 year through 3 years 50 1% 122 2%

Due after 3 year through 4 years 333 5% 64 1%

Due after 4 year through 5 years 232 4% 389 6%

DueafterSyears 5300 88% 5411 89%

Total $6,051 100% $6,114 100%
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The following table sets forth the changes in allowance for
losses on mortgage loans as of the dates indicated:

AS OF OR FOR THE
YEARS ENDED
DECEMBER 31,

{DOLLAR AMOUNTS IN MILLIONS)

Balance, beginning of period $45
Additions 7 8

Balance, end of period

EQUITY SECURITIES

Our equity securities, which are classified as available-for-sale,
primarily consist of retained interests in our securitization transac-
tions, as well as mutual funds and investments in publicly-traded
preferred and common stocks of U.S. and non-U.S. companies.

OTHER INVESTMENTS

The following table sets forth the carrying values of our other
investments as of the dates indicated:

DECEMBER 31,

2004 003

CARRYING % CARRYING %

(DOLLAR AMOUNTS IN MiLLIONS}) | VALUE OF TOTAL VALUE  OF TOTAL
Securities lending $3,202 80%  $3,026 80%
Limited partnerships 183 5% 253 7%
Real estate - 0% 120 3%
Other investments ! 611 15% . 3% 10%
Total $3,996  100%  $3,789  100%

We participate in a securities lending program whereby
blocks of securities included in our portfolio are loaned primarily to
major brokerage firms. We require a minimum of 102% of the fair
value of the loaned securities to be separately maintained as collat-
eral for the loans. The limited parcnerships primarily represent
interests in pooled investment funds that make private equity
investments in U.S. and non-U.S. companies. Real estate consists of
ownership of real property, primarily commercial property. Other
investments are primarily swaps, amounts on deposit with foreign
governments, options and strategic equity investments.

DERIVATIVE FINANCIAL INSTRUMENTS

We use derivative financial instruments, such as interest rate
and currency swaps, currency forwards and option-based financial
instruments, as part of our risk management strategy. We use these
derivatives to mitigate certain risks, including interest rate risk, cur-
rency risk and equity risk, by: ‘
> reducing the risk between the timing of the receipt of cash and
its investment in the market;

> marching the currency of invested assets with the liabilities
they support;

> converting the asset duration to match the duration of the liabilities;

> reducing our exposure to fluctuations in equity market indices
that underlie some of our products; and
> protecting against the early termination of an asset or liabilicy.
As a matter of policy, we have not and will not engage in
derivative market-making, speculative derivative trading or other
speculative derivatives activities.
The following table sets forth our positions in derivacive
financial instruments as of the dates indicated:

DECEMBER 31,

........................................ 2003

NOTIONAL % NOTIONAL - %

(DOLLAR AMOUNTS IN MILLIONS) VALUE _OF TOTAL VALUE  OF TOTAL

Interest rate swaps $8,185 89% $ 9,960 86%

Foreign currency swaps 542 6% 697 6%

Equity index options 459 5% 457 4%

Foreign exchange contracts 27 0% 30 0%

Swaptions = 0% 474 4%

Total $9213  100% $11,618 100%
EMPLOYEES

As of December 31, 2004, we had approximately 6,150 full-
time and part-time employees. We believe our employee relations
are satisfactory. To the best of our knowledge, none of our employ-
ees are subject to collective bargaining agreements. Some of our
employees in Europe may be members of trade unions, but local
data privacy laws prohibit us from asking them about their member-
ship in trade unions, and they are not required to inform us.

DIRECTORS AND EXECUTIVE OFFICERS

See Part III, Item 10. of this Annual Report for information
about our Directors and Executive Officers.

AVAILABLE INFORMATION

Our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments to
those reports are available, without charge, on our website,
www.genworth.com, as soon as reasonably practicable after they are
filed electronically with the Securities and Exchange Commission.
Copies are also available, without charge, from Genworth Investor
Relations, 6620 West Broad Street, Richmond, VA 23230.

Our website also includes the charters of our Audit
Committee, Nominating and Corporate Governance Committee
and Management Development and Compensation Committee,
the key practices of each of these committees, our Corporate
Governance Principles, and our company integrity manual,
Integrity: The Spirit and the Letter of Our Commitment (which com-
prises our “code of ethics”). Copies of these materials also are avail-
able, without charge, from Genworth Investor Relations, at the
above address.

On October 28, 2004, our President and Chief Executive
Officer certified to the New York Stock Exchange that he was not
aware of any violation by us of the New York Stock Exchange’s cor-
porate governance listing standards.
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REGULATION
Our businesses are subject to extensive regulation and supervision.

GENERAL

Qur insurance operations are subject to a wide variety of laws
and regulations. State insurance laws regulate most aspects of our
U.S. insurance businesses, and our insurance subsidiaries are regu-
lated by the insurance departments of the states in which they are
domiciled and licensed. Qur non-U.S. insurance operations are
principally regulated by insurance regulatory authorities in the juris-
dictions in which they are domiciled. Our insurance products and
thus our businesses also are affected by U.S. federal, state and local
tax laws, and the tax laws of non-U.S. jurisdictions. Insurance prod-
ucts that constitute “securities,” such as variable annuities and vari-
able life insurance, also are subject to U.S. federal and state and
non-U.S. securities laws and regulations. The Securities and
Exchange Commission, or SEC, the National Association of
Securities Dealers, or NASD, state securities authorities and non-
U.S. authorities regulate and supervise these products.

Our securities operations are subject 1o U.S. federal and state
and non-U.S. securities and related laws. The SEC, state securities
authorities, the NASD and similar non-U.S. authorities are the
principal regulators of these operations.

The purpose of the laws and regulations affecting our insur-
ance and securities businesses is primarily to protect our customers
and not our stockholders. Many of the laws and regulations to
which we are subject are regularly re-examined, and existing or
fucure laws and regulations may become more restrictive or other-
wise adversely affect our operations.

In addition, insurance and securities regulatory authorities
(including state law enforcement agencies and attorneys general or
their non-U.S. equivalents) increasingly make inquiries regarding
compliance by us and our subsidiaries with insurance, securities and
other laws and regulations regarding the conduct of our insurance
and securities businesses. We cooperate with such inquiries and take
corrective action when warranted.

Many of our customers and independent sales intermediaries
also operate in regulated environments. Changes in the regulations
that affect their operations also may affect our business relationships
with them and their ability to purchase or to distribute our products.

U.S. INSURANCE REGULATION

Our U.S. insurance subsidiaries are licensed and regulated in
all jurisdictions in which they conduct insurance business. The
extent of this regulation varies, but most jurisdictions have laws and

" regulations governing the financial condition of insurers, including
standards of solvency, types and concentration of investments, estab-
lishment and maintenance of reserves, credit for reinsurance and
requirements of capital adequacy, and the business conduct of insur-
ers, including marketing and sales practices and claims handling. In
addition, statutes and regulations usually require the licensing of
insurers and their agents, the approval of policy forms and related
marerials and the approval of rates for certain lines of insurance.
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The types of U.S. insurance laws and regulations applicable
to us or our U.S. insurance subsidiaries are described below. Our
U.S. mortgage insurance subsidiaries are subject to additional insur-
ance laws and regulations applicable specifically to mortgage insur-
ers discussed below under “~ Mortgage Insurance.”

INSURANCE HOLDING COMPANY REGULATION

All U.S. jurisdictions in which our U.S. insurance sub-
sidiaries conduct insurance business have enacted legislation that
requires each U.S. insurance company in a holding company sys-
tem, except captive insurance companies, to register with the insur-
ance regulatory authority of its jurisdiction of domicile and to
furnish that regulatory authority financial and other information
concerning the operations of, and the interrelationships and trans-
actions among, companies within its holding company system that
may materially affect the operations, management or financial con-
dition of the insurers within the system. These laws and regulations
also regulate transactions between insurance companies and their
parents and affiliates. Generally, these laws and regulations require
that all transactions within a holding company system between an
insurer and its affiliates be fair and reasonable and that the insurer’s
starutory surplus following any transaction with an affiliate be both
reasonable in relation to its outstanding liabilities and adequate to
its financial needs. Statutory surplus is the excess of admitted assets
over the sum of statutory liabilities and capital. For certain types of
agreements and transactions between an insurer and its affiliates,
these laws and regulations require prior notification to, and non-dis-
approval or approval by, the insurance regulatory authority of the
insurer’s jurisdiction of domicile.

POLICY FORMS

QOur U.S. insurance subsidiaries’ policy forms are subject to
regulation in every U.S. jurisdiction in which such subsidiaries are
licensed to transact insurance business. In most U.S. jurisdictions,
policy forms must be filed prior to their use. In some U.S. jurisdic-
tions, forms must also be approved prior to use.

DIVIDEND LIMITATIONS

As a holding company with no significant business opera-
tions of our own, we depend on dividends or other distributions
from our subsidiaries as the principal source of cash to meet our
obligations, including the payment of interest on, and repayment
of, principal of any debt obligations. The payment of dividends or
other distributions to us by our U.S. insurance subsidiaries is regu-
lated by the insurance laws and regulations of their respective states
of domicile. In general, an insurance company subsidiary may not
pay an “extraordinary” dividend or distribution until 30 days after
the applicable insurance regulator has received notice of the
intended payment and has not objected in such period or has
approved the payment within the 30-day period. In general, an
“extraordinary” dividend or distribution is defined by these laws and
regulations as a dividend or distribution that, together with other
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dividends and distriburions made within the preceding 12 months

exceeds the greater (or, in some jurisdictions, the lesser) of:

> 10% of the insurer’s statutory surplus as of the immediately prior
year end; or

> the statutory net gain from the insurer’s operations (if a life
insurer) or the statutory net income (if not a life insurer) during
the prior calendar year.

The laws and regulations of some of these jurisdictions also
prohibit an insurer from declaring or paying a dividend except out of
its earned surplus or require the insurer to obtain regulatory approval
before it may do so. In addition, insurance regulators may prohibit
the payment of ordinary dividends or other payments by our insur-
ance subsidiaries to us (such as a payment under a tax sharing agree-
ment or for employee or other services) if they determine that such
payment could be adverse to our policyholders or contractholders.

MARKET CONDUCT REGULATION

The laws and regulations of U.S. jurisdictions include
numerous provisions governing the marketplace activities of insur-
ers, including provisions governing the form and content of disclo-
sure to consumers, product illustrations, advertising, product
replacement, sales and underwriting practices, complaint handling
and claims handling. The regulatory authorities in U.S. jurisdic-
tions generally enforce these provisions through periodic market
conduct examinations.

STATUTORY EXAMINATIONS

As part of their regulatory oversight process, insurance
departments in U.S. jurisdictions conduct periodic detailed exami-
nations of the books, records, accounts and business practices of
insurers domiciled in their jurisdictions. These examinations gener-
ally are conducted in cooperation with the insurance departments of
two or three other states or jurisdictions, representing each of the
NAIC zones, under guidelines promulgated by the NAIC.

In the three-year period ended December 31, 2004, we have
not received any material adverse findings resulting from any insut-
ance department examinations of our U.S. insurance subsidiaries.

GUARANTY ASSOCIATIONS AND SIMILAR ARRANGEMENTS

Most of the jurisdictions in which our U.S. insurance sub-
sidiaries are licensed to transact business require life insurers doing
business within the jurisdiction to participate in guaranty associa-
tions, which are organized to pay contractual benefits owed pur-
suant to insurance policies of insurers who become impaired or
insolvent. These associations levy assessments, up to prescribed lim-
its, on all member insurers in a particular jurisdiction on the basis of
the proportionate share of the premiums written by member insur-
ers in the lines of business in which the impaired, insolvent or failed
insurer is engaged. Some jurisdictions permit member insurers to
recover assessments paid through full or partial premium tax offsets.

Aggregate assessments levied against our U.S, insurance sub-
sidiaries totaled $2.7 million, $0.2 million and $0.2 million for the
years ended December 31, 2004, 2003 and 2002, respectively.
Although the amount and timing of future assessments are not

predictable, we have established liabilities for guaranty fund assess-
ments that we consider adequate for assessments with respect to
insurers that currently are subject to insolvency proceedings.

CHANGE OF CONTROL

The laws and regulations of the jurisdictions in which our
U.S. insurance subsidiaries are domiciled require that a person
obrain the approval of the insurance commissioner of the insurance
company’s jurisdiction of domicile prior to acquiring control of the
insurer. Generally, such laws provide that control over an insurer is
presumed to exist if any person, directly or indirectly, owns, con-
trols, holds with the power to vote, or holds proxies representing,
10% or more of the voting securities of the insurer. In considering
an application to acquire control of an insurer, the insurance com-
missioner generally will consider such factors as the experience,
competence and financial strength of the applicant, the integrity of
the applicant’s board of directors and executive officers, the
acquiror’s plans for the management and operation of the insurer,
and any anti-competitive results that may arise from the acquisition.
In addition, a person secking to acquire control of an insurance
company is required in some states to make filings prior to complet-
ing an acquisition if the acquiror and the target insurance company
and their affiliates have sufficiently large market shares in particular
lines of insurance in those states. Approval of an acquisition is not
required in these states, but the state insurance departments could
take action to-impose conditions on an acquisition that could delay
or prevent its consummation. These laws may discourage potential
acquisition proposals and may delay, deter or prevent a change of
control involving us, including through transactions, and in partic-
ular unsolicited transactions, that some or all of our stockholders
might consider to be desirable.

POLICY AND CONTRACT RESERVE SUFFICIENCY ANALYSIS

Under the laws and regulations of their jurisdictions of domi-
cile, our U.S. life insurance subsidiaries are required to conduct
annual analyses of the sufficiency of ctheir life and health insurance
and annuity statutory reserves. In addition, other jurisdictions in
which these subsidiaries are licensed may have certain reserve
requirements that differ from those of their domiciliary jurisdic-
tions. In each case, a qualified actuary must submit an opinion that
states that the aggregate statutory reserves, when considered in light
of the assets held with respect to such reserves, make good and suffi-
cient provision for the associated contractual obligations and relaced
expenses of the insurer. If such an opinion cannot be provided, the
affected insurer must set up additional reserves by moving funds
from surplus. Our U.S. life insurance subsidiaries submir these
opinions annually to applicable insurance regulatory authorities. -
Different reserve requirements exist for our U.S. mortgage insur-
ance subsidiaries. See “ - Reserves — Mortgage Insurance.”

SURPLUS AND CAPITAL REQUIREMENTS

Insurance regulators have the discretionary authority, in con-
nection with the ongoing licensing of our U.S. insurance sub-
sidiaries, to limit or prohibit the ability of an insurer to issue new
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policies if, in the regulators’ judgment, the insurer is not maintain-
ing a minimum amount of surplus or is in hazardous financial con-
dition. Insurance regulators may also limit the abilicy of an insurer
to issue new life insurance policies and annuity contracts above an
amount based upon the face amount.and premiums of policies of a
similar type issued in the prior year. We do not believe that the cur-
rent or anticipated levels of statutory surplus of our U.S. insurance
subsidiaries present a material risk that any such regulator would
limit the amount of new policies that our U.S. insurance sub-
sidiaries may issue.

RISK-BASED CAPITAL

The NAIC has established risk-based capital standards for
U.S. life insurance companies as well as 2 model act with the inten-
tion that these standards be applied at the state level. The model act
provides that life insurance companies must submit an annual risk-
based capital report to-state regulators reporting their risk-based
capital based upon four categories of risk: asset risk, insurance risk,
interest rate risk and business risk. For each category, the capital
requirement is determined by applying factors to various asset, pre-
mium and reserve items, with the factor being higher for those items
with greater underlying risk and lower for less risky items. The for-
mula is intended to be used by insurance regulators as an early warn-
ing tool to identify possible weakly capitalized companies for
purposes of initiating further regularory action.

If an insurer’s risk-based capital falls below specified levels,
the insurer would be subject to different degrees of regulatory action
depending upon the level. These actions range from requiring the
insurer to propose actions to correct the capital deficiency to placing
the insurer under regulatory control. As of December 31, 2004, the
risk-based capital of each of our U.S. life insurance subsidiaries
exceeded the level of risk-based capiral that would require any of
them to take or become subject to any corrective action.

STATUTORY ACCOUNTING PRINCIPLES

Statutory accounting principles, or SADB, is a basis of account-
ing developed by U.S. insurance regulators to monitor and regulate
the solvency of insurance companies. In developing SAD insurance
regulators were primarily concerned with assuring an insurer’s abil-
ity to pay all its current and future obligations to policyholders. Asa
result, statutory accounting focuses on conservatively valuing the
assets and liabilities of insurers, generally in accordance with stan-
dards specified by the insurer’s domiciliary jurisdiction. Uniform
statutory accounting practices are established by the NAIC and gen-
erally adopted by regulators in the various U.S. jurisdictions. These
accounting principles and related regulations determine, among
other things, the amounts our insurance subsidiaries may pay to us
as dividends.

U.S. GAAP is designed to measure a business on a going-
concern basis. It gives consideration to matching of revenue and
expenses and, as a result, certain expenses are capitalized when
incurred and then amortized over the life of the associated policies.
The valuation of assets and liabilities under U.S. GAAP is based in
part upon best estimate assumptions made by the insurer.
Stockholders’ equity represents both amounts currently available and
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amounts expected to emerge over the life of the business. As a result,
the values for assets, liabilities and equity reflected in financial state-
ments prepared in accordance with U.S. GAAP may be different
from those reflected in financial statements prepared under SAP,

REGULATION OF INVESTMENTS

Each of our U.S. insurance subsidiaries is subject to laws and
regulations that require diversification of its investment portfolio and
limit the amount of investments in certain asset categories, such as
below investment grade fixed maturities, equity real estate, other
equity investments and derivatives. Failure to comply with these laws
and regulations would cause investments exceeding regulatory limita-
tions to be treated as non-admitted assets for purposes of measuring
surplus, and, in some instances, would require divestiture of such
non-complying investments. We believe the investments made by our
U.S. insurance subsidiaries comply with these laws and regulations.

FEDERAL REGULATION

Oour variable life insurance and variable annuity products gen-
erally are “securities” within the meaning of federal and state securi-
ties laws. As a result, they are registered under the Securities Act of
1933 and are subject to regulation by the SEC, the NASD and state
securities authorities. Federal and state securities regulation similar to
that discussed below under “~ Securities Regulation” affect invest-
ment advice and sales and related activities with respect to these
products. In addition, although the federal government does not
comprehensively regulate the business of insurance, federal legisla-
tion and administrative policies in several other areas, including taxa-

tion, financial services regulation and pension and welfare benefits
regulation, can also significantly affect the insurance industry.

FEDERAL INITIATIVES

Although the federal government generally does not directly
regulate the insurance business, federal initiatives often and increas-
ingly have an impact on the business in a variety of ways. From time
to time, federal measures are proposed which may significantly
affect the insurance business, including limitations on antitrust
immunity, tax incentives for lifetime annuity payouts, simplifica-
tion bills affecting tax-advantaged or tax-exempt savings and retire-
ment vehicles, and proposals to modify or make permanent the
estate tax repeal enacted in 2001. In addition, various forms of
direct federal regulation of insurance have been proposed in recent
years. These proposals have included “The Federal Insurance
Consumer Protection Act of 2003” and “The State Modernization
and Regulatory Transparency Act.” The Federal Insurance
Consumer Protection Act of 2003 would have established compre-
hensive and exclusive federal regulation over all “interstate insurers,”
including all life insurers selling in more than one state. This pro-
posed legislation was not enacted. The State Modernization and
Regulatory Transparency Act would maintain state-based regulation
of insurance but would change the way that states regulate certain
aspects of the business of insurance including rates, agent and com-
pany licensing, and market conduct examinations. This proposed
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legislation remains pending. We cannot predict whether this or
other proposals will be adopted, or what impact, if any, such pro-
posals or, if adopted, such laws may have on our business, financial
condition or results of operation.

CHANGES IN TAX LAWS

Changes in tax laws could make some of our products less
attractive to consumers. For example, the gradual repeal of the fed-
eral estate tax, begun in 2001, is continuing to be phased in through
2010. The repeal and continuing uncertainty created by the repeal
of the federal estate tax has resulted in reduced sales, and could con-
tinue to adversely affect sales and surrenders, of some of our estate
planning products, including survivorship/second-to-die life insur-
ance policies. In May 2003, U.S. President George Bush signed into
law the Jobs and Growth Tax Relief Reconciliation Act of 2003,
which lowered the federal income tax rate on capital gains and cer-
tain ordinary dividends. This reduction may provide an incentive
for certain of our customers and potential customers to shift assets
into mutual funds and away from our products, including annu-
ities, that are designed to defer taxes payable on investment returns.

U.K. INSURANCE REGULATION

GENERAL

Insurance and reinsurance businesses in the U.K. are subject
to close regulation by the Financial Services Authority, or FSA. We
have U.K. subsidiaries that have received authorization from the
FSA to effect and carry out contracts of insurance in the UK. An
authorized insurer in the UK. is able to operate throughout the
European Union, subject to certain regulatory requirements of the
FSA and in some cases, certain local regulatory requirements.
Certain of our U.K. subsidiaries operate in other member states of
the European Union through the establishment of branch offices.

SUPERVISION

The FSA has adopted a risk-based approach to the supervi-
sion of insurance companies. Under this approach the FSA periodi-
cally performs a formal risk assessment of insurance companies or
groups carrying on business in the UK. After each risk assessment,
the FSA will inform the insurer of its views on the insurer’s risk pro-
file. This will include details of any remedial action that the FSA
requires and the likely consequences if this action is not taken.

The FSA also supervises the management of insurance com-
panies through the approved persons regime, by which any appoint-
ment of persons to perform certain specified “controlled functions”
within a regulated entity, must be approved by the FSA.

In addition, on January 14, 2005, the FSA began to supervise
the sale of general insurance, including payment protection insurance
and mortgage insurance. Under FSA rules, persons who are involved
in the sale of general insurance (including insurers and distributors)
are prohibited from offering or accepting any inducement in connec-
tion with the sale of general insurance that is likely to conflict materially

with their duties to insureds. Although the rules do not generally
require disclosure of broker compensation, the insurer or distributor
must disclose broker compensation at the insured’s request.

SOLVENCY REQUIREMENTS

Under FSA rules, insurance companies must maintain a mar-
gin of solvency at all times, the calculation of which in any particu-
lar case depends on the type and amount of insurance business a
company writes. Failure to maintain the required solvency margin is
one of the grounds on which wide powers of intervention conferred
upon the FSA may be exercised. In addition, an insurer that is part
of a group, is required to perform and submit to the FSA a solvency
margin calculation return in respect of the following;
> The solvency capital resources available to the European group to
which the U.K. insurance company belongs. The European
group is defined by reference to the UK. insurance company’s
ultimate parent company domiciled in the European Economic
Area. Currently, this requirement is only a reporting requirement.
However, after December 31, 2006, the FSA will be required to
take action where the solvency capital requirements of the
European group exceed that group’s available capital resources.
The solvency capital resources available to the worldwide group
to which the UK. insurance company belongs. The worldwide
group is defined by reference to the UK. insurance company’s
ultimate insurance parent company. This requirement is only a
reporting requirement.

RESTRICTIONS ON DIVIDEND PAYMENTS

English company law prohibits our U.K. subsidiaries from
declaring a dividend to their sharcholders unless they have “profits
available for distribution.” The determination of whether a com-
pany has profits available for distribution is based on its accumu-
lated realized profits less its accumulated realized losses.

STORE CARD INVESTIGATION

Antitrust authorities in the U.K. currently are investigating
the store card sector of the retail financial services market in the
U.K. to ascertain whether there are any characteristics that restrict
or distort competition in this market. As part of the investigation,
the authorities also are examining various insurance products sold to
store card holders. These products include payment protection
insurance, purchase protection and price protection. Our UK. pay-
ment protection insurance business currently underwrites each of
these products that are sold by one of the largest providers of store
cards in the UK. As part of that investigation, we recently received
an information request and we inrend to respond to that request in a
timely manner.

The antitrust authorities have until March 2006 to publish
their report and findings. We cannot predict the effect this investi-
gation may have on the store card sector in the UK., the sale of
insurance products linked to store cards or our payment protection
insurance business in the U.K.




CHANGE OF CONTROL

The acquisition of “contro!” of any U.K. insurance company
will require FSA approval. For these purposes, 2 party that “controls”
a UK. insurance company includes any company or individual that
(together with its or his associates) directly or indirectly acquires
10% or more of the shares in a U.K. authorized insurance company
or its parent company, or is entitled to exercise or control the exer-
cise of 10% or more of the voting power in such authorized insur-
ance company or its parent company. In considering whether to
approve an application for approval, the FSA must be satisfied that
both the acquirer is a fit and proper person to have such “control”
and that the interests of consumers would not be threatened by such
acquisition of “control.” Failure to make the relevant prior applica-

tion could result in action being taken against our U.K. subsidiaries
by the FSA.

INTERVENTION AND ENFORCEMENT

The FSA has extensive powers to intervene in the affairs of an
insurance company or authorized person and has the power, among
other things, to enforce, and take disciplinary measures in respect
of, breaches of its rules.

MORTGAGE INSURANCE

STATE REGULATION

General

Mortgage insurers generally are restricted by state insurance
laws and regulations to writing mortgage insurance business only.
This restriction prohibits our mortgage insurance subsidiaries from
directly writing other types of insurance. Mortgage insurers are not
subject to the NAIC's risk-based capital requirements, but are subject
to other capital requirements placed directly on mortgage insurers.
Generally, mortgage insurers are required by certain states and other
regularors to maintain a risk in-force to capital ratio not to exceed
25:1. As of December 31, 2004, none of our U.S. mortgage insur-
ance subsidiaries had a risk in-force to capital ratio in excess of 25:1.

Reserves

Our U.S. mortgage insurance subsidiaries are required under
state insurance laws to establish a special statutory contingency
reserve in their statutory financial statements to provide for losses in
the event of significant economic declines. Annual additions to the
statutory contingency teserve must equal the greater of (i) 50% of
earned premiums or (ii) the required level of policyholders position,
as defined by state insurance laws. These contingency reserves gen-
erally are held until che earlier of (i) the time that loss ratios exceed
35% or (ii) ten years. The statutory contingency reserve as of
December 31, 2004 for our U.S. mortgage insurance subsidiaries
was approximately $2.2 billion. This reserve effectively reduces our
U.S. mortgage insurance subsidiaries” ability to pay dividends and
other distributions because it reduces policyholders’ surplus.
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FEDERAL REGULATION

In addition to federal laws that directly affect mortgage insur-
ers, private mortgage insurers are affected indirectly by federal legis-
lation and regulation affecting mortgage originators and lenders, by
purchasers of mortgage loans such as Freddie Mac and Fannie Mae,
and by governmental insurers such as the FHA and VA. For exam-
ple, changes in federal housing legislation and other laws and regu-
lations that affect the demand for private mortgage insurance may
have a material effect on private mortgage insurers. Legislation or
regulation that increases the number of people eligible for FHA or
VA mortgages could have a marerially adverse effect on our ability to
compete with the FHA or VA.

The Homeowners Protection Act provides for the auromatic
termination, or cancellation upon a borrower’s request, of private
mortgage insurance upon satisfaction of certain conditions. The
Homeowners Protection Act applies to owner-occupied residential
mortgage loans regardless of lien priority and to borrower-paid
mortgage insurance closed after July 29, 1999. FHA loans are not
covered by the Homeowners Protection Act. Under the Home-
owners Protection Act, automatic termination of mortgage insur-
ance would generally occur once the loan-to-value ratio reaches
78%. A borrower generally may request cancellation of mortgage
insurance once the loan- to-value reaches 80% of the home’s origi-
nal value or when actual payments reduce the loan balance to 80%
of the home’s original value, whichever occurs earlier. For borrower-
initiated cancellation of mortgage insurance, the borrower must
have a “good payment history” as defined by the Homeowners
Protection Act.

The Real Estate Settlement and Procedures Act of 1974, or
RESPA, applies to most residential mortgages insured by private
mortgage insurers. Mortgage insurance has been considered in some
cases to be a “settlement service” for purposes of loans subject to
RESPA. Subject to limited exceptions, RESPA precludes us from
providing services to mortgage lenders free of charge, charging fees
for services that are lower than their reasonable or fair market value,
and paying fees for services that others provide that are higher than
their reasonable or fair market value. In addition, RESPA prohibits
persons from giving or accepting any portion or percentage of a
charge for a real estate settlement service, other than for services
actually performed, Although many states prohibit mortgage insur-
ers from giving rebates, RESPA has been interpreted to cover many
non-fee services as well. Both mortgage insurers and their customers
are subject to the possible sanctions of this law, which may be
enforced by HUD, state insurance departments and state attorneys
general and also provides for private rights of action.

In July 2002, HUD proposed a rule under RESPA entitled
“Simplifying and Improving the Process of Obtaining Mortgages to
Reduce Settlement Costs to Consumers.” Under this proposed rule,
lenders and other packagers of loans were given the choice of offer-
ing a “Guaranteed Mortgage Package” or providing a “Good Faith
Estimate” where the estimated fees are subject to a 10% tolerance.
Qualifying packages would be entitled to a “safe harbor” from
RESPA’s anti-kickback rules. Mortgage insurance is included in the
package “to the extent an upfront premium is charged.” In March 2004,
HUD withdrew the proposed rule but stated that it would reexam-
ine and possibly revise the proposed rule and resubmir it for public
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comment. It is unclear whether a revised rule will be proposed
and adopted or what impact it may have on the mortgage insur-
ance industry.

Maost originators of mortgage loans are required to collect
and report darca relating to a morcgage loan applicant’s race, nation-
ality, gender, marital status and census tract to HUD or the Federal
Reserve under the Home Mortgage Disclosure Act of 1975, or
HMDA. The purpose of HMDA is to detect possible impermissible
discrimination in home lending and, through disclosure, to discour-
age such discrimination. Mortgage insurers are not required to
report HMDA data although, under the laws of several states, mort-
gage insurers currently are prohibited from discriminating on the
basis of certain classifications. Mortgage insurers have, through
MICA, entered voluntarily into an agreement with the Federal
Financial Institutions Examinations Council to report the same data
on loans submitted for insurance as is required for most mortgage
lenders under HMDA.

INTERNATIONAL REGULATION

Canada

The Office of the Superintendent of Financial Institutions, or
OSFI, provides oversight to all federally incorporated financial insti-
tutions, including our Canadian mortgage insurance company.
OSFI does not have enforcement powers over market conduct issues
in the insurance industry. Market conduct issues are a provincial
tesponsibility. The Federal Bank Act, Insurance Companies Act and
Trust and Loan Companies Act prohibits Canadian banks, trust
companies and insurers from extending mortgage loans where the
loan value exceeds 75% of the property’s value, unless mortgage
insurance is obtained in connection with the loan. ‘As a result, all
mortgages issued by these financial institutions with loan-to-value
ratio exceeding 75% must be insured by a qualified insurer or the
CMHC. We currently are the only qualified private insurer.

In February 2005, as part of a periodic review of the federal
financial services regulatory framework, the Canadian Department
of Finance issued a consultation document seeking comment on a
wide variety of potential initiatives relating to the regulation of
financial services, including whether to remove the statutory
requirement for mortgage insurance on all loans with loan-to-value
raios greater than 75%. The consultation period concludes June 1,
2005, after which the Canadian government may produce draft pol-
icy proposals and its recommendations for regulatory changes, if
any. To the extent that amendments to this requirement are
adopted, they are expected to become effective in October 2006.
The removal of the statutory requirement for mortgage insurance,
in whole or in part, may result in a reduction in the amount of busi-
ness we write in future years in Canada.

We have an agreement with the Canadian government under
which it guarantees the benefits payable under a mortgage insurance
policy, less 10% of the original principal amount of an insured loan,
in the event that we fail to make claim payments with respect to that
loan because of insolvency. We pay the Canadian government a risk
premium for this guarantee and make other payments to a reserve

fund in respect of the government’s obligation. Because banks are
not required to maintain regulatory capital on an asset backed by a
sovereign guarantee, our 90% sovereign guarantee permits lenders
purchasing our mortgage insurance to reduce their regulatory capi-
tal charges for credit risks on mortgages by 90%.

The legislative requirement in Canada to obtain mortgage
insurance on high loan-to-value mortgages and the favorable capital
treatment given to financial institutions because of our 90% sover-
eign guarantee effectively precludes these financial institutions from
issuing simultaneous second mortgage products similar to those

offered in the U.S.

Australia

APRA regulates all financial institutions in Australia, includ-
ing general, life and mortgage insurance companies. Effective July 1,
2002, APRA provided new regulatory standards for all general
insurers, including mortgage insurance companies. APRA’s license
conditions currently require Australian mortgage insurance compa-
nies, including us, to be mono-line insurers, which are insurance
companies that offer just one type of insurance product.

APRA also sets authorized capital levels and regulates corpo-
rate govetnance requirements, including our risk management strat-
egy. In this regard, APRA reviews our management, controls,
processes, reporting and methods by which all risks are managed,
including a periodic review of outstanding insurance liabilities by an
approved actuary, and a reinsurance management strategy, which
ourlines our use of reinsurance in Australia.

In addition, APRA determines the capital requirements for
depository institutions and provides for reduced capital require-
ments for depository institutions that insure residential mortgages
with loan-to-value ratios above 80% (in the case of standard loans)
and, from October 1, 2004, with loan-to-value ratios above 60% (in
the case of non-standard type loans). APRAs regulations currently
require APRA-regulated lenders to determine the criteria for deter-
mining if a loan is a non-standard type loan. Currently, to be enti-
tled to this reduced capital requirement, the loan must be insured
with an “A” rated, or equivalently rated, mortgage insurance com-
pany that is regulated by APRA. Our insurance subsidiaries that
serve the Australian and New Zealand markets have financial-
strength ratings of “AA” (Very Strong) from S&P and Fitch and a
rating of “Aa2” (Excellent) from Moody’s. The “AA” rating is the
third-highest of S&P’s 21 ratings categories and the third-highest of
Fitch’s 24 ratings categories. The “Aa2” rating is the third-highest of
Moody’s 21 ratings categories.

APRA currently is proposing to increase the capital require-
ments that govern mottgage insurers in Australia, particularly in the
event of a severe recession accompanied by a significant decline in
housing values. If, after completing its review process, APRA con-
cludes that the capirtal requirements that currently govern mortgage
issuers are not sufficient and decides to increase the amount of capi-
tal required for mortgage insurers, we may, depending on the
amount of such increase, be required to increase the capital in our
Australian mortgage insurance business. This would reduce our
returns on capital from those operations.
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United Kingdom and Continental Europe

The UK. is a2 member of the European Union and applies
the harmonized system of regulation set out in the European Union
directives. Our authorization to provide mortgage insurance in the
U.K. enables us to offer our products in all the European Union
member states, subject to certain regulatory requirements of the
FSA and, in some cases, local regulatory requirementS. We can pro-
vide mortgage insurance only in the classes for which we have
authorization under applicable regulations and must maintain
required risk capital reserves. We are also subject to the oversight of
other regulatory agencies in other countries where we do business
throughout Europe. For more information about U.K. insurance
regulation that affects our mortgage subsidiaries that operate in the
U.K,, see “~ U.K. Insurance Regulation.”

OTHER NON-U.S. INSURANCE REGULATION

We operate in a number of countries around the world in
addition to the U.S., the U.K,, Canada and Australia. These coun-
tries include Mexico, Spain, Bermuda and a number of other coun-
tries in Europe. Generally, our subsidiaries (and in some cases our
branches) conducting business in these countries must obtain
licenses from local regulatory authorities and satisfy local regulatory
requirements, including those relating to rates, forms, capital,
reserves and financial reporting.

OTHER LAWS AND REGULATIONS

SECURITIES REGULATION

Cerrtain of our U.S. subsidiaries and certain policies and con-
tracts offered by them, are subject to various levels of regulation
under the federal securities laws administered by the SEC. Certain
of our U.S, subsidiaries are investment advisers registered under the
Investment Advisers Act of 1940. Certain of their respective
employees are licensed as investment advisory representatives in the
states where those employees have clients. Our U.S. investment
adviser subsidiaries also manage investment companies that are reg-
istered with the SEC under the Investment Company Act of 1940.
In addition, some of our insurance company separate accounts are
registered under the Investment Company Act of 1940. Some
annuity contracts and insurance policies issued by some of our U.S.
subsidiaries are funded by separate accounts, the interests in which
are registered under the Securities Act of 1933. Certain of our sub-
sidiaries are registered and regulated as broker/dealers under the
Securities Exchange Act of 1934 and are members of, and subject to
regulation by, the NASD, as well as by various state and local regula-
tors. The registered representatives of our broker/dealers are also
regulated by the SEC and NASD and are further subject to applica-
ble state and local laws.

These laws and regulations are primarily intended to protect
investors in the securities markets and generally grant supervisory
agencies broad administrative powers, including the power to limit
or restrict the conduct of business for failure to comply with such
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laws and regulations. In such event, the possible sancrions that may
be imposed include suspension of individual employees, limitations
on the activities in which the investment adviser or broker/dealer
may engage, suspension or revocation of the investment adviser or
broker/dealer registration, censure or fines. We may also be subject
to similar laws and regulations in the states and other countries in
which we provide investment advisory services, offer the products
described above or conduct other securities-related activities.
Certain of our U.S. subsidiaries also sponsor and manage
investment vehicles that rely on certain exemptions from registra-
tion under the Investment Company Act of 1940 and the Securities
Act of 1933. Nevertheless, certain provisions of the Investment
Company Act of 1940 and the Securities Act of 1933 apply to these
investment vehicles and the securities issued by such vehicles. The
Investment Company Act of 1940, the Investment Advisers Act of
1940 and the Securities Act of 1933, including the rules promul-
gated thereunder, are subject to change which may affect our U.S.
subsidiaries that sponsor and manage such investment vehicles.

ENVIRONMENTAL CONSIDERATIONS

As an owner and operator of real property, we are subject to
extensive U.S. federal and state and non-U.S. environmental laws
and regulations. Potential environmental liabilities and costs in con-
nection with any required remediation of such properties also is an
inherent risk in property ownership and operation. In addition, we
hold equity interests in companies and have made loans secured by
properties that could potentially be subject to environmental liabili-
ties. We routinely have environmental assessments performed with
respect to real estate being acquired for investment and real property
to be acquired through foreclosure. We cannot provide assurance
that unexpected environmental liabilities will not arise. However,
based upon information currently available to us, we believe that
any costs associated with compliance with environmental laws and
regulations or any remediation of such properties will not have a
material adverse effect on our business, financial condition or results
of operations.

ERISA CONSIDERATIONS

We provide certain products and services to certain employee
benefic plans that are subject to ERISA or the Internal Revenue
Code. As such, our activities are subject to the restrictions imposed
by ERISA and the Internal Revenue Code, including the require-
ment under ERISA that fiduciaries must perform their duties solely
in the interests of ERISA plan participants and beneficiaries and the
requirement under ERISA and the Internal Revenue Code that fidu-
ciaries may not cause a covered plan to engage in certain prohibited
transactions with persons who have certain relationships with respect
to such plans. The applicable provisions of ERISA and the Internal
Revenue Code are subject to enforcement by the U.S. Department of
Labor, the IRS and the Pension Benefit Guaranty Corporation.
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USA PATRIOT ACT

The USA Patriot Act of 2001, or the Patriot Act, enacted in
response to the terrorist attacks on September 11, 2001, contains
anti-money laundering and financial transparency laws and man-
dates the implementation of various new regulations applicable to
broker/dealers and other financial services companies including
insurance companies. The Patriot Act seeks to promote cooperation
among financial institutions, regulators and law enforcement
entities in identifying parties that may be involved in terrorism or
money laundering. Anti-money laundering laws outside of the U.S.
contain similar provisions. The increased obligations of financial
institutions to identify their customers, watch for and report suspi-
clous transactions, respond to requests for information by regula-
tory authorities and law enforcement agencies, and share
informartion with other financial institutions, require the imple-
mentation and maintenance of internal practices, procedures and
controls. We believe that we have implemented, and that we main-
tain, appropriate internal practices, procedures and controls to
enable us to comply with the provisions of the Patriot Act.

PRIVACY OF CONSUMER INFORMATION

U.S. federal and state laws and regulations require financial
institutions, including insurance companies, to protect the security
and confidentiality of consumer financial information and to notify
consumers about their policies and practices relating to their col-
lection and disclosure of consumer information and their policies
relating to protecting the security and confidentiality of that informa-
tion. Similarly, federal and state laws and regulations also govern the
disclosure and security of consumer health information. In particular,
regulations promulgated by the U.S. Department of Health and
Human Services regulate the disclosure and use of protected health
information by health insurers and others, the physical and proce-
dural safeguards employed to protect the security of that information
and the electronic transmission of such information. Congress and
state legislatures are expected to consider additional legislation relat-
ing to privacy and other aspects of consumer information.

In Europe, the collection and use of personal information is
subject to strict regulation. The European Union’s Data Protection
Directive establishes a series of privacy requirements that EU mem-
ber states are obliged to enact in their national legislation. European
countries that are not EU member states have similar privacy
requirements in their national laws. These requirements generally
apply to all businesses, including insurance companies. In general,
companies may process personal information only if consent has
been obtained from the persons concerned or if certain other condi-
tions are met. These other requirements include the provision of
notice to customers aﬂd Other persons COnCerning hOW their per-
sonal information is used and disclosed, limitations on the transfer
of personal information to countries outside the European Union,
registration with the national privacy authorities, where applicable,
and the use of appropriate information security measures against the
access or use of personal information by unauthorized persons.
Similar laws and regulations protecting the security and confiden-
tiality of consumer and financial information are also in effect in
Canada, Australia and other countries in which we operate.

ITEM 2.
PROPERTIES

We own our headquarters facility in Richmond, Virginia,
which consists of approximately 461,000 square feet in four build-
ings, as well as several facilities with approximately 462,000 square
feet in Lynchburg, Virginia. In addition, we lease approximartely
900,000 square feet of office space in 85 locations throughout the
U.S. We also own two buildings outside the U.S. with approximately
40,000 square feet, and we lease approximately 445,000 square feet
in various locations outside the U.S.

Most of our leases in the U.S. and other countries have lease
terms of three to five years, although some leases have terms of up to
ten years. Our aggregate annual rental expense under all these leases
was $31 million during the year ended December 31, 2004.

We believe our properties are adequate for our business as
presently conducted.

ITEM 3.
LEGAL PROCEEDINGS

We face a significant risk of litigation and regulatory investi-
gations and actions in the ordinary course of operating our busi-
nesses, including the risk of class action lawsuits. Our pending legal
and regulatory actions include proceedings specific to us and others
generally applicable to business practices in the industries in which
we operate. In our insurance operations, we are or may become sub-
ject to class actions and individual suits alleging, among other
things, issues relating to sales or underwriting practices, payment of
contingent or other sales commissions, claims payments and proce-
dures, product design, disclosure, administration, additional pre-
mium charges for premiums paid on a periodic basis, denial or delay
of benefits and breaches of fiduciary or other duties to customers.
Plaintiffs in class action and other lawsuits against us may seek very
large or indeterminate amounts, including punitive and treble dam-
ages, which may remain unknown for substantial periods of time.
We are also subject to various regulatory inquiries, such as informa-
tion requests, subpoenas and books and record examinations, from
state and federal regulators and other authorities. A substantial legal
liability or a significant regulatory action against us could have an
adverse effect on our business, financial condition and results of
operations. Moreover, even if we ultimately prevail in the litigation,
regulatory action or investigation, we could suffer significant repu-
tational harm, which could have an adverse effect on our business,
financial condition and results of operations.

Recently, the insurance industry has become the focus of
increased scrutiny by regulatory and law enforcement authorities
concerning certain practices within the insurance industry. This
scrutiny includes the commencement of investigations and other
proceedings by the New York State Attorney General and other gov-
ernmental authorities relating to allegations of improper conduct in
connection with the payment of, and the failure to disclose, contin-
gent commissions by insurance companies to insurance brokers and
agents, the soliciration and provision of fictitious or inflated quotes
and the use of inducements to brokers or companies in the sale of
insurance products. We have not received a subpoena or inquiry
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from the State of New York with respect to these matters. As part of
industry-wide inquiries in this regard, we have received inquiries
and informational requests from federal and state regulatory author-
ities. We are cooperating with these regulatory authorities in con-
nection with their inquiries.

Recent industry-wide inquiries also include those regarding
market timing and late trading in variable annuity contracts, vari-
able annuity sales practices/exchanges and electronic communica-
tion document retention practices. In this regard, we responded in
late 2003 to a New York State Attorney General subpoena regarding
market timing and late trading in variable products and mutual
funds. We have not received any further inquiries from the New
York State Attorney General regarding this matter.

Although we do not believe that the current investigations and
proceedings will have a material adverse effect on our business, finan-
cial condition or results of operations, we cannot assure you that this
will be the case. In addition, it is possible that related investigations
and proceedings may be commenced in the future, and we could
become subject to further investigations and have lawsuits filed
against us. In any event, increased regulatory scrutiny and any result-
ing investigarions or proceedings could result in new legal precedents
and industry-wide regulations or practices that could adversely affect
our business, financial condition and results of operation.

In our investment-related operations, we are subjecr to, and
may become subject to further, litigation involving commercial dis-
putes with counterparties or others and class action and other litiga-
tion alleging, among other things, that we made improper or
inadequate disclosures in connection with the sale of assets and
annuity and investment products or charged excessive or impermis-
sible fees on these products, recommended unsuitable products to
customers or breached fiduciary or other duties to customers. We
are also subject to litigation arising out of our general business activ-
ities such as our contractual and employment relationships.

One of our insurance subsidiaries is named as a defendant in
a lawsuit, McBride v. Life Insurance Co. of Virginia dba GE Life and
Annuity Assurance Co., related to the sale of universal life insurance
policies. The complaint was filed on November 1, 2000, in Georgia
state court, as a class action on behalf of all persons who purchased
certain universal life insurance policies from that subsidiary and
alleges improper practices in connection with the sale and adminis-
tration of universal life policies. The plaintiffs sought unspecified
compensatory and punitive damages. On December 1, 2000, we
removed the case to the U.S. District Court for the Middle District
of Georgia. We have vigorously denied liability with respect o the
plaintiff’s allegations. Nevertheless, to avoid the risks and costs asso-
ciated with protracted litigation and to resolve our differences with
policyholders, we agreed in principle on October 8, 2003 to sertle
the case on a nationwide class basis with respect to the insurance
subsidiary named in the tawsnit. The settlement provides benefits to
the class, and allows us to continue to serve our customers” needs
undistracted by disruptions caused by litigation. The court gave
final approval to the settlement on August 12, 2004, In the third
quarter of 2003, we accrued $50 million in reserves relating to this
litigation, which represents our best estimate of bringing this matter
to conclusion. The precise amount of payments in this matrer can-
not be estimated because they are dependent upon the number of
individuals who ultimately will seek relief in the claim form process

partl

of the class settlement, the identity of such claimants and whether
they are entitled to relief under the settlement terms and the nature
of the relief to which they are entitled. That process is currently
underway. In addition, approximately 650 class members elected to
exclude themselves from the class action settlement. In the fourth
quarter of 2004, we reached an agreement in principle to settle the
threatened claims of policyholders who had excluded approximately
500 policies from the class action settlement. At that time, we
accrued a reserve for the setclement in principle. We have also been
named as a defendant in six lawsuits brought by 67 class members
who elected to exclude themselves from the class action settlement.
We cannot determine ar this point whether or how many other class
members who have excluded themselves from the class action will
initiate individual actions against us, or the effect of such suits or
claims, including the six pending lawsuits, on our financial condi-
tion, results of operations or business repuration,

One of our mortgage insurance subsidiaries is named as a
defendant in two lawsuits filed in the U.S. District Courr for the
Northern District of Wlinois, William Portis et al. v. GE Mortgage
Insurance Corp. and Karwo v. Citimorigage, Inc. and General Electric
Mortgage Insurance Corporation. The Portis complaint was filed on
January 15, 2004, and the Karwo complaint was filed on March 15,
2004. Each action seeks certification of a nationwide class of con-
sumers who allegedly were required to pay for our private mortgage
insurance at a rate higher than our “best available rate,” based upon
credit information we obtained. Each action alleges that the FCRA
requires notice to such borrowers and that we violated the FCRA by
failing to give such notice. The plaintiffs in Portis allege in the com-
plaint that they are entitled to “actual damages” and “damages
within the Court’s discretion of not more than $1,000 for each sep-
arate violation” of the FCRA. The plaintiffs in Karwo allege that
they are entitled to “appropriate actual, punitive and statutory dam-
ages” and “such other or further relief as the Court deems proper.”
Similar cases were filed against six other mortgage insurers. Two of
those cases, both in the Middle District of Florida, wete dismissed
after class certification was denied. Class allegations have been
stricken from the complaint in a third case because plaintiffs’ coun-
sel failed to meet a filing deadline. We intend to defend vigorously
against the actions to which we are a party, but we cannot predict
their outcome.

We agreed to an injunction as part of a September 2002 set-
tlement of a putative class action, Douglas v. General Electric
Morigage Insurance Corporation, dba General Electric Capital
Mortgage Insurance, and General Electric Mortgage Insurance
Corporation of North Carolina, dba General Electric Capital
Morrgage Insurance, alleging that we violated RESPA by providing
items of value to induce lenders to refer mortgage insurance busi-
ness to it. The complaint was filed on December 15, 2000, in the
United States District Court for the Southern District of Georgia.
Pursuant to the sertlement, we paid $9 million in damages and
other costs of settlement. The injuncrion, which expired on
December 31, 2003, provides that so long as certain products and
services challenged in the lawsuit, including contract underwriting,
captive reinsurance arrangements and certain other products and
services, meet the minimum requirements for risk transfer and cost
recovery specified in the injunction, they will be deemed to be in
compliance with RESPA, thus barring lawsuits by class members for
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any morcgage insurance-related claim in connection with any loan
transaction closed on or before December 31, 2003. The class mem-
bers gave a general release to our mortgage insurance subsidiary,
lenders and the GSEs for all claims on insurance commitments
issued December 17, 1997 through December 31, 2003, including
claims under RESPA and related state law claims. In accordance
with the terms of the injunction, we provide contract underwriting
services pursuant to written agreements with lenders at fees that
cover our marginal costs of providing these services.

It is not clear whether the expiration of the injunction will
lead to new lirigation by individuals or governmental authorities for
monetary relief and/or additional injunctive relief under RESPA
and state law against mortgage insurers, including us. Any future
claims made against us could allege either that we violated the terms
of the injunction or that our pricing structures and business prac-
tices violate RESPA or state laws after the expiration of the injunc-
tion. We cannot predict whether our pricing structure or business
practices, including any changes adopted in response to any changes
by our competitors in their pricing structure or business practices or
otherwise, or whether any services we or they may provide to mort-
gage lenders, could be found to violate RESPA, any future injunc-
tion that might be issued, or state laws.

One of our subsidiaries is involved in an arbitration regarding
our delegared underwriting practices. A mortgage lender that
underwrote loan applications for mortgage insurance under our del-
egated underwriting program commenced the arbitration against us
in 2003 after we rescinded policy coverage for a number of mort-
gage loans underwritten by that lender. We rescinded coverage
because we believe those loans were not underwritten in compliance
with applicable program standards and underwriting guidelines.
However, the lender claims that we improperly rescinded coverage.
We believe our maximum exposure in the arbitration, based upori
the risk in force on the rescinded coverage on loans that are delin-
quent, is currently approximately $20 million. We believe we had
valid reasons to rescind coverage on the disputed loans and therefore
believe we have meritorious defenses in the arbitration. We intend
to contest vigorously all the claims in this arbitration.

One of our insurance subsidiaries is a defendant in five law-
suits brought by individuals claiming that William Maynard, one of
our former dedicated sales specialists, and Anthony Allen, one of
our former independent producers, converted customer monies and
engaged in various fraudulent acts. The five cases are Monger .
Allen, Maynard and GE Life and Annuity Assurance Company
(“GELAAC”) (filed Ocrober 24, 2003), Warfel v. Allen, Maynard,
adVenture Publishing and GELAAC (filed February 6, 2004),

Hanrick v. Allen, Maynard and GELAAC (filed March 10, 2604},
Modlin v. Allen, et al. (filed June 17, 2004), and Clark v. Allen, 66 et
al. (filed June 25, 2004). The Monger and Hanrick cases have been
settled. The remaining three cases are in their preliminary stages and
are pending in the state court of Cumberland County, North
Carolina. The suits allege that GELAAC failed to properly supervise
Allen and Maynard and that GELAAC is responsible for Allen’s and
Maynard’s conduct. Specifically, Monger alleged conversion, negli-
gence, fraudulent misrepresentation, constructive fraud, unfair and
deceptive trade practices, violations of the Investment Company
Act of 1940 and negligent supervision., Warfe/alleged breach of con-
tract, conversion, breach of fiduciary duty, fraud, constructive
fraud, negligent misrepresentation, negligent supervision and unfair
and deceptive trade practices. Hanrick alleged conversion, negli-
gence, fraudulent misrepresentation, constructive fraud, unfair and
deceptive trade practices and negligent supervision, Mod/in and
Clark make similar allegations. The rotal amount allegedly invested
by the plaintiffs in the three unresolved actions is approximately
$883,000. The plaintiff in Warfel seeks damages of $1.4 million,
and the plaintiffs in Modlin and Clark seek unspecified compensa-
tory damages. In addition, each plaintiff seeks treble damages, as
well as punitive damages of an unspecified amount. Additionally, in
the fourth quarter of 2004, we reached an agreement in principle to
settle the threatened claims of a putative class of individuals who
had dealings with Allen and Maynard. At that time we accrued a
reserve for the sertlement in principle. In October, 2003, Allen and
Maynard were arrested and charged with conversion in Cumberland
County, North Carolina for allegedly failing to remit $30,000 in
premiums that they received from a client to GELAAC. Allen has
also been indicted in Cumberland County, North Carolina for con-
verting the funds of numerous other individuals. Although we can-
not determine the ultimate outcome of these suits, we do not believe
they will have a material effect on our financial condition or results
of operations. However, we cannot determine whether any related
or similar suits or claims will be asserted against us in the future, or
the effect of such suits or claims on our financial condition, results
of operations or reputation.

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

Not applicable.




PART I1
ITEM 5.

MARKET FOR REGISTRANT’S COMMON EQUITY
AND RELATED STOCKHOLDER MATTERS

MARKET FOR COMMON STOCK

Qur Class A Common Stock is listed on the New York Stock
Exchange under the symbol “GN'W.” The following table sets forth
the high and low intraday sales prices per share of our Class A
Common Stock, as reported by The New York Stock Exchange,
since the IPO for the periods indicated.

Lomew Low
2004
Second Quarter (from May 25, 2004) $23.04 81875
Third Quarter $23.99  $20.75
Fourth Quarcer $27.84  $22.77

As of December 31, 2004, we had 48 holders of record of our
Class A Common Stock.

All the shares of Class B Common Stock are owned by
GEFAHLI, and there is no public market for these shares.

DIVIDENDS

Since the IPO, we declared quarterly dividends of $0.065 per
share of common stock on September 8, 2004 and December 1,
2004 and paid these dividends on October 27, 2004 and January 27,
2005, respectively. The declaration and payment of future dividends
to holders of our common stock will be at the discretion of our
board of directors and will depend upon many factors, including
our financial condition, earnings, capital requirements of our oper-
ating subsidiaries, legal requirements, regularory constraints and
other factors as the board of directors deems relevant.

We are a holding company and have no direct operations. Asa
result, our ability to pay dividends in the future will depend on
receiving dividends from our subsidiaries. Our insurance subsidiaries
are subject to the laws of the jurisdictions in which they are domi-
ciled and licensed and consequently are limited in the amount of div-
idends that they can pay. See “Item 1. — Business ~ Regulation.”

RECENT SALES OF UNREGISTERED SECURITIES

Genworth Financial, Inc. was incorporated on October 23,
2003 under the laws of the State of Delaware. In connection with
our formation, we issued 1,000 shares of common stock for $1,000
to GEFAHI, pursuant to the exemption provided by Section 4(2) of
the Securities Act of 1933,

In connection with our corporate reorganization on May 24,
2004, we issued to GEFAHI 489.5 million shares of our Class B
Common Stock, $600 million of our Equity Units, $100 million of
our Series A Preferred Stock, a $2.4 billion short-term note and a
$550 million contingent non-interest-bearing note, all pursuant to
the exemption provided by Section 4(2) of the Securities Act of 1933.

ITEM 6.
SELECTED HISTORICAL AND PRO FORMA
FINANCIAL INFORMATION

The following table sets forth selected historical combined
and pro forma financial information. The selected historical finan-
cial information as of December 31, 2004 and 2003, and for the
years ended December 31, 2004, 2003 and 2002 has been derived
from our financial statements, which have been audited by KPMG
LLP and are included elsewhere in this annual report. The selected
pro forma financial information for the year ended December 31,
2004 is unaudited and has been derived from our financial state-
ments. You should read this information in conjunction with the
information under “ltem 7. — Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” our
financial statements, the related notes and the accompanying inde-
pendent registered public accounting firm’s report (which refers to a
change in accounting for certain nontraditional long-duration con-
teacts and for separate accounts in 2004, variable interest entities in
2003 and goodwill and other intangible assets in 2002), which are
included elsewhere in this Annual Report.

In connection with the IPQ, we acquired substantially all of
the assets and liabilities of GEFAHI. We also acquired certain other
insurance businesses that were owned by other GE subsidiaries but
managed by members of the Genworth management team. These
businesses include international mortgage insurance, payment pro-
tection insurance based in Europe, a Bermuda reinsurer and mort-
gage contract underwriting. In consideration for the assets that we
acquired and the liabilities that we assumed in connection with our
corporate reorganization, we issued to GEFAHI 489.5 million
shares of our Class B Common Stock, $600 million of our Equity
Units, $100 million of our Series A Preferred Stock, a $2.4 billion
note and the $550 million Contingent Note. Shortly after the com-
pletion of the IPO, we refinanced the $2.4 billion note with
$1.9 billion of senior notes and $500 million of commercial paper.

We have prepared our financial statements as if Genworth had
been in existence throughout all relevant periods. Our historical finan-
cial information and statements include all businesses that were owned
by GEFAH], including those that were not transferred to us, as well as
the other insurance businesses that we acquired from other GE sub-
sidiaries, each in connection with our corporate reorganization.

Prior to the completion of the IPO, we entered into several sig-
nificant reinsurance transactions with UFLIC, an indirect, wholly-
owned subsidiary of GE. As part of these transactions, effective as of
January 1, 2004, we ceded to UFLIC policy obligations under our
structured settlement contracts, which had reserves of $12.0 billion,
and our variable annuity contracts, which had general account
reserves of $2.8 billion and separate account reserves of $7.9 billion,
each as of December 31, 2003. These contracts represent substantially
all of our contracts that were in force as of December 31, 2003 for
these products. In addition, effective as of January 1, 2004, we ceded
to UFLIC policy obligations under a block of long-term care insur-
ance policies that we reinsured from Travelers, which had reserves of
$1.5 billion, as of December 31, 2003. In the aggregate, these blocks
of business did not meet our target return thresholds, and although
we remain liable under these contracts and policies as the ceding
insurer, the reinsurance transactions have the effect of transferring the
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financial results of the reinsured blocks to UFLIC. In addition, as part
of the reinsurance transactions, UFLIC ceded to us substantially all of
its in-force blocks of Medicare supplement insurance. As of
December 31, 2003, these blocks of business had aggregate reserves of
$19 million.
The unaudited pro forma financial information set forth
below reflects our historical financial information, as adjusted to
give effect to the transactions described under “Item 6. — Selected
Historical and Pro Forma Financial Information,” as if each had
occurred as of January 1, 2004. The following transactions are
reflected in the pro forma financial information:
> the removal of certain businesses of GEFAHI that were not trans-
ferred to us in connection with our corporate reorganization;

> the reinsurance transactions with UFLIC, including a capital
contribution of $1.836 billion to UFLIC;

> the issuance of equity and debt securities to GEFAHI in
exchange for the assets that we acquired and the liabilities that
we assumed in connection with our corporate reorganization;

> the issuance and sale of $1.9 billion aggregate principal amount
of senior notes and $300 million of commercial paper; and

> the other adjustments described below in the notes to the unau-
dited pro forma financial information.

The unaudited pro forma financial information below is based
upon available information and assumptions that we believe are rea-
sonable. The unaudited pro forma financial information is for illus-
trative and informational purposes only and is not intended to
represent or be indicative of what our results of operations would have
been had the transactions described above occurred on the dates indi-
cated. The unaudited pro forma financial information also should not
be considered representative of our future results of operations.

In addition to the pro forma adjustments to our historical
statement of earnings, various other factors will have an effect on
our financial condition and results of operations, including those
discussed under “Item 7. — Management’s Discussion and Analysis
of Financial Condition and Results of Operations.”

For information regarding dividends we declared since the
IPO, see “Item 5. — Market for Registrant’s Common Equity and
Related Stockholder Matters — Dividends.” For information regard-
ing dividends we declared before the IPO, see “Item 7. —
Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Liquidity and Capital Resources.”

HISTORICAL PRO FORMA

(AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2004 20030 2002 2001 2000(2) .......... 2004
Statement of Earnings Information

Revenues:

Premiums $ 6,559 $ 6,707 % 6,107 $ 6,012 $ 5,233 $ 6,388
Net investment income 3,648 4,051 3,979 3,895 3,678 3,160
Net realized investment gains 26 10 204 201 262 23
Policy feesand otherincome 824 ] ML ECE T LO33 664
Total revenues 1,057 ... 11683 122 EELL LR 10226 ..10:235
Benefits and expenses:

Benefits and other changes in policy reserves 4,804 5,270 4,640 4,474 3,586 4,340
Interest credited 1,432 1,624 1,645 1,620 1,456 1,319
Underwriting, acquisition, and insurance expenses, net of deferrals 1,812 1,916 1,808 1,823 1,813 1,657
Amortization of deferred acquisition costs and intangibles® 1,154 1,351 1,221 1,237 1,394 1,052

Interest expense

Total benefits and expenses

Earnings from continuing operations before income taxes
Provision for income taxes

Basic $ 234 85 198 8 28 8 2

Diwed s 23 s 198 sae s 230

Sharesousstanding:®™

B e 4895 4895 . 895 489.5

Diluted 490.5 489.5 i89.5 490.5
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HISTORICAL PRO FORMA

YEAR ENDED
DECEMBER 31,

{AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) L2004 2003772002 2001 0 2000% 2004
Selected Segment Information

Total revenues:

Protection $ 6,064 $ 6143 $ 5,605 $ 5443 $ 4,917 $ 5,935
Retirement Income and Investments 3,361 3,803 3,756 3,721 3,137 2,891
Mortgage Insurance 1,090 982 946 965 895 1,090
Affinity™@ 218 566 588 687 817 -
Corporateand Other 324 .. 189 B4 285 460 319
Total $11,057 $ 11,683 $ 11,229 $ 11,101 $ 10,226 $10,235

Net earnings (loss) from continuing operations:
Protection $

528 $ 487 $ 554 $ 538 $ 492 $ 527

Retirement Income and Investments 153 151 186 215 250 148
Mortgage Insurance 426 369 451 428 414 426
Affinity@ (14) 16 3 24 (13) -
Corporateand Other 52 Ga w2 o 132 29
Total $ 1,145 $ 969 $ 1,380 $ 1,231 $ 1,275 $ 1,130

{AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

Statement of Financial Position Information
Total investments
All other assets

Total assets

$ 65,747 $ 78,693 $ 72,080 $ 62,977 $54,978
38,131 24,738 45,277 41,021 44,598

$103,878 $103,431 $117,357 £103,998 $99,576

Policyholder liabilities
Non-recourse funding obligations”
Short-term borrowings

Long-term borrowings

All other liabilities

Total liabilities

$ 69,262 $ 66,545 $ 63,195 $ 55,900 $48,291

900 600 - - -
559 2,239 1,850 1,752 2,258
2,442 529 472 622 175
17,849 17,718 35,088 31,559 35,865

$ 91,012 $ 87,631 $100,605 $ 89,833 $86,589

Accumulated nonowner changes in stockholders’ interest
Total stockholders interest

U.S. Statutory Information®

Statutory capital and surplus

Asset valuation reserve

$ 1,609 $ 1,672 $ 835 $  (664) $ (424)

12,866 15,800 16,752 14,165 12,987
6,463 7,021 7,207 7,940 7,119
427 413 390 477 497

(1) On August 29, 2003, we sold our Japanese life insurance and domestic auso and homeowners'
Insurance businesses for aggregate cash proceeds of approximately $2.1 billion, consisting of
$1.6 billion paid 1o us and 30.5 billion paid 1o other GE affiliates, plus pre-closing dividends.
See note 5 to our financial statements, included in Item 8 of this Annual Report.

(2) During 2000, we consummated three significant business combinarions:
> In July 2000, we reinsured 90% of Travelers' long-term care insurance portfolio and

acquired certasn related assets for $411 million;
> InApril 2000, we acquired Phoenix American Life Insurance Company for $284 million; and
> Effecrive March 2000, we acquired the insurance policies and related assers of Toho Mutual Life
Insurance Company. Our Japanese life insurance business assumed $21.6 billion of policyholder
liabilities and $0.3 billion of accounts payable and accrued expenses and acquired $20.3 billion
in cash, i and other tangible assess tbmugfz this transaction. We soM this business on
August 29, 2003, and its resulss have been p d a5 discontinued op

(3) As of January 1, 2002, wendopted Statement amewma.lAzmunnngStandardr 1 42 Goodwill and
Other Intangible Assets, 474, in accordance with its provisions, disconsinued amoriization of good-
will Goodwill amortization was $84 million and $70 million for the years ended December 31,
2001 and 2000, respecrively, excluding goodswill amortization included in discontinued operations.

(4) Net aperating earnings for the year ended December 31, 2004 were $1,044 million, We define
ner operating earnings as pro forma net earnings from continuing operations, excluding pro

forma after-tax net realized investment gains and losses (which can flucruate significantly from
period to period), changes in accounting principles and non-recurring, infrequent or unusual
items. There were no non-recurring, infrequent or unusual items excluded from pro forma net
operating earnings for the year ended December 31, 2004, other than an IPO-related net rax
benefit and a gain related to our waiver of contractual rights under an oussourcing services
agreement with GE' global business processing operation, 60% of which was sold in the fourth
quarter of 2004. We believe that analysis of net operating earnings enbances understanding
and comparability of performance by highlighting underlying business activity and profirability
drivers. However, net operating earnings should not be viewed as a substitute for GAAP net
earnings. In addition, our definition of net operating earnings may differ from the definitions

used by other companies. The following table provides a reconciliation of pro forma net operat-
ing earnings (as defined above) to pro forma net earnings from continuing operations:

YEAR ENDED DECEMBER 31,

(poLtaR AMOUNTS INMILLIONS) . 2004
Pro forma net earnings from continuing operations $1,130
Pro forma net realized (gains) on investments, net of taxes (15)
Net tax benefit related to initial public offering (46)
Gain on outsourcing services agreement, netoftaxes 23
Net operating earnings $1,044

(5) Basic and diluted net earnings from continuing operations per share for the year ended December 31,
2004 are calculated by dividing the net earnings from continuing operations by 489.5 million
weighted average basic shares ourstanding and by 490.5 million weighted average diluted shares
ousstanding, respectively. Basic and diluted net earnings from continuing operations per share for
the years ending December 31, 2003 and 2002 were calculated by dividing net earnings from
continuing operations by 489.5 million pro forma shares oustanding. The number of shares
used in our calcularion of diluted earnings per share increased in 2004 due to additional shares
of Class A Commeon Stock sssuable under stock options and restricted stock units and is calculated
using the treasury method.

(6) Reflects the results of businesses that were owned by GEFAHI but wers not transferred to us in
connecsion with our corporate reorganization, including (a) the Partnership Marketing
Group business, (b) an institutional asset management business, and (c) several ather small
businesses that were not part of our core ongoing business. See “fiem 7. — Managements
Discussion and Analysis of Financial Condition and Results of Operations — Overview — Our
historical and pro forma financial information.”

(7) For a description of the non-recourse funding obligations, see note 14 to the financial state-
ments included in Item 8 of this Annual Report.

(8) Includes statutory capital and surplus and statutorily required contingency reserves held by our
U.S. mortgage insurance subsidiaries. In December 2004, our U.S. morigage insurance
business released $700 million of statutory contingency reserves and paid thar amount as a
dividend to the holding company of that business.
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PRO FORMA FINANCIAL INFORMATION

PRO FORMA
ADJUSTMENTS PRO FORMA PRO FORMA

— EXCLUDED ADJUSTMENTS ADJUSTMENTS

ASSETS AND — REINSURANCE — CAPITAL
{AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) _MISTORICAL  LIABILITIES TRANSACTIONS STRUCTURE  PRO FORMA
Revenues:
Premiums $ 6,559 $ (80)% $ Ov? $ - $ 6,388
Net investment income 3,648 7y% 431)% - 3,160

ay” (2977
Ner realized investment gains 26 3y - - 23
Policy fees and other income 824 Qo3 67 A 664
Total revenues 11,057 (214) (608) - 10,235
Benefits and expenses:
Benefits and other changes in policy reserves 4,804 71y (393)% - 4,340
Interest credited 1,432 - (113 - 1,319
Underwriting, acquisition, and insurance expenses, net of deferrals 1,812 (117y% (38)¢ - 1,657
Amortization of deferred acquisition costs and intangibles 1,154 46y~ (56Y9 - 1,052
Interest expense 217 - - 40y? 243
12¢
"z ‘
.......................................................................................................................................................................... 7
Total benefits and expenses 9,419 (234) (600) 26 8,611
Earnings from continuing operations before income taxes 1,638 20 (8) (26) 1,624
Provision for income taxes 493 14% 47 (8y? 494
............................................................................................................................... O

Ner earnings from continuing operations $ 1,145 $ 7 $ 4@ $(18) $ 1,130
Net earnings from continuing operations per share:
Basic $ 234 $ 231
Diluted $ 233 $ 230
Number of shares outstanding:
Basic 489.5 489.5
Diluted 490.5 490.5

() Reflects adjusements to exclude amounts included in our historical earnings relating to results
of operations of businesses (formerly reported in our Affinity segment) that were not ransferred
10 us. The exclusion of these businesses from our historical financial statements was accounted
for as a pre-IPO dividend 10 GEFAHI in 2004,

(6) Reflects adjustments to exclude amounts included in our historical earnings relating to results
of operations of certain investment partnerships that were not transferred to us. The exclusion
of these partnerships from our historical financial statements was accounted for as a pre-IPO
dividend ro GEFAHI in 2004.

(¢) Reflects adjustments to exclude amounts included in our historical earnings relating ro net
realized investment (gains) losses and related income tax benefirs, antributable to sales of
Affinity segment assets, In our historical financial statements, net realized (gains) losses are
reflecred in the Corporate and Other segment.

(d) Reflects adjustements to record the effects of the reinsurance transactions we entered into with,
and the related conrribution we made ro, UFLIC, an indirect subsidiary of GE. As part of
these rransactions, effective as of January 1, 2004, we ceded to UFLIC policy obligations
under our structured settlement contracts and our variable annuity contracts. In addition,
effective as of January 1, 2004, we ceded to UFLIC policy obligations under a block of lang-
term care insurance policies. As part of the reinsurance transactions, UFLIC ceded to us sub-
stantially all of its in-force blocks of Medicare supplement insurance, Prior to the completion
of our corporate reorganization on May 24, 2004, the results of operation of UFLIC were
included in our historical results. The unaudited pro forma earnings informarion gives effect
t0 the reinsurance transactions as if each occurred as of January 1, 2004 and excludes the
effects of all ceded reinsured contracts thar were issued before January 1, 2004. We have con-
tinued to sell variable annuities and structured settlements after completion of the reinsurance
transactions and we are retaining thar business for our own account, subject to third party
reinsurance in the ordinary course of business.

Under the reinsurance transactions, we recetve an expense allowance to reimburse us for costs
we incur to service the reinsured blocks. Actual costs and expense allowance amounss will be
determined by expense studies to be conducted periodically. The pro forma adjustments have been
prepared assuming that aceual costs incurred during the pro forma periods, as determined under
our historical cost structure and atllocation methods, were veimbursed by an expense allowance.

(e) Concurrently with the reinsurance transactions described in note (d), we contributed $1.836 bil-
lion of capiral to UFLIC, which primarily represented the excess statutory capital in our insur-
ance subsidiaries, after giving effect to the reinsurance transactions. Because a significant
portion of the assets contributed to UFLIC were not owned for the entire peviod from January I,

2004 until the date of the capital contribution, the pro forma adjustments to reduce nes
investment income and net realized investment gains related to the transferred assets were
based upon a proportional allocation of investment income from the investment assets bistorically
identified as (1) supporting the blocks of business reinsured in the reinsurance transactions, and
(2) representing surphus of the subsidiaries providing assets that were contributed to UFLIC,

(F) Reflects adjustments 10 exclude the interest expense included in our bistorical earnings, adjusted
Jor qualified hedge effects, on commercial paper issued by GEFAHI of $1,696 million and shors-
term borrowings from GE Capital of $800 million. The commercial paper, short-term borrow-
ings and related devivative conrracts liabilities were not transferred to us in connection with our
corporate reorganization.

(¢) Reflects adjustments o record (1) interest expense and contract adjustment payments on $600 mil-
lion of our Equity Units and (2) dividends payable on $100 million of our mandazorily
redeemable Series A Cumulative Preferred Stock. The senior notes forming part of the Equity Units
accrue inserest ar the rate of 3.84% per year, and the purchase contracts forming part of the Equity
Units accrue consract adjusment payments at the vate of 2.16% per year. The Series A Preferved
Stock accrues dividends at the rate of 5.25% per year, which is recorded as interest expense. Both the
Equity Units and the Series A Preferred Stock were issued to GEFAHI on May 24, 2004 in connec-
vion with our corporare reorganization, and the interest expense and contract adjustment payments
on these securities are included in our historical financial results from that date. GEFAHI sold all
the Equity Units and Series A Preferved Stock in public offerings concurrent with our IPO.

(h) Reflects adjustments 10 record interest expense on our obligation under the Tax Matters Agreement
with GE. Inserest accretion on the Tax Marters Agreement is reflected in our historical financial
results from May 24, 2004, the date of our corporate reorganization, at the rate of 5.72% per year.

(i} Reflects adjustments to record interest expense, net of the impact of hedging arrangements, on long-
term borrowings pursuant to $1.9 billion aggregate principal amount of senior notes and $500
million of commercial paper. The effective interest rates for the senior notes (giving effect 1o hedging
arrangements) are as follows: 3.53% per year for the $500 million of 2007 notes, 4.48% per year
Sor the $500 million of 2009 notes, 5.51% per year for the $600 million of 2014 notes, and
6.35% per year for the $300 million of 2034 notes. The weighted-average interést rate on com-
mercial paper outstanding as of December 31, 2004 was 2.38%, the pro forma adjusrments have
been prepared using the rate assumed at the time of our corporate reorganization, which was
1.07%. Inserest expense on these borrowings is included in our historical financial resulrs from the
issuance of the senior notes on June 15, 2004 and the commercial paper on June 9, 2004,

() Reflects an adjustment to record the tax impact on other pro forma earnings adjustments ar a
rate of 35%.
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ITEM 7.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition
and results of operations should be read in conjunction with our
audited historical financial statements and related notes as well as the
pro forma financial information and related notes included herein.

RISK FACTORS

Our business is subject to a number of important risks,

including the following:

> Risks relating to our businesses, including interest rate fluctua-
tions, downturns and volatility in equity markets, -defaults in
portfolio securities, downgrades in our financial strength and
credit ratings, insufficiency of reserves, legal constraints on divi-
dend distributions by subsidiaries, illiquidity of investments,
competition, inability to attract or retain independent sales inter-
mediaries and dedicated sales specialists, defaults by counter-
parties, foreign exchange rate fluctuations, regulatory restrictions
on our operations and changes in applicable laws and regulations,
legal or regulatory actions or investigations, political or economic
instability and the threat of terrorism and terrorist acts;

> Risks relating to our Protection and Retirement Income and
Investments segments, including unexpected changes in mortal-
ity, morbidity and unemployment rates, accelerated amortiza-
tion of deferred acquisition costs and present value of future
profits, goodwill impairments, medical advances such as genetic
mapping research, unexpected changes in persistency rates,
increases in statutory reserve requirements, the failure of demand
for long-term care insurance to increase as we expect and changes
in tax and securities laws;

> Risks relating to our Morigage Insurance segment, including the
influence of Fannie Mae, Freddie Mac and a small number of
large mortgage lenders and investors, increased regulatory
scrutiny of Fannie Mae and Freddie Mac resulting in possible
regulatory changes, decreases in the volume of high loan-to-
value mortgage originations, increases in mortgage insurance
cancellations, increases in the use of simultaneous second mort-
gages and other alternatives to private mortgage insurance and
reductions by lenders in the level of coverage they select, unex-
pected increases in mortgage insurance default rates or severity of
defaults, deterioration in economic conditions, insufficiency of
premium rates to compensate us for risks associated with mort-
gage loans bearing high loan-to-value ratios, increases in the use
of captive reinsurance in the mortgage insurance market,
changes in the demand for mortgage insurance that could arise
as a result of efforts of large mortgage investors, legal or regula-
tory actions or investigations under applicable laws and regula-
tions, including the Real Estate Settlement Practices Act and the
Federal Fair Credit Reporting Act, potential liabilities in connec-
tion with contract underwriting services and growth in the
European mortgage insurance market that is lower than we
expect; and
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> Risks relating to our separation from GE, including the loss of
benefits associated with GE’s brand and reputation, our need to
establish our new Genworth brand identity quickly and effec-
tively, the lack of comparability between our financial informa-
tion for periods before the IPO and for periods after the IPO, the
possibility that we will not be able to replace services previously
provided by GE on terms that are at least as favorable, the possi-
bility that in certain circurmnstances we will be obligated to make
payments to GE under our tax martters agreement even if our
corresponding tax savings either are delayed or never materialize,
the possibility that in the event of a change in control of our
company we would have insufficient funds to meet accelerated
obligations under the tax matters agreement, GE’s control over
certain tax matters that could have an impact on us, potential
conflicts of interest with GE and GE’s engaging in the same type
of business as we do in the future.

CAUTIONARY NOTE REGARDING
FORWARD-LOOKING STATEMENTS

This Annual Report contains certain “forward-looking state-
ments” within the meaning of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements may be identified
by words such as “expects,” “intends,” “anticipates,” “plans,”
“believes,” “seeks,” “estimates,” “will,” or words of similar meaning
and include, but are not limited to, statements regarding the out-
look for our future business and financial performance. Forward-
looking statements are based on management’s current expectations
and assumptions, which are subject to inherent uncertainties, risks
and changes in circumstances that are difficult to predict. Actual
outcomes and results may differ materially due to global political,
economic, business, competitive, market, regulatory and other fac-
tors, including the items identified above under “~ Risk Factors.”

We undertake no obligation to publicly update any forward-
looking statement, whether as a result of new information, future
developments or otherwise.

OVERVIEW

OUR BUSINESS

We are a leading insurance company in the U.S., with an
expanding international presence. We have three operating seg-
ments: Protection, Retirement Income and Investments, and
Mortgage Insurance. C o
> PROTECTION. We offer U.S. customers life insurance, long-term
care insurance and, primarily for companies with fewer than
1,000 employees, group life and health insurance. In Europe, we
offer payment protection insurance, which helps consumers
meet their payment obligations in the event of illness, involun-
tary unemployment, disability or death. For the year ended
December 31, 2004, our Protection segment had pro forma seg-
ment net earnings of $527 million.

> RETIREMENT INCOME AND INVESTMENTS. We offer U.S. customers
fixed and variable deferred annuities, income annuities, variable
life insurance, asset management and specialized products, including
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guaranteed investment contracts, funding agreements and struc-
tured settlements. For the year ended December 31, 2004, our
Retirement Income and Investments segment had pro forma seg-
ment net earnings of $148 million.

> MORTGAGE INSURANCE. In the U.S., Canada, Australia, New
Zealand and Europe, we offer mortgage insurance products that
facilicate homeownership by enabling borrowers to buy homes
with low-down-payment mortgages. For the year ended
December 31, 2004, our Mortgage Insurance segment had pro
forma segment net earnings of $426 million.

We also have a Corporate and Other segment, which consists
primarily of unallocated corporate income and expenses (including
amounts accrued in settlement of class action lawsuits), the results of
small, non-core businesses that are managed outside our operating
segments, most of our interest and other financing expenses and net
realized investment gains (losses). For the year ended December 31,
2004, our Corporate and Other segment had pro forma segment net
earnings of $29 million.

OUR CORPORATE REORGANIZATION

We were incorporated in Delaware on October 23, 2003 in
preparation for our corpotate reorganization and the IPO. In con-
nection with the IPO, we acquired substantially all of the assets and
liabilities of GEFAHI. GEFAHI is an indirect subsidiary of GE and
prior to the completion of the IPO, was a holding company for a
group of companies that provide life insurance, long-term care
insurance, group life and health insurance, annuities and other
investment products and U.S. mortgage insurance. We also
acquired certain other insurance businesses that were owned by
other GE subsidiaries but managed by members of the Genworth
management team. These businesses include international mortgage
insurance, payment protection insurance based in Europe, a
Bermuda reinsurer and mortgage contract underwriting. In consid-
eration for the assets that we acquired and the liabilities that we
assumed in connection with our corporate reorganization, we issued
to GEFAHI 489.5 million shares of our Class B Common Stock,
$600 million of our Equity Units, $100 million of our Series A
Preferred Stock, a $2.4 billion short-term note and a $550 million
contingent non-interest-bearing note. We refinanced the $2.4 bil-
lion note with $1.9 billion of senior notes and $500 million of com-
mescial paper shortly after the IPO, and we repaid the contingent
note in December 2004.

OUR HISTORICAL AND PRO FORMA FINANCIAL INFORMATION

The historical financial information has been derived from
our financial statements, which have been prepared as if Genworth
had been in existence throughout all relevant periods. Our historical
financial information and statements include all businesses that
were owned by GEFAHI, including those that were not transferred
to us in connection with our corporate reorganization, as well as the
other insurance businesses that we acquired from other GE sub-
sidiaries in connection with our corporate reorganization. In addi-
tion to our three operating segments and our Corporate and Other

segment, our historical financial statements also include the results
of (1) the Partnership Marketing Group business, which offers life
and health insurance, auto club memberships and other financial
products and services directly to consumers through affinity mar-
keting arrangements with a variety of organizations, (2) an institu-
tional asset management business owned by GEFAHI, and (3)
several other small businesses owned by GEFAHI that are not part
of our core ongoing business.

The Partnership Marketing Group historically included
UFLIC, a subsidiary that offered life and health insurance products
through affinity marketing arrangements. In connection with the
IPO, GEFAHI transferred UFLIC to General Electric Capital
Services, Inc., a direct wholly-owned subsidiary of GE. We did not
acquire the Partnership Marketing Group business, the institutional
asset management business or these other small businesses from
GEFAHI, and cheir results are presented as a separate operating seg-
ment under the caption Affinity.

Our historical financial statements also include our Japanese
life insurance and domestic auto and homeowners’ insurance busi-
nesses, which we sold on August 29, 2003, and which are presented
in our historical financial statements as discontinued operations.

The unaudited pro forma information presented herein
reflects our historical financial information, as adjusted to give effect
to the transactions described under “Item 6. — Selected Historical
and Pro Forma Financial Information” as if each had occurred as of
January 1, 2004.

REVENUES AND EXPENSES

Our revenues consist primarily of the following:
> PROTECTION. The revenues in our Protection segment consist
primarily of:
> net premiums earned on individual life, individual long-
term care, group life and health and payment protection
insurance policies;
> net investment income on the separate investment portfolio
held by our payment protection insurance business or allo-
cated to this segment’s other lines of business; and
> policy feesand other income, including fees for mortality and
surrender charges primarily from universal life insurance
policies, and other administrative charges.
> RETIREMENT INCOME AND INVESTMENTS. The revenues in our
Retirement Income and Investments segment consist primarily of:
> net premiums earned on income annuities and structured set-
tlements with life contingencies;
net investment income allocated to this segment; and
policy fees and other income, including surrender charges,
mortality and expense charges, investment management fees
and commissions.
> MORTGAGE INSURANCE. The revenues in our Mortgage Insurance
segment consist primarily of:
> net premiums earned on mortgage insurance policies;
> net investment income on the segment’s separate investment
portfolio; and
> policy fees and other income, including fees from contract
underwriting services.




parell

> CORPORATE AND OTHER. The revenues in our Corporate and
Other segment consist primarily of:
> net premiums, policy fees and other income from the insur-
ance businesses in this segment;
unallocated net investment income; and
net realized investment gains (losses).
We allocate net investment income from our Corporate and
Other segment to our Protection (except payment protection insur-
ance) and Retirement Income and Investments segments using an
approach based principally upon the investment portfolio estab-
lished 10 support each of those segments’ products and targeted cap-
ital levels. We do not allocate net investment income from our
Corporate and Other segment to our Moregage Insurance segment
of 1o our payment protection insurance product within the
Protection segment, because they have their own separate invest-
ment portfolios, and the net investment income from those port-
folios is reflected in the Mortgage Insurance and Protection segment
results. In our historical financial statements, we allocated net
investment income to our Affinity segment in the same manner that
we allocated these items to our Protection and Retirement Income
and Investments segments.
All net realized investment gains (losses) are reflected in the
Corporate and Other segment and are not reflected in the results of
any of our other segments.
Our expenses consist primarily of the following:
> benefits provided to policyholders and contractholders and
changes in reserves;
interest credited on general account balances;
underwriting, acquisition and insurance expenses, including
commissions, marketing expenses, policy and contract servicing
costs, overhead and other general expenses that are not capital-
ized (shown net of deferrals);

> amortization of deferred policy acquisition costs and other
intangible assets;
interest and other financing expenses; and
income taxes.

We allocate corporate expenses to each of our operating seg-
ments based on the amount of capital allocated to that segment.

BUSINESS TRENDS AND CONDITIONS

In recent years, our business has been, and we expect will con-
tinue to be, influenced by a number of industry-wide and product-
specific trends and conditions.

Market and economic environment

Aging U.S. population with growing retirement income needs.
According to the U.S. Social Security Administration, from 1945
0 2003, U.S. life expectancy at birth increased from 62.9 years to
74.4 years for men and from 68.4 years to 79.5 years for women,
respectively, and life expectancy is expected 1o increase further. In
addition, increasing numbers of baby boomers are approaching
retirement age. The U.S. Census Bureau projects that the percentage
of the U.S. population aged 55 or older will increase from approxi-
mately 22% (65 million) in 2004 to more than 29% (97 million) in
2020. These increases in life expectancy and the average age of the
U.S. population heighten the risk that individuals will outlive their

retirement savings. In addition, approximately $4.4 trillion of
invested financial assets (25% of all U.S. invested financial assets) are
held by people within 10 years of retirement and will be available to
be converted to income as those people retire, and approximately
$3.3 trillion of invested financial assets are held by individuals who
are under age 70 and consider themselves retired, in each case accord-
ing to a survey conducted by SR Consulting Business Intelligence in
2002. We believe these trends will lead to growing demand for retire-
ment income and investment products, such as our annuities and
other investment products, that help consumers accumulate assets
and provide reliable retirement income.

Growing lifestyle protection gap. The aging U.S. popularion
and a number of other factors are creating a significant lifestyle pro-
tection gap for a growing number of individuals. This gap is the result
of individuals not having sufficient resources, including insurance
coverage, to ensure that their future assets and income will be ade-
quate to support their desired future lifestyle. Other factors contribut-
ing 1o this gap include declining individual savings rates, rising
healthcare and nuising care costs, and a shifting of the burden for
funding protection needs from governments and employers to indi-
viduals. Recent reductions in employer-paid benefits by many com-
panies, coupled with uncertainty over the future of government
benefit programs, underscore the potential for long-term benefit
reductions from these traditional sources and the potential need for
individuals to identify alternative sources of these benefits. At the
same time, according to the U.S. Bureau of Economic Analysis, per-
sonal savings rates decreased from 10.8% in 1984 to 1.0% in 2004.
Consumers are exposed to the rising costs of healthcare and nursing
care during their retirement years, and some experts believe that many
consumers are underinsured with respect to their protection needs.
We expect these trends to result in increased demand for our life,
long-term care and small group life and health insurance products.

Increasing opportunities for mortgage insurance internation-
ally and in the U.S. We believe a number of factors have con-
tributed and will contribute to the growth of mortgage insurance in
Canada, Australia and the U.S., where we have significant morrgage
insurance operations. These factors include increasing homeowner-
ship levels (spurred in part by government housing policies that
favor homeownership and demographic factors driving demand for
housing); expansion of low-down-payment mortgage loan offerings;
legislative and regulatory policies that provide capital incentives for
lenders to transfer the risks of low-down-payment mortgages to
mortgage insurers; and expansion of secondary mortgage markets
that require credit enhancements, such as mortgage insurance. We
believe a number of these factors also are becoming evident in some
European, Latin American, and Asian markets, where lenders
increasingly are using mortgage insurance to manage the risks of
their loan portfolios and to expand low-down-payment lending,

General conditions and trends affecting our businesses

Interest rate fluctuations. Fluctuations in market interest
rates may have a significant effect on our sales of insurance and
investment products and our margins on these products. Interest
rates are highly sensitive to many factors, including governmental
monetary policies, domestic and international economic and politi-
cal conditions and other factors beyond our control. In our
Retirement Income and Investments and Protection segments, low

Sform 10-k

£59




part Il

market interest rates may reduce the spreads berween the amounts
we credit to policyholders and contractholders and the yield we earn
on the investments that support these obligations. In response to the
unusually low interest rates that have prevailed during the last sev-
eral years, we have reduced the guaranteed minimum crediting rates
on newly issued fixed annuity contracts and have reduced crediting
rates on in-force contracts where permitted to do so. These actions
have helped mitigate the adverse impact of low interest rates on our
spreads and profitability on these products. A gradual increase in
interest rates generally would have a favorable effect on the prof-
itability of these products. However, rapidly rising interest rates also
could result in reduced persistency in our spread-based retail prod-
ucts as contractholders shift assets into higher yielding investments.

In our Protection segment, the pricing and expected future
profitability of our term life and long-term care insurance products
are based in part on expected investment rerurns. Over time, term
life and long-term care insurance products generally produce posi-
tive cash flows as customers pay periodic premiums, which we invest
as we receive them. Low interest rates may reduce our ability to
achieve our targeted investment margins and may adversely affect
the profitability of our term life and long-rerm care insurance prod-
ucts. The impact of interest rate fluctuations on our universal life
insurance products is similar to their impact on spread-based prod-
ucts in our Retirement Income and Investments segment.

In our Mortgage Insurance segment, increasing interest rates
in 2004 have contributed to a decrease in new mortgage origina-
tions in the U.S. and a resulting decrease in new mortgage insurance
written. Qur U.S. new insurance written decreased by 58% from
$67.4 billion for the year ended December 31, 2003 to $28.1 bil-
lion for the year ended December 31, 2004 primarily because of
increased interest rates. Higher interest rates in 2004 and the signif-
icant refinancing activity in 2002 and 2003 also resulted in reduced
refinancing activity in 2004, which had a positive impact on U.S.
flow persistency. U.S. flow persistency rates increased from 46% for
the year ended December 31, 2003 to 65% for the year ended
December 31, 2004, excluding the effect of a periodic payoff recon-
ciliation on one structured transaction involving single premium
mortgage insurance that today would be classified as bulk insurance.
We-expect that continued interest rate increases will have a favorable
impact on persistency and an adverse impact on new mortgage orig-
inations and new mortgage insurance written.

Volatile equity markets. Equity market volatility may discour-
age purchases of separate account products, such as variable annuities
and variable life insurance, that have returns linked two the perfor-
mance of the equity markees and may cause some existing customers
to withdraw cash values or reduce investments in. those products.
Equity markert volatility also affects the value of the assets in our sepa-
rate accounts, which, in turn, affects our earnings from fee-based
products. After several years of declines, equity markets increased in
2003 and 2004, and we expect that increases or relative stability in
equity markets could have a favorable impact on our sales of variable
products and our earnings from those products. The potential impace
of volatile equity markets on our results has been significantly reduced
as a result of our reinsurance arrangements with UFLIC, pursuant to
which we reinsured, effective as of January 1, 2004, substantially all of
our in-force blocks of variable annuities. We retain variable annuities
sold after January 1, 2004 for our own account, subject to third-party

reinsurance transactions in the ordinary course of business, and there-
fore we bear the risk of any adverse impact of future equity market
fluctuations on chose annuities. In addition, fluctuations in the equity
markets may affect revenues and returns from our private asset man-
agement products and services, which depend on fees related primar-
ily to the value of assets under management.

Credit default risk. As a result of the economic downturn in
2000 through 2002 and some high-profile corporate bankruptcies
and scandals, the number of companies defaulting on their debt
obligations increased dramatically in 2001 and 2002. These defaults
and other declines in the value of some of our investments resulted
in impairment charges. Credit defaults have decreased in recent
years as the economy has improved. Charges associated with impair-
ments of investments were $26 million, $224 million, and
$343 million for the years ended December 31, 2004, 2003 and
2002, respectively. A weakening in the economic recovery could
lead to increased credic defaults.

Investment portfolio. The yield on our investment portfolio is
affected by the practice, prior to our separation from GE, of realizing
investment gains through the sale of appreciated securities and other
assers during a period of historically low interest rates. This strategy
had been pursued to offset impairments and losses in our investment
portfolio, fund consolidations and restructurings in our business and
provide current income. Qur gross realized gains were $473 miflion
and $790 million for the years ended December 31, 2003 and 2002,
respectively. This strategy has had an adverse impact on the yield on
our investment portfolio and our net investment income as we typi-
cally sold higher-yielding securities and reinvested the proceeds in
lower-yielding securities during periods of declining or low interest
rates. The impact is most significant in the Retirement Income and
Investments segment, which has a higher percentage of our fixed
maturities allocated to it than to our other segments.

Since our separation from GE, our investment strategy has
been to optimize investment income without relying on realized
investment gains. As a result, our gross realized gains decreased ro
$90 million for the year ended December 31, 2004. We also are cur-
rently experiencing a challenging interest-rate environment in
which the yields that we can achieve on new investments are lower
than the aggregate yield on our existing portfolio. This environment
has resulted in a decline in our overall investment yield, from 6.0%
for the year ended December 31, 2002 to 5.8% and 5.5% for the
years ended December 31, 2003 and 2004, respectively. We seek to
mitigate this decline in investment yields by continuously evaluat-
ing our asset class mix, pursuing additional investment classes and
accepting additional credit risk when we believe that it is prudent to
do so. A continued increase in prevailing interest rates also will mic-
igate this decline, whereas a decrease in interest rates could lead to
further declines.

Globalization. Historically, we have derived a majority of our
revenues and profits from our operations in the U.S. However, in
recent years, our international business has grown and has had an
increasing impact on our financial condition and tesults of opera-
tions. For the years ended December 31, 2004, 2003 and 2002,
19%, 18% and 14% of our revenues, respectively, and 29%, 26%
and 12% of our net earnings from continuing operations, respec-
tively, were generated by our international operations. These
increases were largely due to growth in our international mortgage
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insurance business. Our payment protection insurance business also
derives revenues in the countries where it offers its products. We are
exposed to the impact of fluctuations in exchange rates as we trans-
late the operating results of our foreign operations into our financial
statements. As a result, period-to-period comparability of our results
of operations is affected by fluctuations in exchange rates. Our net
earnings for the years ended December 31, 2004 and 2003 included
approximately $31 million and $25 million, respectively, due to the
favorable impact of changes in foreign exchange rates. Our four
principal foreign currencies are the Canadian dollar, the Australian
dollar, the British pound and the euro.

Ongoing operating cost reductions and efficiencies. Qur
underwriting, acquisition, and insurance expenses, net of deferrals,
have decreased to 16% of our revenues in 2004 from 18% in 1999.
We continually focus on reducing our cost base while maintaining
strong service levels for our customers. We expect to accomplish this
goal in each of our operating units through a wide range of cost
management disciplines, including consolidating operations, using
low-cost operating locations, reducing supplier costs, leveraging
process improvement efforts, forming dedicated teams to identify
opportunities for cost reductions and investing in new technology,
particularly for web-based, digital end-to-end processes.

Developments affecting our produect lines

The following business trends and conditions have had a sig-
nificant impact on our products during the Jast three years:

Life insurance. Regulation XXX requires insurers to establish
additional statutory reserves for term and universal life insurance
policies with long-term premium guarantees. In response to this
regulation, we increased term and universal life insurance statutory
reserves, implemented reinsurance and capital management actions
and increased our premium rates for term life insurance products in
March 2003. This increase in premium rates has contributed to
lower term life insurance sales in 2003 and 2004. Our annualized
first-year premiums and deposits for term and universal life insur-
ance products decreased by 16% from $195 million for the year
ended December 31, 2002 to $164 million for the year ended
December 31, 2003 and by 12% to $144 million for the year ended
December 31, 2004. Our pricing, reinsurance and capital manage-
ment actions in response to Regulation XXX have collectively
enabled us to improve our. new business returns on equity, and in
October 2003 and June 2004, we decreased our premium rates for
term life insurance products. This decrease has led to an increase in
term life insurance sales at the end of 2004. Our annualized first-
year premiums for term life insurance products increased by 42%
from $19 million for the three months ended December 31, 2003
to $27 million for the three months ended December 31, 2004, and
we further decreased our premium rates for term life insurance in
January 2005. We believe our recent price reductions, together with
ongoing service and distribution support initiatives, will continue to
lead to increased term life insurance sales over time.

Long-term care insurance. Total individual long-term care
insurance premiums for in-force policies in the U.S. increased from
approximately $2.4 billion in 1997 to $6.8 billion in 2004, according
to LIMRA International. Industry-wide sales of individual long-term
care insurance peaked in 2002 at approximately $1.0 billion and
decreased by 7% in 2003 and 25% in 2004. We believe this decrease
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was due primarily to decisions by several providers to cease offering
long-term care insurance, to raise premiums on in force-policies,
and/or to introduce new products with higher prices. These actions
resulted in decreased purchases of long-term care insurance products
and have caused some distributors to reduce their sales focus on these
products. In addition, we have been experiencing lower lapse rates
than we originally anticipated on long-term care insurance policies
that we issued prior to the mid-1990s. This has adversely affected our
overall claims experience on those policies. In the third quarter of
2003, we started selling our newest long-term care insurance products
in selected states. These products were priced to achieve our target
returns on capital and to reflect new features and benefits, trends in
lapse rates, interest rates, morbidity and adverse claims experience in
certain higher risk policyholder classes. Our pricing strategy for these
products, along with declines in overall industry sales, have con-
tributed to lower sales in recent periods. Our annualized first-year pre-
miums for the long-term care business decreased by 33% from
$240 million for the year ended December 31, 2003 to $162 million
for the year ended December 31, 2004. In late fourth quarter of 2004,
we began selling these products in the majority of the remaining
states, and we expect there may be a similar adverse impact on sales in
those states, potentially resulting in uneven sales in our long-term care
business. We believe that our pricing strategy is appropriate and that
over time, the long-term care insurance market will continue to
expand as the result of aging demographics, increasing healthcare and
nursing care costs, the uncertainty regarding government programs
that currently cover these costs and the increasing public awareness of
the benefits of private long-term care insurance.

On January 27, 2005 the NAIC Capital Adequacy Task
Force recommended a new formula that ties the calculation of risk-
based capital for long-term care insurance more closely to claims
than to collected premiums, which is the current practice. The new
formula is subject to approval by the NAIC. If approved, the new
formula may enable us to release capital temporarily from our long-
term- care insurance business for use in other business lines in
December 2005.

Payment protection insurance. Our payment protection insur-
ance business has expanded as a result of our strategy to enrer addi-
tional markets in Continental Europe and Ireland and to develop new
relationships with distributors in those markets. However, the mar-
gins of our payment protection business in the U.K. have decreased in
recent years as a result of increased pricing pressure and greater com-
petition from captive insurance arrangements by distributors that
provide payment protection insurance directly to their customers. As
a result, in the third quarter of 2003, we evaluated our contractual
relationships with our payment protection insurance distributors
against our targeted return thresholds and decided to terminate or not
to renew certain relationships that we refer to as “run-off.” In the
aggregate, written premiums, gross of reinsurance and cancellations,
in our payment protection insurance business decreased by 31% from
$2,175 million for the year ended December 31, 2003 to $1,501 mil-
lion for the year ended December 31, 2004. However, excluding
run-off business, written premiums, gross of reinsurance and can-
cellations, increased by 21% from $1,191 million for the year
ended December 31, 2003 to $1,441 million for the year ended
December 31, 2004. Although we expect the total revenue from our
payment protection business to continue to decline over the next few
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years as our run-off business diminishes, we believe this will not have a
material impact on our operating earnings and will have a favorable
effect on our returns as capital is released and redeployed into markess
with potential for higher growth and returns.

Annuities. The results of our Retirement Income and
Investments segment are affected primarily by interest rate fluc-
tuations and volatile equity markets, as discussed above under
“~ Overview — Business trends and conditions — General conditions
and trends affecting our businesses.” In addition, our competitive
position within many of our distribution channels depends signifi-
cantly upoﬁ product features, including our crediting rates on
spread-based products relative to our competitors, minimum guar-
anteed rares, surrender charge periods and agent commissions. We
continually evaluate our competitive position based upon each of
those features, and we make adjustments as appropriate to meet our
target return thresholds. For example, our deposits in fixed annuities
increased by 67% from $1,028 million for the twelve months ended
December 31, 2003 to $1,719 million for the twelve months ended
December 31, 2004 primarily as a result of our expanded diseribu-
tion relationships with financial intermediaries and a new fixed
annuity product we introduced in 2004 that incorporates flexible
product features. We believe that a gradual increase in market inter-
est rates will have a favorable impact on consumer demand for these
products. We also recently introduced the Income Distribution
Series of guaranteed income annuity products and riders that provide
the contractholder with a guaranteed minimum income stream and
an opportunity to participate in market appreciation but reduce some
of the risks to insurers that generally accompany traditional products
with guaranteed minimum income benefits. Sales of these products
increased by 82% from $142 million for the year ended December
31, 2003 to $258 million for the year ended December 31, 2004.

Our new deposits in variable annuities decreased by 48%
from $2,048 million for the year ended December 31, 2003 to
$1,075 million for the year ended December 31, 2004. We believe
this decline was primarily driven by a market shift to variable annu-
ity products with certain guaranteed benefit features that we chose
not ro offer due 1o their risk profile.

Meortgage insurance. As discussed above under “~ Overview —
Business trends and conditions — General conditions and trends
affecting our businesses,” increasing interest rates in 2004 have con-
tributed to a significant decrease in U.S. new mortgage insurance
written, Our U.S. new insurance written also has been adversely
affected by our actions in connection with our captive reinsurance
arrangements. Starting in late 2003, we generally sought to exit or
restructure a portion of our excess-of-loss risk sharing arrangements
with premium cessions in excess of 25% to improve profitability.
This resulted in a significant reduction in business from several of
these lenders. We later re-evaluated these relationships on a case-by-
case basis, assessing various factors, including ceding terms, attach-
ment points and quality of portfolios. As a result, we reinstated or
restructured some of these arrangements in a form that we believe
allows us to achieve acceptable returns. For the foregoing reasons, as
well as the continued popularity of simultaneous second, or
“80-10-10,” loans as an alternative to private mortgage insurance,
our U.S. new insurance written decreased by 589% from $67.4 bil-
lion for the year ended December 31, 2003 to $28.1 billion for the
year ended December 31, 2004. As a result of the significant U.S.

refinancing activity in 2002 and 2003 and the significant expansion
of our international business in recent years, as of December 31,
2004, approximately 80% of our U.S. risk in force and 72% of our
international risk in force had not yet reached its anticipated highest
claim frequency years, which are generally between the third and
seventh year of the loan. We expect our loss experience on these
loans will increase as policies continue to age.

Our international mortgage insurance business has continued
to expand and has had a favorable impact on our results of opera-
tions. International new insurance written increased by 32% from
$39.2 billion for the year ended December 31, 2003 to $51.8 billion
for the year ended December 31, 2004. This increase was driven by a
larger mortgage origination market in Canada and increased account
penetration in both Canada and Australia, as well as growth in new
insurance written in Europe and favorable foreign exchange rate
movements, partially offset by a smaller mortgage origination market
in Australia. We expect that the growth of our international mort-
gage insurance business will continue to contribute an increasing
portion of this segment’s total revenues and profits.

SEPARATION FROM GE AND
RELATED FINANCIAL ARRANGEMENTS

GE historically has provided a variety of products and serv-
ices to us, and we have provided various products and services to
GE. In connection with the IPO, we entered into a transition serv-
ices agreement and various other agreements with GE that, together
with a number of agreements that were in effect before the 1PO,
govern the relationship between GE and us.

Services received from GF

Support services and corporate overhead. GE historically has
provided a variety of support services for our businesses, including:
> customer service, transaction processing and a variety of func-

tional support services provided by an outsourcing provider in

India that was wholly owned by GE until December 2004 and is

now 40% owned by GE;
> employee benefit processing and payroll administration, includ-
ing relocation, travel, credit card processing and related services;
employee training programs, including access ro GE training courses;
insurance coverage under the GE insurance program;
information systems, network and related services;
leases for vehicles, equipment and facilities; and
other financial advisory services such as tax consulting, capital
markets services, research and development activities, and use of
trademarks and licenses.

‘We have reimbursed GE for the costs of providing these serv-
ices to us. We paid GE a total of $65 million, $87 million and
$74 million for these services for the years ended December 31,
2004, 2003 and 2002, respectively.

In addition, GE historically has allocated to us a share of its
corporate overhead expenses for certain services provided to us,
which are not specifically billed to us, including public relacions,
investor relations, treasury, and internal audit services. Our total
expense for this allocation was $14 million, $50 million and
$49 million for the years ended December 31, 2004, 2003 and

2002, respectively. We have not reimbursed these amounts to GE,
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and have recorded them as a capital contribution in each year.
Following the completion of the IPO, GE no longer allocates any of
its corporate expenses to us.

GE continues to provide us with many of the corporate serv-
ices described above on a transitional basis, and we are arranging to
procure other services pursuant to arrangements with third parties
or through our own employees. In the aggregate, we expect that our
total costs for procuring corporate services that previously had been
provided by GE will not materially exceed the amounts we histori-
cally have paid to GE for these services, including GE'’s allocation to
us for its corporate overhead. However, we have incurred and expect
to continue to incur incremental advertising, marketing, investor
relations and legal entity transition expenses to establish a new
brand identity. We also incurred compensation expense with respect
to the establishment of our new equity plans. In addition, we have
obtained direct access to a variety of third-party products and serv-
ices, including technology licenses, as a result of GE’s relationships
with those third parties. We have negotiated and are continuing to
negotiate our own arrangements with third-party providers for these
products and services, and we do not believe these arrangements will
result in materially increased costs in the aggregate.

Investment management services. We have received and will
continue to receive investment management services from GE Asset
Management Incorporated, or GEAM, a subsidiary of GE, pur-
suant to agreements that were, with limited exceptions, amended in
connection with the IPO. We also entered into new agreements
with GE Asset Management Limited, or GEAML, an affiliate of
GEAM, for investment management services in the UK. and
Continental Europe. Pursuant to these agreements, the fees charged
by GEAM and GEAML are based on a percentage of the value of
the assets under management. This percentage is established annu-
ally by agreement between us and GEAM or GEAML and is
intended to reflect the cost to GEAM or GEAML of providing its
services and, for the agreements with GEAML, a premium of 5%.
For the years ended December 31, 2004, 2003 and 2002, our aggre-
gate costs for investment management and related administration
services provided by GEAM and GEAML were approximately
$33 million, $61 million and $39 million, respectively.

Reinsurance transactions. In addition to our arrangements
with UFLIC, we have entered into- reinsurance transactions with
affiliates of GE, principally Employers Reassurance Company and
ERC Life Reinsurance Corporation (formerly an affiliate of GE),
which we refer to collectively as ERC, under which we have rein-
sured some of the risks of our insurance policies on terms compara-
ble to those we could obtain from third parties. We have paid
premiums to these affiliates of $39 million, $56 million and
$60 million for the years ended December 31, 2004, 2003 and
2002, respectively. In addition, in 2002, one of our subsidiaries
entered into a life reinsurance agreement with an affiliated com-
pany, GE Pensions Limited, to reinsure 95% of our liabilities under
certain life insurance policies. We have paid premiums to this affiliate
of $100 million and $94 million for the years ended December 31,
2003 and 2002, respectively. This agreement was terminated as of
December 31, 2003,

Employee benefit plans. Historically, we have reimbursed GE
for benefits it has provided to our employees under various
employee benefit plans, including GE's retirement plan, retiree

health and life insurance benefit plans, defined contribution savings
plan and life and health insurance benefits through the GE benefit
program. We incurred expenses associated with these plans of
$108 million, $109 million and $112 million for the years ended
December 31, 2004, 2003 and 2002, respectively. GE will continue
to provide these benefits to our employees for so long as GE owns
more than 50% of our outstanding common stock. See note 13 to
our financial statements included in Item 8 of this Annual Report.
In addition to these expenses for which we have reimbursed GE, we
have incurred expenses of $2 million, $9 million and $6 million for
certain GE stock option and restricted stock unit grants for the years
ended December 31, 2004, 2003 and 2002, respectively. As in the
case of the allocation of corporate overhead, we have not reimbursed
these amounts with respect to stock options and restricted stock
units to GE. In connection with the IPO, we established our own
equity compensation plans. See “ — Equity plans” below.

SERVICES PROVIDED TO GE

We have provided various products and services to GE on
terms comparable to those we provide to third-parties and we expect
to continue to provide many of thése products and services to GE.
In addition, in connection with the IPO, we entered into a
series of arrangements with GE pursuant to which we will provide a
variety of additional services to GE, including the arrangements dis-
cussed below. The following describes the principal impact of those
service arrangements on out results of operations:
> Transition services relating to GE and GEFAHI businesses not
acquired by us. We provide services to certain of GE's insurance
businesses that we did not acquire. These services include
finance, information systéms, network services and regulatory
support. We continue to provide these services and will do so for
a minimum of two years and a maximum of three years, in most
cases, following the IPO. For the two years following the com-
pletion of the IPO, GE generally may not terminate any of the
services we provide. GE has agreed to pay us $40 million in
equal quarterly installments during-each of the first two years
following the completion of the IPO for our provision of the
transition services to GE. The charges for the transition services
generally are intended to allow the providing company to fully
recover the allocated direct costs of providing the services, plus
all out-of-pocket costs and expenses, generally without profic.

> Management consulting services. We have agreed to provide
certain management consulting services to GE for a period of
five years following the IPO. These services include delivering
training, providing consultation and strategic advice with respect
to actuarial, regulatory and other emerging issues, planning and
participating in meetings with rating agencies and regulators,
participaring in government relations activities and various other
activities. In consideration for these services, GE will pay us a fee
of $1- million per month during the first four years following the
completion of the IPO and $0.5 million per month during the
fifth year. GE cannot terminate this arrangement before the
expiration of the five-year term.

> GIC investment administration services. We entered into three
agreements with affiliates of GE, effective as of January 1, 2004,
to manage a pool of municipal guaranteed investment contracts,
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or GICs, issued by those affiliates. Pursuant to these agreements,
we have agreed to originate GIC liabilities and advise the GE
affiliates regarding the investment, administration and manage-
ment of their assets that support those liabilities. Under two of
those agreements, we receive an administration fee of 0.165%
per annum of the maximum program size for those GE affiliates,
which is $15 billion. The agreements also provide for termina-
tion fees in the event of early termination at the option of either
affiliate. Under a third agreement with another affiliate, we
receive a management fee of 0.10% per annum of the book value
of the investment contracts or similar securities issued by this
affiliate after January 1, 2003, which was $1.6 billion as of
December 31, 2004. The fee we receive on the contracts issued
by thar affiliate before January 1, 2003 is based upon a pricing
arrangement that varies depending upon the maturities of those
contracts and that affiliate’s cost of capital. The book value of the
contracts issued before January 1, 2003 was $1.5 billion as of
December 31, 2004 and is expected to generate a weighted aver-
age fee of approximately 0.35% in 2005. We also will receive
reimbursement of our operating expenses under each of the
. agreements. The initial term of each of the three agreements will
expire December 31, 2006, and unless terminated at the option
of either party, each agreement automatically will renew on
January 1 of each year for successive terms of one year.
> Institutional asset management services. Prior to the completion
of the IPO, we offered a broad range of institutional asset manage-
ment services to third parties. GEAM provided the portfolio man-
agement services for this business, and we provided marketing,
sales and support services. We did not acquire the institutional
asset management services business from GEFAH], but we con-
tinue to provide services to GEAM and GEFAHI related to this
asset management business, including client introduction services,
asset retention services and compliance support. GEFAHI has
- agreed to pay us a fee of up to $10.million per year for four years
following the completion of the IPO to provide these services. The
fee will be determined based upon the level of third-party assets
under management managed by GEAM over the four-year term.
The agreement may not be terminated by GEAM or GEFAH]I,
except for non-performance or in the event that we commence a
similar institutional asset management business.

ADDITIONAL ARRANGEMENTS WITH GE

In addition to the arrangements described above pursuant to
which we and GE will provide services to each other, we also entered
into the following additional arrangements with GE:
> Tax Marters Agreement. As a consequence of our separation from

GE, and our election jointly made with GE to treat that separa-
tion as an asset sale under section 338 of the Internal Revenue
Code, we expect to become entitled to additional tax deductions
for periods after our corporate reorganization. We expect to real-
ize tax savings from these deductions and have recorded our esti-
mate of these tax savings on our statement of financial position as
a $718 million reduction in net deferred income tax liabilities.
We are obligated, pursuant to our Tax Matters Agreement with
GE, to pay to GE, on an after-tax basis, 80% of the amount of tax

we are projected to save for each tax period as a result of these
increased tax benefits, up to a maximum of $640 million. We
have recorded the $389 million present value of this obligation to
GE as our estimate of this liability in our statement of financial
position. Since our initial estimates recorded at the time of the
IPO, our estimate of the expected tax savings has increased signif-
icantly, while the present value of our obligation to GE has
increased slightly. This is because (1) a portion of the furure sav-
ings now exceeds the $640 million maximum payment to GE, (2)
the discount rate increased from that estimated at the time of the
PO, and (3) the average life of the obligation increased. Under
the Tax Matters Agreement, we would also be required to pay to
GE additional amounts in the event we realize certain other con-

. tingent benefits, or if we choose to defer certain payments and
thereby incur interest on any such deferrals.

To the extent that we never realize the anticipated tax savings
because we have insufficient taxable income of the appropriate char-
acter (or because of a reduction in tax rates), we may, at our option,
defer payments undl 2029. These deferred payments would bear
interest over the term of the deferral at an interest rate of 5.72% per
annum (estimated, in accordance with the Tax Marters Agreement,
to be our cost of funds as of the date of our initial public offering for
a borrowing of like duration) from the time that we were scheduled
to make the payments.

In certain circumstances, we may realize tax savings later cthan
projected in calculating the schedule of corresponding payments to
GE pursuant to the Tax Matters Agreement, but our payment
schedule to GE would not be changed. In these circumstances, we
will remain obligated to pay amounts to GE even before we realize
the corresponding tax savings, although we can choose to defer such
paymerits. There are two categories of such circumstances. Firse, in
certain limited instances the Tax Matters Agreement establishes
binding factual assumptions pursuant to which we are scheduled to
make payments to GE in advance of the time we anticipate realizing
the corresponding tax savings. We estimate thar the interest expense
we will incur with respect to such advance payments over the entire
life of the Tax Matters Agreement, if we choose to defer them, will
be approximately $25 million. The second, broader category of
these circumstances are those situations in which our actual tax sav-
ings are delayed beyond the time we currently project for any reason
other than a change in the tax returns on which the section 338 sales
are reported. In the case of either the first or second category, we
may defer the scheduled payments to GE until we actually realize
the corresponding tax savings or, alternatively, we may make the
payments from sources other than the projected rax savings. Any
deferred payments would bear interest until made at the rate of
5.72% per annum.

The $329 million difference between the $718 million bene-
fit we have recorded as the expected future tax savings and the
$389 million liability to GE we have recorded is part of our net
stockholders” interest. These amounts reflect considered judgments
and assessments as to the underlying facts and assumptions.
However, if and to the extent our final section 338 tax savings
exceed (or fall short of) the amount of tax savings we currently proj-
ect, our additional paid-in capital would increase {or decrease)
accordingly. As our obligation to make payments under the Tax
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Matters Agreement accretes over time, we will record interest
expense at a rate of 5.72% per annum.-Under the Tax Matters
Agreement, GE also is responsible for certain taxes of our legal enti-
ties, other than raxes in respect of the section 338 elections
described above, resulting from the various transactions imple-
mented in connection with our separation from GE (other than the
reinsurance with UFLIC). We record (or will record) these non-
recurring taxes as a current tax expense (or benefit) when incurred,
and we record (or will record) GE’s payment of the taxes (or receipt
of the benefit) as an equity contribution (or dividend).
> UFLIC reinsurance arrangements. Prior to the completion of the
IPO, we entered into several significant reinsurance transactions
with UFLIC, an indirect subsidiary of GE. Under the terms of
the agreements governing these reinsurance transactions, we
transferred to UFLIC assets equal to the policyholder liabilities
related to the ceded blocks of business and recorded a reinsurance
recoverable asser for the amount of the policyholder liabilities
reinsured, except with respect to the in-force liabilities for the
variable annuity separate accounts, for which there is no asset
transfer. We will continue to have a separate account liability in
the amount of the policyholder liabilities related to the separate
account assets which we did not transfer to UFLIC. We remain
liable under these contracts and policies as the ceding insurer and,
as a result, will continue to carry insurance reserve liabilities for
the reinsured policies on our balance sheet. In connection with
the Medicare supplement insurance assumed by us, UFLIC trans-
ferred to us cash and other investments, and we recorded a rein-
surance liability, equal to the policyholder liabilities related to this
assumed block of business. As of December 31, 2004, our total
reinsurance recoverable for all our reinsurance arrangements with
UFLIC was $16.2 billion.

The reinsurance transactions have the effect of transferring
the financial results of the reinsured blocks of business (except
for Medicare supplement insurance) from us to UFLIC and the
Medicare supplement insurance block of business from UFLIC
to us. With respect to the long-term care insurance policies rein-
sured to UFLIC, we retained an interest in the future profitabil-
ity of the block if it exceeds certain thresholds. We also are
continuing to administer all the policies reinsured by UFLIC,
and we will receive an expense allowance to reimburse us for the
costs we incur to service these policies.

Egquity plans

Prior to the IPO, our key employees participated in a number
of GE’s equity compensation plans. For grants issued prior to
January 1, 2002, we recorded compensation expense related to our
employees’ participation in those plans over the vesting period of the
awards based upon their intrinsic value at the grant date. For grants
issued after January 1, 2002, we recorded compensation expense for
share-based compensation awards over the vesting period of the
awards based upon their fair value at the grant date in accordance
with SFAS 123, Accounting for Stock-Based Compensation.

In connection with the IPO, we established our own equlty
compensation plans, Under these plans, unvested GE stock options,
vested stock options held by our Chairman, President and Chief
Executive Officer, GE stock appreciation rights and GE restricted

stock units were canceled and converted into awards of our com-
pany, and we also granted new stock options in our company in
connection with our separation from GE and the IPO. The GE
stock options, stock appteciation rights and restricted stock units
were converted based upon a ratio equal to the initial offering price
of our common stock in the IPO ($19.50), divided by the weighted
average stock price of GE common stock for the trading day imme-
diately preceding the pricing date of the IPO ($30.52). The con-
verted securities, if unvested, generally continue to vest over their
original vesting periods. The unvested converted awards had
approximately the same fair value at the date of the conversion as
the GE awards that were replaced.

We incurred compensation expense of $29 million and
$9 million for the years ended December 31, 2004 and 2003, respec-
tively, and expect to incur expenses of $41 million and $31 million in
the years ended December 31, 2005 and 2006, respectively, for 2004
and prior awards to our employees’ under these plans.

Branding costs

We expect to incur aggregate expenses of approximately
$35 million in each of the years ending December 31, 2005, 2006
and. 2007 on marketing, advertising and legal entity transition
expenses, relating to the costs of establishing our new brand
throughout our business, including with sales intermediaries,
employees, investors and consumers.

CRITICAL ACCOUNTING POLICIES

The accounting policies discussed in this section are those
that we consider to be particularly critical to an understanding of
our financial statements because their application places the most
significant demands on our ability to judge the effect of inherently
uncertain matters on our financial results. For all of these policies,
we caution that future events rarely develop exactly as forecast, and
our management’s best estimates may require adjustment.

Reserves. We calculate and maintain reserves for the esti-
mated future payment of claims to our policyholders and contract-
holders based on actuarial assumptions and in accordance with
industry practice and U.S. GAAP. Many factors can affect these
reserves, including economic and social conditions, inflation,
healthcare costs, changes in doctrines of legal liability and damage
awards in litigation. Therefore, the reserves we establish are neces-
sarily based on estimates, assumptions and our analysis of historical
experience. Our results depend significantly upon the extent to
which our actual claims experience is consistent with the assump-
tions we used in determining our reserves and pricing our products.
Our reserve assumptions and estimates require significant judgment
and, therefore, are inherently uncertain. We cannot determine with
precision the ultimate amounts that we will pay for actual claims or
the timing of those payments.

Insurance reserves differ for long- and short-duration insur-
ance policies and annuity contracts. Measurement of long-duration
insurance reserves (such as guaranteed renewable term life, whole
life and long-term care insurance policies) is based on approved
actuarial methods, but necessarily includes assumptions about
expenses, mortality, morbidity, lapse rates and future yield on

form 10-k
£65




part [T

related investments. Short-duration contracts (such as payment pro-
tection insurance) are accounted for based on actuarial estimates of
the amounc of loss inherent in that period’s claims, including losses
incurred for which claims have not been reported. Short-duration
contract loss estimates rely on actuarial observations of ultimate loss
experience for similar historical events.

Estimates of mortgage insurance reserves for losses and loss
adjustment expenses are based on notices of mortgage loan defaults
and estimates of defaults that have been incurred but have not been
reported by loan servicers, using assumptions of claim rates for loans
in default and the average amount paid for loans that result in a
claim. As is common accounting practice in the mortgage insurance
industry and in accordance with U.S. GAAP, loss reserves are not
established for future claims on insured loans that are not currently
in default.

Deferred acquisition costs. Deferred acquisition costs, or
DAC, represents costs which vary with and are primarily related to
the sale and issuance of our insurance policies and investment con-
tracts that are deferred and amortized over the estimated life of the
related insurance policies. These costs include commissions in
excess of ultimate renewal commissions, solicitation and printing
costs, sales material and some support costs, such as underwriting
and contract and policy issuance expenses. DAC is subsequently
amortized to expense, over the lives of the underlying contracts, in
relation to the anticipated recognition of premiums or gross profits.

The amortization of DAC for traditional long-duration
insurance products (including guaranteed renewable term life, life-
contingent structured settlements and immediate annuities and
long-term care insurance) is determined as a level proportion of pre-
mium based on commonly accepted actuarial methods and reason-
able assumptions established when the contract or policy is issued
about mortality, morbidity, lapse rates, expenses, and future yield on
related investments. Amortization for annuity contracts without
significant mortality risk and investment and universal life products
is based on estimated gross profits and is adjusted as those estimates
are revised. The DAC amortization methodology for our variable
products (variable annuities and variable universal life insurance)
includes a long-term equity market average appreciation assump-
tion of 8.5%. When actual returns vary from the expected 8.5%, we
assume a reversion to this mean over a 3- to 7-year period, subject to
the imposition of ceilings and floors. The assumed returns over this
reversion period are limited to the 85th percentile of historical
market performance.

We regularly review all of these assumptions and periodically
test DAC for recoverability. For deposit products, if the current
present value of estimated future gross profics is less than the
unamortized DAC for a line of business, a charge to income is
recorded for additional DAC amortization. For other products, if
the benefit reserves plus anticipated future premiums and interest
earnings for a line of business are less than the current estimate of
future benefits and expenses (including any unamortized DAC), a
charge to income is recorded for additional DAC amortization or
for increased benefit reserves.

Unfavorable experience with regard to expected expenses,
investment returns, mortality, morbidity, withdrawals or lapses
may cause us to increase the amortization of DAC or to record a

charge to increase benefit reserves. In recent years, the portion of
estimated product margins required to amortize DAC and PVFP
has increased in most lines of our business, with the most signifi-
cant impact on investment products, primarily as the result of
lower investment returns. :

Present value of future profits. In conjunction with the acqui-
sition of a block of life insurance policies or investment contracts, a
portion of the purchase price is assigned to the right to receive future
gross profits arising from existing insurance and investment con-
tracts. This intangible asset, called the present value of future profits,
or PVFD, represents the actuarially estimated present value of furure
cash flows from the acquired policies. PVFP is amortized, net of
accreted- interest, in a manner similar to the amortization of DAC.
We regularly review our assumptions and periodically test PVFP for
recoverability in a manner similar to our treatment of DAC.,

Goodwill impairment. Goodwill resulting from acquisitions
is tested for impairment at least annually using a fair value
approach, which requires the use of estimates and judgment. To the
extent the carrying amount of goodwill exceeds its fair value, an
impairment charge to income would be recorded.

Valuation of investment securities. We obtain values for
actively traded securities from external pricing services. For infre-
quently traded securities, we obtain quotes from brokers or we esti-
mate values using internally developed pricing models. These
models are based upon common valuation techniques and require
us to make assumptions regarding credit quality, liquidity and other
factors that affect estimated values.

Impairment of investment securities. We regularly review
investment securities for impairment in accordance with our
impairment policy, which includes both quantitative and qualitative
criteria. Quantitative criteria include length of time and amount
that each security position is in an unrealized loss position, and for
fixed marurities, whether the issuer is in compliance with terms and
covenants of the security. Qualitative criteria include the financial
strength and specific prospects for the issuer as well as our intent to
hold the security until recovery. Our impairment reviews involve
our finance, risk and asset management teams, as well as the portfo-
lio managementand research capabilities of GEAM and other chird-
party managers, as required. We actively perform comprehensive
market research, monitor market conditions and segment our
investments by credit risk in order to minimize impairment risks.
See “— Liquidity and Capital Resources — Impairments of invest-
ment securities” and note 6 to our financial statements.

HISTORICAL AND PRO FORMA RESULTS OF OPERATIONS

The following table sets forth our historical and pro forma
results of operations. The pro forma financial information reflects
our historical results of operations as adjusted to reflect the various
adjustments described under “Trem 6. — Selected Historical and Pro
Forma Financial Information.” The pro forma financial informa-
tion principally reflects the exclusion from our results of operations
of the structured sertlement, variable annuity and long-term care
insurance in-force blocks that we ceded to UFLIC in connection
with the reinsurance transactions; the exclusion from our results of
operations of certain businesses, including the Affinity segment,
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and other assets and liabilities of GEFAHI that were not transferred
to us in connection with our corporate reorganization; the inclusion
in our results of operations of incremental interest expense associ-
ated with the consideration that we issued to GEFAHI in connec-
tion with our corporate reorganization, .including $600 million of
our Equity Units, $100 million of our Series A Preferred Stock and
the $550 million Contingent Note; and the issuance of $1.9 billion
of senior notes and $500 million of commercial paper.

Our historical results of operations include the resules of
operations of the Affinity segment and the blocks of business that
we ceded to UFLIC through for all periods presented through
May 24, 2004, the date of our corporate reorganization. Pro forma
revenues and benefits and expenses (except interest expense) are
lower than our historical revenues and benefits and expenses pri-
marily as the results of the exclusion of revenues and expenses
related to the reinsured blocks of business and the to the Affinity
segment. Pro forma interest expense is higher than historical interest
expense as the result of our revised capital structure following our
corporate reorganization and the [PO.

HISTORICAL PRO FORMA

FOR THE

YEARS ENDED YEAR ENDED

DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS) 2004 2003 ... 002 2004
Revenues:
Premiums $ 6,559 $ 6,707 $ 6,107 $ 6,388
Net investment income 3,648 4,051 3,979 3,160
Ner realized investment gains 26 10 204 23
Policy feesand atherincome 824 OB EECT. 664
Total revenues 11,057 11,683 11,229 10,235
Benefits and expenses:
Benefits and other changes in
policy reserves 4,804 5,270 4,640 4,340
Interest credited 1,432 1,624 1,645 1,319
Underwriting, acquisition and
insurance expenses,
net of deferrals 1,812 1,916 1,808 1,657
Amortization of deferred
acquisition costs
and intangibles 1,154 1,351 1,221 1,052
Interestexpense ... 217 140 24 L 243
Total benefits and expenses 9419 10301 9438 8611
Earnings from continuing
operations before income
taxes and accounting change 1,638 1,382 1.791 1,624
Provision for income taxes 493 413 411 494

Net earnings from continuing
operations before

accounting change $ 1,145 $§ 969 $ 1,380 % 1,130

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 31, 2003

Premiums. Qur premiums consist primarily of premiums
earned on individual life, long-term care, group life and health and
payment protection insurance policies, income annuities and struc-
tured settlements with life contingencies and mortgage insurance
policies. Premiums decreased $148 million, or 2%, to $6,559 million
for the year ended December 31, 2004, compared to $6,707 million

for the year ended December 31, 2003, primarily as the result of a
$156 million decrease in our Affinity segment, a $107 million
decrease in our Protection segment, partially offset by an $84 million
increase in our Mortgage Insurance segment and a $45 million
increase in our Retirement Income and Investment segment. The
decrease in our Affinity segment relates to the exclusion of this
segment as a result of our corporate reorganization. The decrease in
our Protection segment was primarily attributable to a decrease in
long-term care insurance premiums as the result of the reinsurance
transactions with UFLIC, as well as a decrease in payment protection
insurance premiums as the result of the continued run-off of low
return books of business. The increase in our Mortgage Insurance
segment was primarily attriburable to an increase in international
mortgage insurance premiums, attributable to the aging of our inter-
national in-force block, which resulted in increased earned premiums
from prior-year new insurance written, offset in part by a decrease in
U.S. mortgage insurance premiums, attribucable to decreased
demand for mortgage insurance as the result of a smaller U.S. market
for mortgage originations. The increase in our Retirement Income
and Investments segment was primarily attribucable to an increase in
prémiums from life-contingent income annuities attributable to new
distribution relationships in 2004, offset in part by a decrease in
premiums from life- contingent structured settlements attributable
to our decision to write those contracts only when we believe we will
be able to achieve our targeted returns.

Net investment income. Net investment income represents
the income earned on our investments. Net investment income
decreased $403 million, or 10%, to $3,648 million for the year
ended December 31, 2004 from $4,051 million for the year ended
December 31, 2003. This decrease in net investment income was
primarily the result of a decrease in average invested assets, primarily
due to the transfer of assets to UFLIC in connection with the rein-
surance transactions, partially offser by new asset purchases. The
decrease in net investment income was also the result of a decrease
in weighted average invesument yields to 5.5% for the year ended
December 31, 2004 .from 5.8% for the year ended December 31,
2003. The decrease in weighted average investment yields was pri-
marily attributable to purchases of new assets in an interest rate
environment where current market yields are lower than existing
portfolio yields.

Net realized investment gains. Net realized investment gains
consist of gross realized investment gains and gross realized invest-
ment {losses), including charges related 10 impairmencs. Net realized
investment gains increased $16 million to $26 million for the year
ended December 31, 2004 from $10 million for the year ended
December 31, 2003. For the year ended December 31, 2004, gross
realized gains and (losses) were $90 million and $(64) million,
respectively. Realized losses for the year ended December 31, 2004
included $26 million of impairments. These impairments were
attributable to fixed maturities, equity securities and other invest-
ments {$17 million, $5 million and $4 million, respectively). The
fixed matcurities impairments primarily related to securities issued by
companies in the timber products, healthcare, consumer products
industries ($6 million, $4 million and $3 million, respectively). The
equity securities impairments primarily related to mutual fund
investments. The other investments impairments related to impairment
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of limited partnership investments. For the year ended December
31, 2003, gross realized gains and (Josses) were $473 million and
$(463) million, respectively. The realized gains for the year ended
December 31, 2003 included a $43 million gain from a securitiza-
tion of certain financial assets. Realized losses for the year ended
December 31, 2003 included $224 million of impairments. These
impairments were attributable to fixed marurities, equity securities
and other investments ($126 million, $83 million and $15 million,
respectively). The fixed maturities impairments primarily related to
securities issued by companies in the transportation, mining and
metals, utilities and energy and technology and communications
industries ($36 million, $28 million, $12 million and $11 million,
respectively). In addition, $30 million of fixed maturities impair-
ments were realized on asset-backed securities. The equity securities
impairments related to mutual fund and common stock invest-
ments ($37 million and $46 million, respectively). The other invest-
ments impairments primarily related to impairment of limited
partnership invesements

Policy fees and other income. Policy fees and ather income
consist primarily of cost of insurance and surrender charges assessed
on universal life insurance policies, fees assessed against policy-
holder and contractholder account values, and commission income.
Policy fees and other income decreased $91 million, or 10%,
to $824 million for the year ended December 31, 2004 from
$915 million for the year ended December 31, 2003. This decrease
was the result of a $156 million decrease in our Affinity segment
and a $12 million decrease in our Mortgage Insurance segment.
The decreases were partially offset by a $46 million increase in our
Corporate and Other segment, and a $28 million increase in
our Retirement Income and Investments segment. The decrease in our
Affinity segment relates to the exclusion of this segment as a result
of our corporate reorganization. The decrease in our Mortgage
Insurance segment was primarily the result of a decrease in fees for
contract underwriting services attributable to lower refinancing
activity in the U.S. The increase in our Corporate and Other seg-
ment was primarily attributable to a gain related to our waiver of
contractual rights under an outsourcing services agreement with
GE’s global outsourcing provider, 60% of which was sold in the
fourth quarter. The increase in our Retirement Income and
Investments segment was primarily attributable to an increase in
commission income due to increased sales of third-party products
and fee income earned in connection with investment and adminis-
trative services related to a pool of municipal GICs issued by affili-
ates of GE, offset by a decrease in fee income attributable to the
reinsurance transactions with UFLIC.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves consist primarily of reserve activity
related to current claims and future policy benefits on life, long-
term care, group life and health and payment protection insurance
policies, structured settlements and income annuities with life con-
tingencies and claim costs incurred related to mortgage insurance
products. Benefits and other changes in policy reserves decreased
$466 million, or 9%, to $4,804 million for the year ended December 31,
2004 from $5,270 million for the year ended December 31, 2003.
This decrease was primarily the result of a $253 million decrease in
our Retirement Income and Investments segment, a $116 million

decrease in our Affinity segment, a $107 million decrease in our
Protection segment and a $40 million decrease in our Corporate
and Other segment, offset partially by a $50 million increase in our
Mortgage Insurance segment. The decrease in our Retirement
Income and Investments segment was primarily attributable to a
decrease related to the reinsurance transactions with UFLIC and a
reclassification of variable annuity sales inducements paid to
contractholders, which were classified as underwriting, acquisition
and insurance expenses, net of deferrals, in 2003. The decrease in
our Affinity segment relates to the exclusion of this segment as a
result of our corporate reorganization. The decrease in our
Protection segment was primarily related to a decrease in our pay-
ment protection insurance business ateribucable w the lower loss
ratio in the payment protection insurance run-off block. The
decrease in our Corporate and Other segment was primarily attrib-
utable to lower litigation expenses and higher reserves at our
Bermuda reinsurer. The increase in our Mortgage Insurance seg-
ment was primarily artributable to an increase in paid claims as well
as an increase in loans in default associated with higher insurance in-
force in our international mortgage insurance business.

Interest credited. Interest credited represents interest credited
on behalf of policyholder and contractholder general account
balances. Interest credited decreased $192 million, or 12%, to
$1,432 million for the year ended December 31, 2004 from $1,624 mil-
lion for the year ended December 31, 2003. This decrease was pri-
marily the result of a $189 million decrease in our Retirement
Income and Investments segment that was primarily attributable to
a decrease in interest credited associated with the reinsurance trans-
actions with UFLIC. The decrease in interest credited was also the
result of lower interest credited on institutional products due 1o a
decrease in the average size of the in-force block.

Underwriting, acquisition and insurance expenses, net of
deferrals, Underwriting, acquisition and insurance expenses, net of
deferrals, represent costs and expenses related to the acquisition and
ongoing maintenance of insurance and investment contracts,
including commissions, policy issue expenses and other under-
writing and general operating costs. These costs and expenses are net
of amounts thar are capitalized and deferred, which are primarily
costs and expenses which vary with and are primarily related to the
sale and issuance of our insurance policies and investment contracts,
such as first year commissions in excess of ultimate renewal commis-
sions and other policy issue expenses. These expenses decreased
$104 million, or 5%, to $1,812 million for the year ended
December 31, 2004, compared to $1,916 million for the year ended
December 31, 2003, primarily as the result of a $121 mil-
lion decrease in our Affinity segment, a $37 million decrease in
our Mortgage Insurance segment and a $32 million decrease in our
Corporate and Other Segment, partially offset by a $75 million
increase in our Protection segment and a $11 million increase in our
Retirement Income and Investments segment. The decrease in our
Affinity segment relates to the exclusion of this segment as a result
of our corporate reorganization. The decrease in our Mortgage
Insurance segment was primarily attributable to a decrease in
expenses primarily from lower underwriting expenses due to a
decline in refinancing activity in the U.S., lower administrative costs
and a decrease in the provision for indemniry liabilities related to a
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decline in mortgage loan origination. The decrease in our Corporate
and Other segment was primarily attributable to a decrease in allo-
cared expenses from GE as the result of our corperate reorganization
and lower litigation expenses. The increase in our Protection seg-
ment was primarily aceributable to an increase in our payment pro-
tection insurance business related primarily to an increase in
commissions and other compensation arrangements in our run-off
block, partially offser by decreased legal fees in our life insurance
business following an agreement in principle to settle a class-action
lawsuit in 2003 and lower other expenses and a decrease in the
long-term care business primarily attributable to the reinsurance
transactions with UFLIC. The increase in our Retirement Income
and Investments segment was primarily attributable to an increase
in commission and other expenses incurred in our fee-based prod-
ucts primatily due to increased sales.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles consists
primarily of the amortization of acquisition costs that are capitalized
and PVFP. Amortization of deferred acquisition costs and intangi-
bles decreased $197 million, or 15%, to $1,154 million for the year
ended December 31, 2004 from $1,351 million for the year ended
December 31, 2003, This decrease was primarily the result of a
$132 million decrease in our Protection segment, a $58 million
decrease in our Affinity segment, and a $20 million decrease in our
Retirement Income and Investments segment, partially offset by a
$14 million increase in our Mortgage Insurance segment. The
decrease in our Protection segment was primarily attributable to a
decrease in paymeng protection insurance due to our decision not to
renew cerrain distribution relationships, partially offset by the
impact of favorable changes in foreign exchange rates. The decrease
in our Affinity segment relates to the exclusion of this segment as a
result of our corporate reorganization. The decrease in our
Retirement Income and Investments segment was primarily attrib-
utable to the reinsurance transactions with UFLIC. The increase in
the Mortgage Insurance segment was primarily attributable to accel-
erated amortization reflecting higher-than-expected early-year mar-
gins on recently written policies in the U.S. and the continued
growth of our international business.

Interest expense. Interest expense increased $77 million, or
55%, to $217 million for the year ended December 31, 2004 from
$140 million for the year ended December 31, 2003. This increase
was primarily the resulc of a our revised debt structure following our
corporate reorganization, as well as the full-year contribution of
interest expense associated with securitization entities that were con-
solidated in our financial statements in connection with our adop-
tion of FIN 46 on July 1, 2003 and interest paid on non-recourse
funding obligations issued in the third and fourth quarters of 2003
and the fourth quarter of 2004.

Provision for income taxes. Provision for income taxes
increased 380 million, or 19%, to $493 million for the year ended
December 31, 2004 from $413 million for the year ended
December 31, 2003. The effective tax rate increased to 30.1% for
the year ended December 31, 2004 from 29.9% for the year ended
December 31, 2003, The increase in effective tax race was primarily
due to the loss of foreign tax benefits as a result of the separation
from GE, a decrease in benefits related to dividends received, and

favorable examinartion developments in 2003, which did not recur
in 2004, offset in part by tax benefits recognized in connection with
our corporate reorganization.

Net earnings from continuing operations. Net earnings
from continuing operations increased by $176 million, or 189%, to
$1,145 million for the year ended December 31, 2004 from
$969 million for the year ended December 31, 2004, The increase
in net earnings from continuing operations reflects increases in seg-
ment net earnings in each of our segments, except for our Affinity
segment, whose net earnings decreased as a result of its exclusion asa
result of our corporate reorganization.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Premiums. Premiums increased $600 million, or 10%,
to $6,707 million for the year ended December 31, 2003 from
$6,107 million for the year ended December 31, 2002. This increase
was primarily the result of a $500 million increase in our Protection
segment, a $58 million increase in our Retirement Income and
Investments segment, and a $39 million increase in our Mortgage
Insurance segment. The increase in our Protection segment was pri-
matily attributable to increases in payment protection insurance
premiums as a result of changes in foreign exchange rates and
growth of the in-force block as well as growth in long-term care
insurance premiums. The increase in our Retirement Income and
Investments segment was primarily attributable to an increase in
life-contingent structured settlement premiums, offset in part by a
decrease in life-contingent income annuities. The increase in our
Mortgage Insurance segment was primarily attributable to an
increase in international mortgage insurance premiums, offset in
part by a decrease in U.S. mortgage insurance premiums.

Net investment income. Net investment income increased
$72 million, or 2%, t0 $4,051 million for the year ended December 31,
2003 from $3,979 million for the year ended December 31, 2002. This
increase in net investment income was primarily the result of an
increase in average invested assets. This increase was offset in part by a
decrease in weighted average investment yields, primarily attributable
to investments in the U.S., to 5.8% for the year ended December 31,
2003 from 6.0% for the year ended December 31, 2002.

Net realized investment gains. Net realized investment gains
decreased $194 million to $10 million for the year ended
December 31, 2003 from $204 million for the year ended
December 31, 2002. For the year ended December 31, 2003, gross
realized gains and (losses) were $473 million and $(463) million,
respectively. The realized gains for the year ended December 31,
2003 included a $43 million gain from a securitzation of certain
financial assets. Realized losses for the year ended December 31,
2003 included $224 million of impairments. These impairments
were attributable to fixed maturities, equity securities and other
investments ($126 million, $83 million and $15 million, respec-
tively). The fixed maturities impairments primarily related to securi-
ties issued by companies in the transportation, mining and metals,
utilities and energy and technology and communications industries
($36 million, $28 million, $12 million and $11 million, respec-
tively). In addition, $30 million of fixed maturities impairments
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were realized on asset-backed securities. The equity securities impair-
ments related to mutual fund and common stock investments
($37 million and $46 million, respectively). The other investments
impairments primarily related to impairment of limited partnership
investments. For the year ended December 31, 2002, gross realized
gains and (losses) were $790 million and $(586) million, respectively.
The realized gains for the year ended December 31, 2002 included
$29 million from a securitization of certain financial assets. Realized
losses for the year ended December 31, 2002 included $343 million
of impairments. These impairments were attributable to fixed matu-
rities, equity securities and other investments ($193 million,
$133 million and $17 million, respectively). The fixed maturities
impairments primarily related to securities issued by companies in
the technology and communications and airline industries
($131 million and $27 million, respectively). The technology and
communication industry impairments include $83 million related to
securities issued by WorldCom Inc. and its affiliates. The equity
securities impairments related to mutual fund and common stock
investments ($81 million and $52 million, respectively). The other
investments impairments are related to impairment of limited pare-
nership and other private equity investments.

Policy fees and other income. Policy fees ind other income
decreased $24 million to $915 million for the year ended December 31,
2003 from $939 million for the year ended December 31, 2002. This
decrease was primarily the result of a $25 million decrease in our
Protection segment and an $11 million decrease in our Affinity seg-
ment, partially offset by a $10 million increase in our Mortgage
Insurance segment. The decrease in our Protection segment was-pri-
marily artributable to a decrease in administrative fees from our
group life and health insurance business. The decrease in our
Affinity segment was primarily atcributable to the decision to dis-
continue certain products and distribution relationships that did
not meet our target return thresholds. The increase in our Mortgage
Insurance segment was primarily attributable to higher contract
underwriting fees related to increased refinancing activity in the
U.S. and higher fees from increased volume in our international
mortgage insurance business.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $630 million, or 14%, to
$5,270 million for the year ended December 31, 2003 from
$4,640 million for the year ended December 31, 2002. This increase
was primarily the result of a $367 million increase in our Protection
segment, a $117 million increase in our Retirement Income and
Investments segment and a $69 million increase in our Mortgage
Insurance segment. The increase in our Protection segment was pri-
marily attributable to an increase in.changes in policy reserves for
long-term care insurance, payment protection insurance and life
insurance. The increase in our Retirement Income and Investments
segment was primarily attributable to an increase in changes in pol-
icy reserves for structured settlements. The increase in our Mortgage
Insurance segment was primarily attributable to favorable loss devel-
opment on prior year reserves.

Interest credited. Interest credited decreased $21 million, or
1%, to $1,624 million for the year ended December 31, 2003 from
$1,645 million for the year ended December 31,2002, This

decrease was primarily the result of a $24 million decrease in our

Retirement Income and Investments segment that was primarily
atrributable to lower credited rates-on GICs and funding agree-
ments, offset in part by an increase in interest credited resulting
from more variable annuity policyholders selecting the fixed
account option on their contracts, on which we credit interest. The
decrease in interest credited was also the result of a reduction in our
weighted average crediting rates to 3.3% for the year ended
December 31, 2003 from 3.6% for the year ended December 31, 2002,

Underwriting, acquisition and insurance expenses, net of
deferrals. Underwriting, acquisition and insurance expenses, net of
deferrals, increased $108 million, or 6%, to $1,916 million for the
year ended December 31, 2003 from $1,808 million for the year
ended December 31, 2002. This increase was primarily the result of
a $89 million increase in our Protection segment, a $66 million
increase in our Mortgage Insurance segment, partially offset by a
$68 million decrease in our Affinity segment. The increase in our
Protection segment was primarily attributable to growth of the pay-
ment protection insurance in-force block. The increase in our
Mortgage Insurance segment was primarily attributable to higher
expenses associated with increased refinancing activity in the U.S,,
continued investment in our international mortgage insurance busi-
ness and higher indemnity liabilities for U.S. contract underwriting
claims, which are included as other liabilities in our statement of
financial ‘position. U.S contract underwriting indemnificarion
claims arise out of our contract underwriting agreements, pursuant
to which we agree to indemnify lenders against losses incurred in the
event that we make material errors during the underwriting process.
These claims are classified in this line item (and not in “Benefits and
other changes in policy reserves”) because they do not relate to
insured events. Our indemnification liabilities related to U.S. con-
tract underwriting claims increased as the result of our updating the
assumptions we used to calculate these indemnity liabilites to
reflect recent underwriting experience and the increase in the vol-
ume of mortgage loans underwritten due to significant refinancing
activity. The decrease in our Affinity segment was primarily atrib-
utable to cost saving initiarives that reduced compensation and ben-
efits and other general expenses. -

Amortization of deferred acquisition costs and intangibles.
Amortization increased $130 million, or 11%, to $1,351 million
for the year ended December 31, 2003 from $1,221 million for the
year ended December 31, 2002. This increase was primarily the
result of 2 $155 million increase in our Protection segment, parrially
offset by a $20 million decrease in our Retirement Income and
Invesements segment. The increase in our Protection segment was
primarily attributable to growth of the payment protection insur-
ance in-force block. The decrease in our Retirement Income and
Investments segment was primarily attributable to the impact of
additional amortization in 2002 due to lower equity valuations of
assets in our variable annuity separate accounts.

Interest expense. Interest expense increased $16 million, or
13%, to $140 million for the year ended December 31, 2003 from
$124 million for the year ended December 31, 2002. This increase was
primarily the result of $27 million of interest expense associated with
securitization entities that were consolidated in our financial state- .
ments in connection with our adoption of FIN 46 on July 1, 2003,
and $3 million of interest paid on non-recourse funding obligations,
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issued in the third and fourth quarters of 2003, supporting certain
term life insurance policies. These increases were partially offset by a
$14 million decrease in interest expense that was primarily the result of
lower average short-term borrowings and long-term borrowings.

Provision for income taxes. Provision for income taxes

increased $2 million to $413 million for the year ended December 31,
2003 from $411 million for the year ended December 31, 2002. The
effective tax rate increased to 29.9% for the year ended December 31,
2003 from 22.9% for the year ended December 31, 2002. This
increase in effective rax rate was primarily the result of a $152 million
decrease in income tax expense for-the year-ended December 31,
2002 chat was attributable to a favorable sertlement with the
Internal Revenue Service related to the treatment of certain reserves
for obligations to policyholders on life insurance contracts, partially
offsec by dividend received deduction benefits realized in 2003.
Excluding the effect of the settlement, our effective tax rate would
have been 29.9% and 31.4% for the years ended December 31,
2003 and 2002, respectively. .

Net earnings from continuing operations. Net earnings from
continuing operations decreased by $411 million, or 30%, to
$969 million for the year ended December 31, 2003 from $1,380 mil-
lion for the year ended December 31, 2002. This decrease was primar-
ily the result of a reduction in net realized investment gains and the
impact of a favorable settlement with the IRS in 2002, The decline in
net earnings from continuing operations reflects decreases in segment
net earnings in our Protection, Retirement Income and Investments,
Mortgage Insurance and Corporate and Other segments, partially off-
set by increased segment net earnings in our Affinity segment.

HISTORICAL AND PRO FORMA
- RESULTS OF OPERATIONS BY SEGMENT

Set forth below is historical financial information for each of
our operating segments' (Protection, Retirement Income and
Investments and Mortgage Insurance), together with our Corporate
and Other segment and the Affinity segment. Set forth below also is
pro forma financial information for our Protection, Retirement
Income and Investments and Corporate and Other segments. There
were no pro forma adjustments to the results of operations of our
Mortgage Insurance segment, and pro forma financial information
is not provided for the Affinity segment because we did not acquire
that segment from GEFAHI All pro forma segment information is
prepared on the same basis as the segment information presented in
our unaudited financial statements.

Management regularly reviews the performance of cach of
our operating segments based on the after-tax net earnings (loss) of
the segment, which excludes: (1) net realized investment gains
(losses), (2) most of our interest and other financing expenses,
(3) amounts reserved for the sertlement in principle of the class
action litigation relating to sales practices in our life insurance busi-
ness, and (4) advertising and marketing costs and severance and
restructuring charges. Although these excluded items are significant
to our consolidared financial performance, we believe that the pres-
entation of segment net earnings (loss) enhances our understanding
and assessment of the results of operations of our operaring
segments by highlighting net earnings (loss) attributable to the nor-
mal, recurring operations of our business. However, segment net

earnings (loss) is not a substitute for net income determined in

accordance with U.S. GAAP.

HISTORICAL PRO FORMA

................................................... FOR THE
AS$ OF OR FOR THE YEARS YEAR ENDED

ENDED DECEMBER 31,

{DOLLAR AMOUNTS IN MILLIONS)

Revenues by segment:

Protection $ 6,064 $ 6,143 $ 5,605 $ 5,935
Retirement Income :

and Investments 3,361 3,803 3,756 2,891
Mortgage Insurance 1,090 982 946 1,090
Affinity 218 566 588 -
Corporateand Ocher 324 189 334 319
Total revenues $ 11,057 $ 11,683 $11,229 $10,235
Segment net earnings (loss)

from continuing operations:
Protection $ 528 § 487 $§ 554 $ 527
Retirement Income

and Investments 153 151 186 148
Mortgage Insurance 426 369 451 426
Affinity (14) 16 (3) -
Corporateand Other- ! 52 G4 92 29

- Total segment net earnings (loss)

from continuing operations $ 1,145 $ 969 § 1,380 $ 1,130
Total assets by segment

(as of the period ended):
Protection $ 31,806 $ 29,254
Retirement Income

and Investments 56,610 55,614
Mortgage Insurance 6,428 6,110
Affinity - 2315
Corporateand Other 9,034 10,138
Total assers $103,878 $103,431

I’ROTECTION‘ SEGMENT

The foliowing table sets forth che historical and pro forma
results of operations relating to our Protection segment. Prior to our
corporate reorganization, we entered into several significant reinsur-
ance transactions in which we ceded to UFLIC a block of long-term
care- insurance policies that we reinsured from Travelers in 2000,
and we assumed from UFLIC in-force blocks of Medlcare supple-
ment insurance policies.

. We ceded the Travelers long-term care block to UFLIC in
connection with our corporate reorganization on May 24, 2004,
and therefore its results are not included in our historical results
after that date. Similarly, we assumed the Medicare supplement
blocks from UFLIC in connection with our corporate reorganiza-
tion on May 24, 2004, and therefore their results are included in
our historical results after that date. As a result of the foregoing, our
historical results of operations for the year ended December 31,
2004 are not comparable to our results of operations for the years
ended Decernber 31, 2003 and 2002. The pro forma earnings infor-
mation below reflects adjustments to record the effects of the rein-
surance transactions as if they had been effective as of January 1,
2004. There wete no pro forma adjustments to interest credited or
interest expense bécause the long-term care insurance policies we
ceded to UFLIC, and the Medicare supplement insurance policies
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UFLIC ceded to us, in connection with the reinsurance transactions
do not generate such fees, interest credited or interest expense. Pro
forma revenues and benefits and expenses are lower than our histor-
ical revenues and benefits and expenses primarily as the results of
the exclusion of revenues and expenses related to the reinsured block
of long-term care insurance.

HISTORICAL PRO FORMA

FOR THE

DED
YEARS EN YEAR ENDED

DECEMBER 3I,

(DOLLAR AMOUNTS [N MILLIONS) 2004 2003 2002 2004
Revenues:

Premiums $4,481 $4,588 $4,088 $4,398
Net investment income 1,224 1,199 1,136 1,178
Policy fees and other income . 359 .36 381 . 359

Benefits and expenses:
Benefits and other changes in

policy reserves 2,890 2,997 2,630 2,788
Interest credited 362 365 362 362
Underwriting, acquisition and

insurance expenses,

net of deferrals 1,094 1,019 930 1,077
Amorrization of deferred

acquisition costs and intangibles 869 1,001 846 861
Interestexpense ... 15 3o T 15
Total benefics and expenses 5230 5385 4768 5,103
Earnings before income taxes 834 758 837 832
Provision for income taxes 36 271 283 305
Segment net carnings $ 528 $ 487 $ 554 $ 527

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 31, 2003

Premiums. Premiums. decreased $107 million, or 2%, to
$4,481 million for the year ended December 31, 2004 from
$4,588 million for the year ended December 31, 2003. This
decrease was primarily the result of a $102 million decrease in long-
term care insurance premiums, consisting of a $124 million
decrease attributable to the reinsurance transactions with UFLIC,
partially offser by a $22 million increase in. premiums associated
with the growth of the in-force block. The decrease was also the
result of a $81 million decrease in payment protection insurance
premiums, consisting of a $231 million decrease on a constant-
currency basis, net of a $150 million increase attributable to changes
in foreign exchange rates. The $231 million decrease consisted of a
$393 million decrease in premiums in our run-off block, offset by a
$162 million increase in our continuing business due to new distri-
bution relationships and the growth of consumer lending in
Continental Europe. These decreases were offset in part by a
$61 million increase in life insurance premiums thac was primarily
attributable to growth of the term life insurance in-force block. The
decreases were also offset in part by a $15 million increase in group
life and health insurance premiums atributable to growth of the
in-force block that was primarily attributable to an increase in sales
of non-medical producrs as the result of enhancements in our life
insurance and disability product offerings and the expansion of our
dental network.

Net investment income. Net investment income increased
$25 million, or 2%, to $1,224 million for the year ended December 31,
2004 from $1,199 million for the year ended December 31, 2003. This
increase, which included $13 million due to changes in foreign
exchange rates, was primarily the result of an increase in average
invested assets, offset in part by declining yields on investments and
by a decrease in invested capital allocated to this segment in prepara-
tion for our corporate reorganization and initial public offering:

Policy fees and other income. Policy fees and other income
increased $3 million, or 1%, w0 $359 million for the year ended
December 31, 2004 from $356 million for the year ended December 31,
2003. This increase was primarily the result of a $13 million increase
in our life insurance business primarily dccributable to an increase in
policy fees and other income in our universal life insurance business.
This increase was partially offset by a $9 million decrease in admin-
istrative fees from our group life and health insurance business that
was primarily attributable to higher lapse rates in 2004.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves decreased $107 million, or 4%, to
$2,890 million for the year ended December 31, 2004 from
$2,997 million for the year ended December 31, 2003. This
decrease was primarily the result of a $113 million decrease in our
payment protection insurance business attributable to the lower loss
ratio in the payment protection insurance run-off block, $27 mil-
lion of which was attributable to changes in foreign exchange rates.
The decrease was also attributable to 2 $85 million decrease in long-
term care benefits and other changes in policy reserves, consisting of
a $150 million decrease primarily attributable to the reinsurance
transactions with UFLIC, partially offset by a $65 million increase
primarily attributable to increased reserves and benefit payments -
resulting from the normal, expected increases in claims volume asso-
ciated with the aging and continued growth of the long-term care
in-force block. The decrease was partially offset by a $71 million
increase in our life insurance business attributable t growth of the
in-force block and less favorable claim experience compared to
2003, as well as a $19 million increase in our group life and health
insurance business primarily actributable to growth in the in-force
block and loss ratios that were more in line with expectations after
favorable results in 2003.

Interest credited. Interest credited decreased $3 million, or
1%, to $362 million for the year ended December 31, 2004 from
$365 million for the year ended December 31, 2003. This decrease
was primarily the result of decreased crediting rates for universal life
insurance policies, offset in part by increased policyholder account
balances on corporate owned life insurance policies.

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other expenses,

net of deferrals increased $75 million, or 7%, to $1,094 million for

the year ended December 31, 2004 from $1,019 million for the year
ended December 31, 2003. The increase was primarily attributable
to an $116 million increase in our payment protection insurance
business related primarily to an increase in commissions and other
compensation arrangements in our run-off block. This increase was
partially offset by a $27 million decrease in our life insurance busi-
ness primarily attributable to decreased legal fees following the
agreement in principle to settle a class action lawsuit in 2003 and
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lower other expenses. The increase was also partially offset by an
$18 million decrease in our long-term care insurance business pri-
marily ateributable to the reinsurance transactions with UFLIC.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles decreased
$132 million, or 13%, to $869 million for the year ended December 31,
2004 from $1,001 million for the year ended December 31, 2003.
This decrease was primarily the result of a $184 million decrease in
payment protection insurance due to our decision not to renew cer-
tain distribution relationships, partially offset by an increase of
$69 million due to changes in foreign exchange rates. The decrease
was also partially attributable to a $20 million decrease in our life
insurance business due to lower 2004 lapses in our term life insur-
ance block and lower amortization on our universal life insurance
block due to additional investment income related to bond calls and
favorable universal life insurance claims experience, both of which
resulted in accelerated amortization in 2003 and did not recur in
2004. Long-term care amortization decreased $3 million primarily
as a result of a $14 million decrease related to the reinsurance trans-
actions with UFLIC, partially offset by an increase in our long-term
care business due to growth in the in-force block.

Interest expense. Interest expense increased $12 million to
$15 million for the year ended December 31, 2004 from $3 million
for the year ended December 31, 2003. This increase was primarily
the result of interest paid on non-recourse funding obligations,
issued in the third and fourth quarters of 2003 and the fourth quar-
ter of 2004, supporting certain term life insurance policies.

Provision for income taxes. Provision for income taxes
increased $35 million, or 13%, to $306 million for the year ended
December 31, 2004 from $271 million for the year ended December 31,
2003. The effective tax rate was 36.7% and 35.8% for the years
ended December 31, 2004 and 2003, respectively. The increase in
effective tax rate was primarily due to a loss of foreign tax benefics as
a result of the separation from GE.

Segment net earnings. Segment net earnings increased by
$41 million, or 8%, to $528 million for the year ended December 31,
2004 from $487 million for the year ended December 31, 2003. The
increase in segment net earnings primarily reflects increases in net
earnings in our life, payment protection and long-term care insur-
ance businesses, offser in part by a decrease in net earnings in our
group life and health insurance business. The increase in life insur-
ance was primarily attributable to growth of the in-force block and
lower legal expenses following the agreement in principle to settle a
class action lawsuit, The increase in payment protection insurance
was primarily attributable to $10 million in one-time charges
related to employee benefit costs, as well as an $8 million increase
due to the favorable impact of foreign exchange rates and an
increase due to growth in our continuing business, partially offset by
the loss of certain foreign tax benefits. The increase in our long-term
care insurance business was primarily attributable to the growth of
the block, partially offser by a loss of earnings on invested capital
attributable to a reallocation of capital to our Corporate and Other
segment and decreased earnings as a result of the reinsurance trans-
actions. The decrease in our group life and health insurance business
was attributable to loss experience that was more in line with expec-
rations after favorable resules in 2003.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Premiums. Premiums increased $500 million, or 12%, to
$4,588 million for the year ended December 31, 2003 from
$4,088 million for the year ended December 31, 2002. This increase
was primarily the result of a $265 million increase in payment pro-
tection insurance premiums, with $155 million of that increase
attributable to changes in foreign exchange rates and $110 million
of that increase attributable to growth of the in-force block. The
increase was also the result of a $232 million increase in long-term
care insurance premiums that was primarily attributable to growth
of the in-force block.

Netr investment income. Net investment income increased
$63 million, or 6%, to $1,199 million for the year ended
December 31, 2003 from $1,136 million for the year ended
December 31, 2002. This increase was primarily the result of an
increase in invested assets, offset in part by declining yields on
investments in the lower interest rate environment.

Policy fees and other income. Policy fees and other income
decreased $25 million, or 7%, to $356 million for the year ended
December 31, 2003 from $381 million for the year ended December 31,
2002. This decrease was primarily the result of a $13 million
decrease in administrative fees from our group life and health insur-
ance business that was primarily attributable to higher lapse rates.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $367 million, or 14%, to
$2,997 million for the year ended December 31, 2003 from
$2,630 million for the year ended December 31, 2002. This increase
was primarily the result of a $267 million increase in changes in
reserves and benefit payments resulting from the normal, expected
increases in claims volume associated with the aging of the long-
term care insurance in-force block. The increase was also the result
of 2 $69 million increase in changes in policy reserves attributable to
growth of the payment protection insurance in-force block, of
which $34 million was attributable to a lower amount of favorable
loss development on prior-year reserves, and a $38 million increase
in life insurance reserves.

Interest credited. Interest credited increased $3 million, or
1%, to $365 million for the year ended December 31, 2003 from
$362 million for the year ended December 31, 2002. This increase
was primarily the result of increased policyholder account balances
on corporate-owned life insurance policies, offset in part by
decreased crediting rates for universal life insurance policies.

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other expenses,
net of deferrals increased $89 million, or 10%, to $1,019 million for
the year ended December 31, 2003 from $930 million for the year
ended December 31, 2002. This increase was primarily the result of
an $83 million increase attributable to growth in the payment protec-
tion insurance in-force block that was primarily associated with an
increase in net commission expense.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles increased
$155 million, or 18%, to $1,001 million for the year ended December 31,
2003 from $846 million for the year ended December 31, 2002. This
increase was primarily the result of a $96 million increase resulting
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from growth of the payment protection insurance in-force block. The
increase was also the result of a $33 million increase primarily attrib-
utable to additional investment income due to early bond calls within
the universal life insurance investment portfolio and to favorable uni-
versal life insurance claims experience, both of which accelerated
amortization of deferred acquisition costs and intangibles. In addi-
tion, $19 million of the increase was the result of the impact of the
amortization of PVFP in 2002 for the block of long-term care insur-
ance reinsured from Travelers.

Interest expense. Interest expense increased $3 million for the
year ended December 31, 2003 from $0 million for the year ended
December 31, 2002. This increase was the result of interest paid on
non-recourse funding obligations, issued in the third and fourth
quarters of 2003, supporting certain term life insurance policies.

Provision for income taxes. Provision for income taxes
decreased $12 million, or 4%, to $271 million for the year ended
December 31, 2003 from $283 million for the year ended December 31,
2002. The effective tax rate increased to 35.8% for the year ended
December 31, 2003 from 33.8% for the year ended December 31, 2002.
This increase in effective tax rate was primarily the result of a decrease
in certain foreign tax loss and dividend benefits.

Segment net earnings. Segment net earnings decreased
by $67 million, or 12%, to $487 million for the year ended
December 31, 2003 from $554 million for the year ended December 31,
2002. The decrease in segment net earnings primarily reflects
decreases in net earnings for life, payment protection and group life
and health insurance products, offset in part by increases in net
earnings for long-term care insurance products. The decrease in life
insurance was primarily attributable to an increase in life insurance
reserves, as well as accelerated amortization of deferred acquisition
costs and intangibles related to additional investment income result-
ing from early bond calls and favorable claims experience. The
decrease in payment protection insurance was primarily attributable
to higher underwriting, acquisition, insurance and other expenses,
net of deferrals, and the impact of the recognition in 2002 of certain
foreign tax loss benefits. The decrease in group life and health insur-
ance was primarily attributable to lower administration fees due to
higher lapse rates. The increase in long-term care insurance was pri-
marily attributable to growth in the in-force blocks.

RETIREMENT INCOME AND INVESTMENTS SEGMENT

The following table sets forth the historical and pro forma
results of operations relating to our Retirement Income and
Investments segment. Prior to our corporate reorganization, we
entered into several significant reinsurance transactions in which we
ceded to UFLIC all of our in-force structured settlements contracts
and substantially all of our in-force variable annuity contracts.

We ceded these blocks of business to UFLIC in connection
with our corporate reorganization on May 24, 2004, and therefore
their results are not included in our historical results after thar date.
As a result of the foregoing, our historical results of operations for
the year ended December 31, 2004 are not comparable to our
results of operations for the years ended December 31, 2003 and

2002. The pro forma earnings information below reflects adjust-
ments to record the effects of the reinsurance transactions as if they
had been effective as of January 1, 2004. Pro forma revenues (except
premiums) and benefits and expenses are lower than our historical
revenues and benefits and expenses primarily as the results of the
exclusion of revenues and expenses related to the reinsured block of
long-term care insurance. There were no pro forma adjustments to
premiums because the structured settlements we ceded are single
premium products and do not have renewal premiums, and- the
variable annuity products we ceded are deposit contracts and their
deposits are not recorded as premiums.

HISTORICAL PRO FORMA
FOR THE
YEAR ENDED

DECEMBER 31,

YEARS ENDED
DECEMBER 31,

(poLLaR aMOUNTS IN MILLIONS) 2004 2003 2002 2004
Revenues:
Premiums $1,094  $1,049 $ 991 $1,094
Net investment income 1,996 2,511 2,522 1,582
Policy fees and other income 271 M3 243 215
Towl cevenues 3,361 3803 3756 . .. 2,89
Benefits and expenses:
Benefits and other changes in

policy reserves 1,633 1,886 1,769 1,352
Interest credited 1,070 1,259 1,283 957
Underwriting, acquisition and

insurance expenses,

net of deferrals 250 239 221 229
Amortization of deferred

acquisition costs and intangibles 170 190 210 122
Interest expense 1 - - 1

Earnings before income taxes 237 229 273 230
Provision for income taxes 84 78 8T 82
Segment net earnings $ 153 $ 151 $ 186 $ 148

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 31, 2003

Premiums. Premiums increased $45 million, or 4%, to
$1,094 million for the year ended December 31, 2004 from
$1,049 million for the year ended December 31, 2003. This increase
was primarily the result of a $68 million increase in premiums for
life-contingent income annuities that was primarily attributable 1o
new distribution relationships in 2004. The increase was partially
offset by a $23 million decrease in premiums for life-contingent
structured settlements that was primarily attributable to our deci-
sion to write those contracts only when we believe we will be able to
achieve our targeted returns.

Net investment income. Net investment income decreased
$515 million, or 21%, to $1,996 million for the year ended December 31,
2004 from $2,511 million for the year ended December 31, 2003.
This decrease was the result of a decrease in average invested assets,
primarily associated with assets transferred to UFLIC in connection
with the reinsurance transactions, partially offset by new asset pur-
chases. The decrease in net investment income also was the result of
declining yields on investments.
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Policy fees and other income. Policy fees and other income
increased $28 million, or 12%, to $271 million for the year ended
December 31, 2004 from $243 million for the year ended
December 31, 2003. This increase was primarily attributable to a
$38 million increase in commission income due to increased sales of
third-party products. The increase was also attributable to $34 mil-
lion of fee income earned pursuant to new arrangements we entered
into, effective as of January 1, 2004, to provide investment and
administrative services related to a pool of municipal GICs issued by
affiliates of GE. The increase was also attributable to a $10 million
increase in fee income attributable to increased assets under man-
agement and a $10 million increase in asser management service
fees. These increases were partially offset by a $62 million decrease
in fee income primarily attributable to the reinsurance transactions
with UFLIC. |

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves decreased $253 million, or 13%, to
$1,633 million for the year ended December 31, 2004 from $1,886
million for the year ended December 31, 2003. This decrease was
primarily the result of a $341 million decrease related to the reinsur-
ance transactions with UFLIC, The decrease was also partially
attributable to a $34 million reclassification in variable annuity sales
inducements paid to contractholders, which were classified as
underwriting, acquisition and insurance expenses, net of deferrals,
in 2003. This reclassification was the result of the adoption of
SOP 03-1 on January 1, 2004. The decrease was partially offset by a
$68 million increase in reserves relating to life-contingent income
annuities and a $17 million increase related to favorable mortality
on income annuities in 2003 which did not recur in 2004. In addi-
tion, in the fourth quarter of 2004, we recorded a one-time charge
of $49 million, $41 million of which was recorded in benefits and
other changes in policy reserves. This charge related to a small run-
off block of equiry-indexed annuities and resulted from an adjust-
ment of reserving processes.

Interest credited. Interest credited decreased $189 million, or
15%, to $1,070 million for the year ended December 31, 2004
from $1,259 million for the year ended December 31, 2003. This
decrease was primarily attributable to a $172 million decrease in
interest credited as the result of the reinsurance transactions with
UFLIC. This decrease was also the result of a $16 million decrease
relating to lower interest credited on institutional products due to a
decrease in the average size of the in-force block, as well as lower
average interest crediting rates.

Underwriting, acquisition and insurance expenses, net of
deferrals. Underwriting, acquisition and insurance expenses, net of
deferrals, increased by $11 million, or 5%, to $250 million for the
year ended December 31, 2004 from $239 million for the year
ended December 31, 2003. This increase was primarily the resulc of
an increase of $32 million in commission and other expenses
incurred in our fee-based products primarily due to increased sales.
The increase was also the result of the reclassification of $33 million
of variable annuity sales inducements paid to contractholders which
were classified as deferred acquisition costs in the prior year. The
increase was partially offset by a $45 million decrease in expenses

associated with blocks of business ceded as part of the reinsurance
transactions with UFLIC and an $7 million decrease in guarantee
fund assessments.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles decreased
$20 million, or 11%, to $170 million for the year ended December 31,
2004 from $190 million for the year ended December 31, 2003. This
decrease was primarily the result of a $33 million decrease attribura-
ble to the reinsurance transactions with UFLIC. The decrease was
partially offset by $8 million of accelerated amortization of deferred
acquisition costs associated with variable life insurance.

Provision for income taxes. Provision for income taxes
increased $6 million, or 8%, to $84 million for the year ended
December 31, 2004 from $78 million for the year ended
December 31, 2003. The effective tax rate increased to 35.4% for
the year ended December 31, 2004 from 34.1% for the year ended
December 31, 2003. The increase in effective tax rate was primarily
the result of the impact of higher dividends received deduction ben-
efits related to separate account annuity products in 2003.

Segment net earnings. Segment net earnings increased
$2 million, or 1%, to $153 million for the year ended December 31,
2004 from $151 million for the year ended December 31, 2003. This
increase was primarily the result of lower expenses due primarily to
the reinsurance transactions with UFLIC, offset by declining yields
on invested assets. The increase in segment net earnings also was
attributable to an increase in fees received under new contracts with
GE to manage its municipal GIC business, as well as growth in our
asset management businesses, growth in assets under management
overall, and improved spreads, offset by a one-time charge of $32
million (post-tax) related to an adjustment of reserving processes
related to a small run-off block of equity-indexed annuities.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Premiums. Premiums increased $58 million, or 6%, to
$1,049 million for the year ended December 31, 2003 from
$991 million for the year ended December 31, 2002. This increase
was primarily the result of a $92 million increase in premiums for
life-contingent structured settlements that was attributable to
higher sales of this product. This increase was offset in part by a
$31 million decrease in premiums for life-contingent income annu-
ities that was primarily atcributable to lower sales of this product
resulting from a reduction of crediting and payout rates in 2003 in
the lower interest rate environment.

Net investment income. Net investment income decreased
$11 million to $2,511 million for the year ended December 31,
2003 from $2,522 million for the year ended December 31, 2002.
This decrease was primarily the result of declining yields on invest-
ments, which was offset in part by an increase in invested assets.

Policy fees and other income. Policy fees and other income
were unchanged at $243 million for the years ended December 31,
2003 and December 31, 2002.
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Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $117 million, or 7%, to
$1,886 million for the year ended December 31, 2003 from
$1,769 million for the year ended December 31, 2002, This
increase was primarily the result of a $107 million increase in
changes in policy reserves for structured settlements attributable to
higher sales of this product.

Interest credited. Interest credited decreased $24 million, or
2%, to $1,259 million for the year ended December 31, 2003 from
$1,283 million for the year ended December 31, 2002. This
decrease was primarily the result of lower credited rates on GICs
and funding agreements attributable to the lower interest rate envi-
ronment, offset in part by an increase in interest credited attributa-
ble to more variable annuity policyholders selecting the fixed
account option on their contracts, on which we credit interest.

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other
expenses, net of deferrals, increased by $18 million, or 8%, to
$239 million for the year ended December 31, 2003 from
$221 million for the year ended December 31, 2002. This increase
was primarily the result of an increase in general operating expenses,
offset in part by an increase in deferrals of acquisition costs resulting
from increased sales of variable annuities with bonus features, for
which a portion of the benefit expense is deferred and amortized
over the life of the product.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles decreased
$20 million, or 10%, to $190 million for the year ended December 31,
2003 from $210 million for the year ended December 31, 2002. This
decrease was primarily the result of the impact of a $26 million increase
in additional amortization of deferred acquisition costs in 2002 that
was primarily attributable to lower equity valuations of assets in our
variable annuity separate accounts. ! oo

Provision for income taxes. Provision for income taxes
decreased $9 million, or 10%, to $78 million for the year ended
December 31, 2003 from $87 million for the year ended
December 31, 2002. The effective tax rate increased to 34.1% for
the year ended December 31, 2003 from 31.9% for the year ended
December 31, 2002. This increase in effective tax rate was primarily
the resule of the impact of higher dividends received deduction ben-
efits related to separate account annuity products in 2002.

Segment net earnings. Segment net earnings decreased
$35 million, or 19%, to $151 million for the year ended December 31,
2003 from $186 million for the year ended December 31, 2002.
This decrease in segment net earnings was primarily the resulc of
lower policy fees and other income and declining yields on invested
assets. The decrease in segment net earnings reflects decreases in net
earnings for structured settlement, fixed annuity and GIC products
and an increase in net earnings for variable annuity products. The
decrease in structured settlements and GICs was primarily attribut-
able to lower reinvestment rates. The decrease in fixed annuities was
primarily attributable to higher amortization of deferred acquisition
costs. The increase in variable annuities was primarily attributable
to tax benefits resulting from higher dividend deductions on our
separate accounts.

MORTGAGE INSURANCE SEGMENT

The following table sets forth the historical results of opera-
tions relating to our Mortgage Insurance segment. The Mortgage
Insurance segment’s results of operations ate not affected by any of
the pro forma adjustments.

YEARS ENDED DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS)

Revenues:
Premiums $ 800 $716 $677
Net investment income 254 218 231
Policy fees and otherincome - . 6 . 48 38
Towaleevenues .. 1,090 982 .. 946
Benefits and expenses:
Benefits and other changes in

policy reserves 165 115 46
Underwriting, acquisition and

insurance expenses,

net of deferrals 262 299 233
Amortization of deferred

_acquisition costs and intangibles 51 37 39

Towal benefitsand expenses 78 a1 318
Earnings before income taxes 612 531 628
Provision forincome taxes 186 lez 177
Segment net earnings $ 426 $369 $451

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 31, 2003

Premiums. Premiums increased $84 million, or 12%, to
$800 million for the year ended December 31, 2004 from
$716 million for the year ended December 31, 2003. This increase
was primarily the result of a $125 million increase in premiums in
our international mortgage insurance business, $35 million of
which was arttributable to favorable foreign exchange rates. The
increase also was partially attributable to the aging of our inter-
national in-force block, which resulted in increased earned premi-
ums from prior-year new insurance written. The increase in
international premiums was partially offset by a $41 million
decrease in our U.S. mortgage insurance premiums. This decrease in
U.S. mortgage insurance premiums was primarily the result of the
decline in our in-force block due to decreased demand for mortgage
insurance as the resule of a smaller market for mortgage origina-
tions, as well as a reduction in business from some mortgage lenders
following our actions to restructure our captive reinsurance arrange-
ments with premium risk cessions in excess of 25%.

Net investment income. Net investment income increased
$36 million, or 17%, to $254 million for che year ended December 31,
2004 from $218 million for the year ended December 31, 2003. This
increase was primarily the result of a $32 million increase in invest-
ment income in our international business, $13 million of which
was attributable to changes in foreign exchange rates, related to the
growth in invested assets. Investment income in our U.S. mortgage
insurance business increased $4 million due to increasing yields on
invested assets. As discussed below under “~ Liquidity and Capital
Resources,” our U.S. mortgage insurance business paid a $700 mil-
lion dividend to our parent holding company in December 2004.
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This dividend reduced the invested assets in our U.S. mortgage
insurance business at the end of 2004.

Policy fees and other income. Policy fees and other income
decreased $12 million, or 25%, to $36 million for the year ended
December 31, 2004 from $48 million for the year ended
December 31, 2003. This decrease was primarily the result of 2 $19 mil-
lion decrease in fees for contract underwriting services attriburable
to lower refinancing activity in the U.S. This decrease was offset in
part by a $7 million increase in fees from increased volume in our
international mortgage insurance business.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $50 million, or 43%, to
$165 million for the year ended December 31, 2004 from $115 mil-
lion for the year ended December 31, 2003. This increase was pri-
marily the result of a $28 million increase in U.S. paid losses and a
$22 million increase primarily attributable to an increase in claims
and loans in default associated with higher insurance in-force in our
international mortgage insurance business, $4 million of which was
due to changes in foreign exchange rates.

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other
expenses, net of deferrals, decreased $37 mllllon, or 12%, to
$262 million for the year ended December 31, 2004 from
$299 million for the year ended December 31, 2003. This decrease
was primarily attributable to a $54 million decrease in expenses pri-
marily actributable ro lower underwriting expenses due to a decline
in refinancing activity in the U.S. and lower administrative costs,
and a $17 million decrease in the provision for indemnity liabilities
related to a decline in mortgage loan origination primarily ateributa-
ble to decreased mortgage refinancing activity. These declines were
offset in part by a $34 million increase in expenses to support the
expansion of our international mortgage insurance business, $8 mil-
lion of which was attributable to changes in foreign exchange rates.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles increased
$14 million, or 38%, to $51 million for the year ended December 31,
2004 from $37 million for the year ended December 31, 2003. The
increase was partially attributable to a $6 million increase in mort-
gage insurance amortization in the U.S, primarily due to accelerated
amortization reflecting higher-than-expected early-year margins on
recently written policies. The increase was also attributable to an $8
million increase in international insurance amortization due primar-
ily to the continued growth of our international business, $2 million
of which was attributable to changes in foreign exchange rates.

Provision for income taxes. Provision for income taxes
increased $24 million, or 15%, to $186 million for the year ended
December 31, 2004 from $162 million for the year ended
December 31, 2003. The effective tax rate was 30.4% and 30.5%
for the years ended December 31, 2004 and 2003, respectively. The
decrease in effective tax rate was primarily due to a decrease in starte
income taxes and an increase in the benefit of tax-exempt invest-
ment income, offset by the loss of foreign tax benefits as a result of
the separation from GE. Our Mortgage Insurance segment’s effec-
tive tax rate is below the statutory rate primarily as a result of tax-
exempt investment income.

Segment net earnings. Segment net earnings increased
$57 million, or 15%, to $426 million for the year ended December 31,
2004 from $369 million for the year ended December 31, 2003. This
increase in segment net earnings was primarily attributable to a
$58 million increase in net earnings attributable to continued
growth in our international mortgage insurance business, $23 mil-
lion of which was due to favorable foreign exchange rates. The rela-
tively constant net earnings in our U.S. mortgage insurance business
were primarily attributable to lower expenses, offset by a continued
decrease in the in-force block and an increase in our paid claims.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Premiums. Premiums increased $39 million, or 6%, to
$716 million for the year ended December 31, 2003 from
$677 million for the year ended December 31, 2002. This increase
was primarily the result of an $88 million increase in premiums in
our international mortgage insurance business, $24 million of
which was attributable to changes in foreign exchange rates. This
increase in international premiums was offset in parc by a $26 mil-
lion decrease in premiums in our U.S. mortgage insurance business
that was primarily attributable to higher premiums ceded in captive
reinsurance transactions and a $23 million decrease in premiums
that was primarily attributable to lower persistency resulting from
increased refinancing activity.

Net investment income. Net investment income decreased
$13million, or 6%, to $218 million for the year ended December 31,
2003 from $231 million for the year ended December 31, 2002. This
decrease was primarily the result of a $42 million decrease in net
investment income that was primarily attributable to a decrease in
invested assets resulting from the payment of dividends by the U.S.
mortgage insurance business to our holding company. The decrease
was also the result of declining yields on investments. These
decreases were offset in part by a $29 million increase in ner invest-
ment income resulting from additional invested assets in our interna-
tional mortgage insurance business, $10 million of which was due to
changes in foreign exchange rates.

Policy fees and other income. Policy fees and other income
increased $10 million, or 26%, to $48 million for the year ended
December 31, 2003 from $38 million for the year ended December 31,
2002. This increase was the result of a $5 million increase in fees for
contract underwriting services attributable to higher refinancing activ-
ity in the U.S. and a $5 million increase in fees from increased volume
in our international mortgage insurance business.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $69 million, or 150%, to
$115 million for the year ended December 31, 2003 from $46 mil-
lion for the year ended December 31, 2002. This increase was the
result of a $60 million increase primarily attributable to a lower
amount of favorable loss development on prior year reserves and a
$9 million increase in paid claims on U.S. flow mortgage insurance
offset in part by a $4 million decrease primarily attribucable to
favorable loss development on U.S. bulk mortgage insurance, and a
$4 million increase primarily attributable to an increase in loans in
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default associated with higher insurance in force levels in our inter-
national mortgage insurance business.

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other
expenses, net of deferrals, increased $66 million, or 28%, 1o
$299 million for the year ended December 31, 2003 from
$233 million for the year ended December 31, 2002. This increase
was the result of a $37 million increase in expenses that was primar-
ily artributable to a significant increase in underwriting volume
associated with refinancing activity in the U.S., an $11 million
increase attributable to higher indemnity liabilities for U.S. contract
underwriting claims as the result of updating of the assumptions we
used to calculate these indemnity liabilities to reflect recent under-
writing experience and the increase in the volume of mortgage loans
underwritten due to significant refinancing activity and an $18 mil-
lion increase attributable to continued investment in our interna-
tional mortgage insurance business.

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition coses and intangibles decreased
$2 million, or 5%, to $37 million for the year ended December 31,
2003 from $39 million for the year ended December 31, 2002, This
decrease was primarily the result of the amortization of a lower
amount of U.S. deferred expenses, offset by the higher volume in
our international mortgage insurance business.

Provision for income taxes. Provision for income taxes
decreased $15 million, or 8§%, to $162 million for the year ended
December 31, 2003 from $177 million for the year ended December 31,
*2002. The effective tax rate increased ro 30.5% for the year ended
December 31, 2003 from 28.2% for the year ended December 31,
2002. This increase in effective tax rate was primarily the result of a
greater proportion of foreign income taxed at a higher rate than in
the U.S. Our Mortgage Insurance segment’s effective tax rate is sig-
nificantly below the statutory rate primarily as the result of tax-
exempt investment income.

Segment ner earnings. Segment net earnings decreased
$82 million, or 18%, to $369 million for the year ended December 31,
2003 from $451 million for the year ended December 31, 2002.
This decrease was primarily the result of 2 $141 million decrease in
U.S. net earnings, offset in part by a $59 million increase in inter-
national net earnings. The decrease in U.S. net earnings was primar-
ily attributable to greater losses from less favorable loss development
on prior year reserves, decreases in premiums from increased ceding
and lower persistency, and increases in underwriting expenses from
refinancing activity and contract underwriting indemnification lia-
bilities as the result of our updating the assumptions used. to calcu-
late these indemnity liabilities to reflect recent underwriting
experience and increased volume. The increase in international net
earnings was primarily the result of growth in our international
mortgage insurance business.

AFFINITY SEGMENT

The following table sets forth the historical results of opera-
tions relating to the Affinity segment. Because we did not acquire
any of the Affinity segment businesses from GEFAHI in our corporate
reorganization, this segment’s results of operations are included in
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our results of operations only for periods through May 24, 2004
and are not included in our pro forma financial information.

(DOLLAR AMOUNTS IN MILLIONS) 2004 _________ 2003 2002
Revenues:

Premiums ‘ $ 88 $244 $247
Net investment income 26 62 70

Policy fees and other income

Benefits and expenses:

Benefits and other changes in pblicy reserves 80 196 180
Underwriting, acquisition and :
insurance expenses, net of deferrals 123 244 312

Amomzauon of deferred acquisition

Eammgs (loss) before income taxes
Provision (benefit) for income taxes

Segment net earnings (loss)

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 3i, 2003

Revenues, benefits and eXpenses, provision (benefit) for
income taxes and segment net earnings for the Affinity segment
decreased because the Affinity segment’s results are not included in
our results of operations for periods afrer May 24, 2004.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Zotal revenues. Total revenues decreased $22 million, or 4%,
to $566 million for the year ended December 31, 2003 from
$588 million for the year ended December 31, 2002, This decrease
was primarily the result of lower premiums and other income arerib-
utable to our decision to discontinue certain products and distribu-
tion relationships that did not meet our target return thresholds.
This decrease was offset in part by an increase in premiums attribut-
able to a reinsurance transaction in which certain premiums were
ceded to us by the purchaser of a discontinued operation.

Total benefiss and expenses. Total benefits and expenses
decreased $63 million, or 10%, to $545 million for the year ended
December 31, 2003 from $608 million for the year ended
December 31, 2002. This decrease was primarily the result of our
decision to discontinue certain products and distribution relation-
ships and implement cost savings initiatives that reduced compensa-
tion and benefits, as well as other general expenses. Our decision to
discontinue certain products and distribution relationships and
implement cost savings initiatives also reduced our deferrable
expenses, resulting in a decrease in amortization of deferred acquisi-
tion costs and intangibles. These decreases were offset in part by an -
increase in benefits and expenses attributable to a reinsurance trans-
action in which certain benefits and expenses were ceded to us by
the purchaser of a discontinued operation.

Provision (benefit) for income taxes. Provision (benefi t) for
income taxes increased $22 million to $5 million for the year ended
December 31, 2003 from $(17) million for the year ended ‘
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December 31, 2002. This increased provision was the result of a for-
eign loss valuation allowance.

Segment net earnings (loss). Segment net earnings (loss)
increased $19 million to $16 million for the year ended December 31,
2003 from $(3) million for the year ended December 31, 2002. This
increase was primarily the result of our discontinuation of produéts
and distribution relationships that did not meet our target return
thresholds and reductions of compensation and benefit expenses
~ and other general expenses resulting from cost savings initatives.

CORPORATE AND OTHER SEGMENT

The following table sets forth the historical and pro forma
results of operations relating to our Corporate and Other segment.
There were no pro forma adjustments to premiums or policy fees and
other income because there are no premiums or policy fees and other
income in the Corporate and Other segment that were ceded o
UFLIC in connection with the reinsurance transactions. Pro forma
net investment income is lower than our historical net investment
income primarily as a result of a decrease attributable to reduced net
investment income related to the $1.836 billion capital contribution
that we made to UFLIC in connection with our corporate reorgani-
zation, offset in part by an increase attributable to net investment
income earned on excess surplus assets that were transferred from the
Protection and Retirement Income and Investments segments to the
Corporate and Other segment in 2004. Pro forma revenues are lower
than our historical revenues primarily as a result of the adjustments
to net investment income as described above, as well as the exclusion
from our results of operations of net realized investment gains
(losses) related to the long-term care insurance, structured settlement
and variable annuity blocks we ceded to UFLIC in connection with
the reinsurance transactions and net realized investment gains
(losses) related to the Affinity segment. Pro forma expenses are
higher than our historical expenses primarily as a resulc of the interest
expense ateributable to our debt structure following the IPO, includ-
ing the offerings of senior notes and commercial paper.

HISTORICAL PRO FORMA

FOR THE

YEARS ENDED YEAR ENDED

DECEMBER 31,

(DOLLAR AMOUNTS IN MILLIONS)

YEAR ENDED DECEMBER 31, 2004
COMPARED TO YEAR ENDED DECEMBER 31, 2003

Premiums. Premiums decreased $14 million, or 13%, to
$96 million for the year ended December 31, 2004 from $110 mil-
lion for the year ended December 31, 2003. This decrease was pri-
marily the result of decreased premiums from our Bermuda reinsurer
atcributable to the run-off of certain credit life insurance blocks.

Net investment income. Net investment income increased
$87 million, or 143%, to $148 million for the year ended December 31,
2004 from $61 million for the year ended December 31, 2003. This
increase was primarily the result of an increase in investment
income associated with an increase in invested assets not required to
be allocated to our operating segments. The increase was also the
result of a $28 million increase in interest income from two securiti-
zation entities that were consolidated in our financial statements in
connection with our aduption of FIN 46 on July 1, 2003 and an
$18 million increase in partnership income.

Net realized investment gains. See the comparison for this line
item under “— Historical and Pro Forma Results of Operations.”

Policy fees and other income. Policy fees and other income
increased $46 million to $54 million for the year ended December 31,
2004 from $8 million for the year ended December 31, 2003. This
was primarily the result of a $40 million gain related to our waiver
of contractual rights under an outsourcing services agreement with
GE’s global outsourcing provider, 60% of which was sold in the
fourth quarter.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves decreased $40 million, or 53%, to
$36 million for the year ended December 31, 2004 from $76 mil-
lion for the year ended December 31, 2003. This decrease was pri-
marily the result of lower litigation expenses and higher reserves at
our Bermuda reinsurer. »

Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other
expenses, net of deferrals, decreased $32 million, or 28%, to
$83 million for the year ended December 31, 2004 from $115 mil-
lion for the year ended December 31, 2003. This decrease was pri-
marily the result of $36 miliion lower allocated expenses from GE

resulting from our corporate reorganization, $26 million of lower lit-

----------------- 0032002 .. 2004 igation expenses and $13 million of lower operating and other

Revenues: expenses. These decreases were partially offset by expenses of
Premiums ' $ 96 Suo - 5104 $ 96 $20 million relating to the issuance of stock options and stock appre-
Net investment income 148 61 20 146 i . . . . L
Net realized investment gains 26 10 204 o3 ciation r.lghts in connection with our corporate reorganization and
Policy fees and other income 56 g & sk $23 mllllon relating to the costs of establishing the Genworth brand.
Towl revemaes T 324 189 34 319 Amortization of deferred acquisition costs and intangibles.
""""""""""""""""""""""""""""""""""""""""""""""""""""" Amortization of deferred acquisition costs and intangibles decreased
E:Ezgizznd other changes in $1 million, or 6%, to $17 millvion for the year ended December 31,

policy rescrves 36 76 15 35 2004 from $18 million for the year ended December 31, 2003.
Underwriting, acquisition and Interest expense, Interesi expense increased $64 million, or

insurance expenses; net of deferrals 83 115 112 89  47%, to $201 miillion for the vear ended December 31, 2004 from
Amortization of deferred acquisition ‘ $137 million for the year ended December 31, 2003. This increase

costs and intangibles 17 18 10 18 a5 primarily the result of $45 million of interest expense associated
Interestexpense 20t LE 2 4 227 ith our revised debt strucire following our corporate reorganiza-
Towlexpenses 337 ... 36 261 369 tion and a $20 million increase attributable to the securitization
Earnings (loss) before income taxes  (13) (157) 73 (50)  entities that were consolidated in our financial statements in con-
Provision (benefi) for income taxes (65)  (103)  (119) (79 nection with our adoption of FIN 46 on July 1, 2003.
Segment net carnings {loss) $ 52 $ (54) $192 $ 29
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Provision (benefit) for income taxes. Provision (benefit) for
income taxes decreased $38 million to ($65) million for the year
ended December 31, 2004 from ($103) million for the year ended
December 31, 2003. The decreased benefit was primarily due to a
lower pre-tax loss in 2004, a one-time reduction in U.K. taxes
related to the restructuring of our U.K. legal entities and favorable
examination developments in 2003, which did not recur in 2004.
This decrease was partially offset by $47 million of tax benefits rec-
ognized in connection with our corporate reorganization,

Segment net earnings (loss). Segment net earnings (loss)
increased $106 million to $52 million for the year ended December 31,
2004 from $(54) million for the year ended December 31, 2003.
The increase in segment net earnings was primarily the result of an
$87 million increase in net investment income primarily attributa-
ble to an increase in invested assets not required to be allocated to
our operating segments, a $46 million tax benefit recognized in con-
nection with our corporate reorganization, a $25 million after-tax
gain related to our waiver of contractual rights under an outsourcing
services agreement with GE’s global outsourcing provider, 60% of
which was sold in 2004, and an increase in invested: assets not
required to be allocated to our operating segments partially offset by
a $64 million increase in interest expense attributable to our revised
debt structure following our corporate reorganization.

YEAR ENDED DECEMBER 31, 2003
COMPARED TO YEAR ENDED DECEMBER 31, 2002

Premiums. Premiums increased $6 million, or 6%, to
$110 million for the year ended December 31, 2003 from
$104 million for the year ended December 31, 2002. This increase
was primarily the result of a $4 million increase in premiums actrib-
utable to our Mexican auto insurer.

Net investment income. Net investment income increased
$41 million, or 205%, to $61 million for the year ended December 31,
2003 from $20 million for the year ended December 31, 2002. This
increase was primarily the result of 2 $36 million increase relating to the
adoption of FIN 46 on July 1, 2003.

Net realized investment gains. See the comparison for this line
item under “~ Historical and Pro Forma Results of Operations.”

Policy fees and other income. Policy fees and other income
increased $2 million to $8 million for the year ended December 31,
2003 from $6 million for the year ended December 31, 2002.

Benefits and other changes in policy reserves. Benefits and
other changes in policy reserves increased $61 million, or 407%, to
$76 million for the year ended December 31, 2003 from $15 mil-
lion for the year ended December 31, 2002. This increase was pri-
marily the result of certain litigation sertlements resulting in an
increase in reserves, as well as increased claims in our Mexican auto
insurer due to unfavorable weather conditions and increased costs in
our Viking reinsurer relating to experience payments on previously
novated businesses.

“Underwriting, acquisition, insurance and other expenses, net
of deferrals. Underwriting, acquisition, insurance and other
expenses, net of deferrals, increased $3 million, or 3%, to $115 mil-
lion for the year ended December 31, 2003 from $112 million for

the year ended December 31, 2002. This increase was primarily the
result of $45 million higher litigation expense during 2003, partially
offset by $11 million of miscellanecus asset write-offs, $10 million
of expenses associated with the relocation of our long-term care
insurance business and $21 million of higher operating expenses
during 2002,

Amortization of deferred acquisition costs and intangibles.
Amortization of deferred acquisition costs and intangibles increased
$8 million, or 80%, to $18 million for the year ended December 31,
2003 from $10 million for the year ended December 31, 2002.

Interest expense. Interest expense increased $13 million, or
10%, to $137 million for the year ended December 31, 2003 from
$124 million for the year ended December 31, 2002. This increase was
primarily the result of $27 million of interest expense associated with
securitization éntities that were consolidated in our financial state-
ments in connection with our adoption of FIN 46 on July 1, 2003.
This increase was offset in part by a $14 million decrease in interest
expense that was primarily the result of lower average borrowings.

Provision (benefit) for income taxes. Provision (benefit) for
income taxes decreased $16 million to $(103) million for the year
ended December 31, 2003 from $(119) million for the year ended
December 31, 2002, This decrease was the result of the recognition
in 2002 of a favorable settlement with the IRS related to the treat-
ment of certain reserves for obligations to policyholders of life insur-
ance contracts, offset in part by lower pre-tax earnings, a one-time
reduction in U.K. taxes related to the restructuring of our U.K. legal
entities, and increased dividends received deduction benefirs.
Changes to tax expense for our Corporate and Other segment are
primarily the result of tax-exempt investment income and other
items not directly allocated to specific products or segments.

Segment net earnings (loss). Segment net earnings (loss)
decreased $246 million to $(54) million for the year ended December 31,
2003 from $192 million for the year ended December 31, 2002. This
decrease was primarily the result of the decrease in benefit for
income taxes attributable to the impact of the 2002 favorable settle-
ment with the IRS, the decrease in net realized investment gains and
higher litigation reserves for the year ended December 31, 2003.

LIQUIDITY AND CAPITAL RESOURCES

We conduct all our operations through our operating sub-
sidiaries. Dividends from our subsidiaries and permitted payments
to us under our tax sharing arrangements with our subsidiaries are
our principal sources of cash to pay stockholder dividends and to
meet our obligations, including payments of principal and interest
on the notes.

Our primary uses of funds at our holding company level
include payment of general operating expenses, payment of princi-
pal, interest and other expenses related to holding company debt,
payment of dividends on our common and preferred stock,
amounts we will owe to GE under the Tax Matters Agreement, con-
tract adjustment payments on our Equity Units, contributions to
subsidiaries, and, potentially, acquisitions. We currently pay quar-
terly cash dividends on our common stock at the rate of $0.065 per
share. However, the declaration and payment of future dividends to
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holders of our common stock will be at the discretion of our board
of directors. Qur payment of dividends to our stockholders will
depend partly upon our receipt of dividends from our insurance and
other operating subsidiaries. In addition, our Series A Preferred
Stock bears dividends at an annual rate of 5.25% of the liquidation
value of $50 per share. We also pay quarterly contract adjustment
payments with respect to our Equity Units at an annual rate of
2.16% of the stated amount of $25 per Equity Uni.

We declared dividends of $171 million to our parent during
2002, of which $107 million was paid in 2002 and $64 million was
paid in 2003. We declared and paid dividends of $3,168 million to
our parent during 2003, including a dividend of $2,930 million
paid on December 15, 2003. This dividend included the distribu-
tion of proceeds from the sale of our Japanese life insurance and
domestic auto and homeowners insurance businesses, which closed
on August 29, 2003, and other dividends received from our insur-
ance subsidiaries. During 2004, as part of our corporate reorganiza-
tion and prior to the IPO, we paid dividends of $2,029 million to
our parent. Since the completion of the IPO, we have declared a
dividend on our common stock of $32 million in each of the chird
and fourth quarters of 2004. The fourth quarter dividend was paid
in January 2005.

The payment of dividends and other distributions to us by
our insurance subsidiaries is regulated by insurance laws and regula-
tions. In general, dividends in excess of prescribed limits are deemed
“extraordinary” and require insurance regulatory approval. During
the years ended December 31, 2004, 2003 and 2002, we received
dividends from our insurance subsidiaries of $2,111 million
($1,244 million of which were deemed “extraordinary”), $1,472 mil-
lion ($1,400 million of which were deemed “extraordinary”} and
$840 million ($375 million of which were deemed “extraordinary”),
respectively. In addition, during the years ended December 31,
2004, 2003 and 2002, we received dividends from insurance sub-
sidiaries related to discontinued operations of $0, $495 million and
$62 million, respectively. The ability of our insurance subsidiaries to
pay dividends to us, and our ability to pay dividends to our stock-
holders, also are subject to various conditions imposed by the rating
agencies for us to maintain our ratings.

Based on statutory results as of December 31, 2004, our sub-
sidiaries could pay dividends of $1,450 million to us in 2005 with-
out obtaining regulatory approval. However, as a result of the
dividends we paid in connection with our corporate reorganization,
most of our insurance subsidiaries will not be able t0 -pay us divi-
dends until April 15, 2005. As part of our corporate reorganization,
we retained cash at the holding company level which we believe will
be adequate to fund our dividend payments, debt service, obliga-
tions under the Tax Marters Agreement and other obligations untit
our insurance subsidiaries can resume paying ordinary dividends to
us. In addition, we received a dividend of $700 million from our
U.S. mortgage insurance business in December 2004 (included
above in dividends paid by our insurance subsidiaries) following the
refease of statutory contingency reserves from that business. We
used $550 million of those proceeds to repay the Contingent Note,
and we have retained the remaining $150 million in a segregated
account at our holding company to pay debt servicing expenses and
dividends on our common stock. Of this amount, we expect that

$50 million will be available for disbursement during 2005, and
$100 million will be available for disbursement during 2006.

In addition to dividends from our insurance subsidiaries, our
other sources of funds will include service fees we receive from GE,
as described under “~ Overview — Separation from GE and related
financial arrangements — Services provided to GE,” payments from
our subsidiaries pursuant to tax sharing arrangements, borrowings
pursuant to our credit facilities, and proceeds from any additional
issuance of commercial paper.

In consideration for the assets that we acquired and the liabil-
ities that we assumed in connection with our corporate reorganiza-
tion, we issued to GEFAHI 489.5 million shares of our Class B
Common Stock, $600 million of our Equity Units, $100 million of
our Series A Preferred Stock, a $2.4 billion note and the $550 mil-
lion Contingent Note. As described above, the Contingent Note
was repaid in December 2004 with a portion of the proceeds of a
$700 million dividend paid to us by our U.S. mortgage insurance
business. We repaid the $2.4 billion note upon the completion of
the IPO with borrowings under a short-term credit facilicy.. We
repaid those borrowings shortly thereafter with proceeds from our
offering of $1.9 billion of senior notes.and $500 million of com-
mercial paper. The $1.9 billion aggregate principal amount of senior
notes includes $500 million LIBOR Floating Rate Notes due 2007,
$500 million 4.75% Notes due 2009, $600 million 5.75% Notes
due 2014, and $300 million 6.50% Notes due 2034. As a result of
hedging arrangements entered into with respect to these securities,
our effective interest rates are 3.53% on the 2007 notes, 4.48% on
the 2009 notes, 5.51% on the 2014 notes and 6.35% on the 2034
notes. The commercial paper was issued under a $1 billion commer-
cial paper program that we have established. We may issue addi-
tional commercial paper under this program from time to time.

The liabilities we assumed from GEFAHI include the Yen
Notes, which are ¥60 billion aggregate principal amount of 1.60%
notes due 2011 issued by GEFAHI, ¥3 billion of which GEFAHI
held and transferred to us in connection with our corporate reor-
ganization. In the third quarter of 2004, we retired the ¥3 billion of
Yen Notes that were transferred to us. We have entered into arrange-
ments to swap our obligations under the Yen Notes to a U.S. dollar
obligation with a principal amount of $491 million and bearing
interest at a rate of 4.84% per annum. ,

In connection with our corporate reorganization, we entered
into a Tax Matters Agreement with GE, which represents an obliga-
tion by us to GE that is estimated to have a present value of approx-
imately $389 million.

In connection with our corporate reorganization, we also
entered into $2 billion of revolving credit facilities, including a
$1.0 billion 364-day facility and a $1.0 billion five-year facility. The
revolving credit facilities support our commercial paper program
and provide us with liquidity to meet general funding requirements.
We expect to replace the 364-day facility upon its expiration with a
similar or longer-term credit facility. Our ability to borrow under
these facilities and to issue commercial paper in excess of $500 mil-
lion in the aggregate may be subject to GE's right as the holder of
the Class B Common Stock to approve ourt incurrence of debe in
excess of $700 million outstanding at any one time (subject to cer-
tain exceptions).
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We believe our revolving credit facilities, further issuances
under our commercial paper program and anticipated cash flows
from operations, will provide us with sufficient liquidity to meet our
operating requirements for the foreseeable future. For further infor-
mation about our borrowings, see note 14 to our financial state-
ments, included in Item 8. of this Annual Report.

Net cash provided by operating activities was $5,498 million,
$3,716 million and $4,883 million for the yecars ended
December 31, 2004, 2003 and 2002, respectively. Cash flows from
operating activities are affected by the timing of premiums received,
fees received and investment income. Principal sources of cash
include sales of our products and services. The increase in cash from
operating activities for the year ended December 31, 2004 com-
pared to the year ended December 31, 2003 of $1,782 million and
the decrease in cash from operating activities for the year ended
December 31, 2003 compared to the year ended December 31,
2002 of $1,167 million was primarily the result of the timing of
cash settlement for other assets and liabilities.

As an insurance business, we typically generate positive cash
flows from operating and financing activities, as premiums and
deposits collected from our insurance and investment products
exceed benefits paid and redemptions, and we invest the excess.
Accordingly, in analyzing our cash flow we focus on the change in
the amount of cash available and used in investing activities. Net
cash from investing activities was $(5,404) million, $(681) million
and $(6,525) million for the years December 31, 2004, 2003 and
2002, respectively.

The decrease in net cash from investing activities for the year
ended December 31, 2004 compared to December 31, 2003, of
$4,723 million was primarily the result of 2 $1,621 million decrease
in cash provided by the proceeds from the sale of our Japanese life
insurance and domestic auto and homeowners’ insurance businesses
in 2003 that did not recur in 2004 and an increase of $2,057 mil-
lion in net investment purchases. The decrease in net cash used in
investing activities for the year ended December 31, 2003, com-
pared to the year ended December 31, 2002, of $5,844 million was
the result of both less cash provided by operating activities of
$1,167 million, as discussed above, and more cash used in financing
activities of $5,007 million. Within our investing activities, during
2003, we received $2,126 million of proceeds and dividends associ-
ated with the sale of our Japanese life insurance and domestic auto
and homeowners insurance businesses.

Net cash from financing activicies was $(791) million,
$(2,714) and $2,293 million for the years ended December 31,
2004, 2003 and 2002, respectively. Changes in cash from financing
activities primarily relate to the issuance and repayment of borrow-
ings, dividends to our stockholders and other capital transactions, as
well as the issuance of, and redemptions and benefit payments on,
investment contracts. The $1,923 million increase in cash from
financing activities for the year ended December 31, 2004, com-
pared to the year ended December 31, 2003, was primarily the
result of an increase in net cash flows from our stockholder, pri-
marily in transactions related to our corporate reorganization, of
$2,430 million, as well as the issuance of long-term borrowings

of $1,895 million and lower net redemptions and deposits in invest-
ment contracts of $678 million, partially offset by the decrease in
net short-term borrowings of $2,713 million and the repayment of
the $550 million Contingent Note. The decrease in cash used by
financing activities for the year ended December 31, 2003, com-
pated to the year ended December 31, 2002, of $5,007 million was
primarily the result of both lower deposits and higher redemptions
of investment contracts, as a result of the lower interest rate environ-
ment, equity market downrurns and volatility and pricing actions
we took. These factors contributed to a decrease in the use of net
cash from investment contracts by $3,202 million. In addition, div-
idends paid to our stockholder, net of capital contributions received,
increased by $2,871 million. These increased uses of cash were par-
tially offset by a net increase in cash provided from borrowings of
$1,066-million, consisting of a net increase in shorc-term borrow-
ings, including commercial paper, of $466 million, and an increase
in non-recourse funding obligations of $600 million.

The liquidity requirements of our insurance subsidiaries
principally relate to the liabilities associared with their various insur-
ance and investment products, operating costs and expenses, the
payment of dividends to us, contributions to their subsidiaries, pay-
ment of principal and interest on their outstanding debt obligations
and income taxes. Liabilities arising from insurance and investment
products include the payment of benefits, as well as cash payments
in connection with policy surrenders and withdrawals, policy loans
and obligations to redeem funding agreements under applicable put
option provisions.

Historically, our insurance subsidiaries have used cash flow
from operations and sales of investment securities to fund their lig-
uidity requirements. Our insurance subsidiaries’ principal cash
inflows from operating activities derive from premiums, annuity
deposits and policy and contract fees and other income, including
commissions, cost of insurance, mortality, expense and surrender

‘charges, contract underwriting fees, investment management fees,

and dividends and distributions from their subsidiaries. The princi-
pal cash inflows from investment activities result from repayments
of principal, sales of invested assets and investment income.

As of December 31, 2004, we had approximately $2.8 billion
of renewable floating rate funding agreements, which are deposit-
type products that generally credit interest on deposits at a floating
rate ted to an external market index. Purchasers of renewable fund-
ing agreements include money market funds, bank common trust
funds and other short-term investors. Some of our funding agree-
ments contain “put” provisions, through which the contractholder
has an option to terminate the funding agreement for any reason
after giving notice within the contract’s specified notice period,
which is generally 90 days. Of the $2.8 billion aggregate amount
outstanding as of December 31, 2004, $1.6 billion had put option
features, none of which were less than 90 days. GE Capital has guar-
anteed certain obligations under floating-rate funding agreements
with a final maturity on or before June 30, 2005. This guarantee cov-
ers our obligarions to contractholders and requires us to reimburse
GE Capital for any payments made to contractholders under the
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guarantee. As of December 31, 2004, GE Capirtal’s guarantee cov-
ered $1.4 billion of outstanding floating-rate funding agreements.

Our insurance subsidiaries maintain investment strategies
intended to provide adequate funds to pay benefits without forced
sales of investments. Products having liabilities with longer dura-
tions, such as certain life insurance and long-term care insurance
policies, are matched with investments having similar estimated
lives such as long-term fixed maturities and mortgage loans.
Shorter-term liabilities are matched with fixed maturities that have
short- and medium-term fixed maturities. In addition, our
insurance subsidiaries hold highly liquid, high-quality short-term
investment securities and other liquid investment-grade fixed maru-
rities to fund anticipated operating expenses, surrenders, and with-
drawals. As of December 31, 2004, our total cash and invested
assets was $67.1 billion. Qur investments in privately placed fixed
maturities, mortgage loans, policy loans, limited partnership inter-
ests and restricted investments held by securitization entities are rel-
atively illiquid. These asset.classes represented approximarely 30%
of the carrying value of our total cash and invested assers as of
December 31, 2004.

Total assets were $103.9 billion as of December 31, 2004,
compared to $103.4 billion as of December 31, 2003. Total assets
remained relatively unchanged, with an increase in assets primarily
artributable to normal business growth, partially offset by a decrease
of $5.7 billion of assets that were not transferred to us in connection
with our corporate reorganization. Total liabilities were $91.0 billion
as of December 31, 2004, compared to $87.6 billion as of
December 31, 2003. This increase of $3.4 billion was primarily due
to growth in contractholder liabilities, as well as the issuance of
$600 million of our Equity Units and $100 million of our mandato-
rily redeemable Series A Preferred Stock, partially offset by the tax
impact of our corporate reorganization and other liabilities that were
not transferred-to us in connection with our corporate reorganization.,

CONTRACTUAL OBLIGATIONS

We enter into obligations to third-parties in the ordinary
course of our operations. These obligations, as of December 31, 2004,
are set forth in the table below. However, we do not believe that our
cash flow requirements can be assessed based upon an analysis of these
obligations. The most significant factor affecting our future cash flows
is our ability to earn and collect cash from our customers. Future cash
outflows, whether they are contractual abligations or not, also will
vary based upon our future needs. Although some outflows are fixed,
others depend on future events. Examples of fixed obligations include
our obligations to pay principal and interest on fixed-rate borrowings.
Examples of obligations that will vary include obligations to pay
interest on variable-rate borrowings and insurance liabilities that
depend on future interest rates and market performance. Many of our
obligations are linked to cash-generating contracts. These obligations
include payments to contractholders that assume those contract-
holders will continue to make deposits in accordance with the terms
of their contracts. In addition, our operations involve significant

expenditures that are not based upon “commitments.” These include
expenditures for income taxes and payroll. :

PAYMENTS DUE BY PERIOD

2006— 2008— 2010 AND

{DOLLAR AMOUNTS 1N MiLLtONS) | TOTAL 2005 . 2007.........%00p THEREAFTER

Borrowings(!) $ 4606 $§ 559 § 500 $ 1,100 $ 2447
Operating lease _

obligations 139 29 47 37 26

Purchase obligations 289 149 56 48 36

Insurance liabilities¢3/ 60,643 10,060 13,623 10,393 26,567
Other contractual

 lisbilitiess 625 3 41 54 499
Total contractual
obligations $66,302  $10,828 $14,267 $11,632  $29,575

(1) Includes principal of our short- and long-term borrowings, non-recourse funding obligations,
senfor notes underlying equity units and mandarorily redeemable Series A Preferred Stock, as
described in note 14 to our financial statements. Any payment of principal of, including by
redemption, or inserest on, the non-recourse funding obligasions is subject 1o regulaiory approsal.

(2) Inctudes contractual purchase commirments; excludes funding commisments entered into in the
ordinary course of business.

(3) Includes guaranteed investment contracts and funding agreements, strucrured sestlemenss and
income annuities (including contracts we ceded to UFLIC, because we remain the primary
obligor under those contracrs), based upon scheduled payouss, as well as those conrracts with rea-
sonably determinable cash flow, such as deferved annuities, universal life, term life, long-term
care, whole life and other life insurance consracs,

(4) Because their future cash outflows are uncertain, the following non-currens liabilivies are excluded

Sfrom this table: deferred taxes (excepr 1he Tox Matters Agreement, which is included, as described
in note 15 1o our financial statements), derivatives, deferred revenue and certain orher items.

IMPATRMENTS OF INVESTMENT SECURITIES

We regularly review investment securities for impairment in
accordance with our impairment policy, which includes both quan-
titative and qualitative criteria. Quantitative criteria include length
of time and amount that each security is in an unrealized loss posi-
tion, and for fixed maturities, whether the issuer is in compliance
with terms and covenants of the security. Our qualitative criteria
include the financial strength and specific prospects for the issuer as
well as our intent to hold the security until recovery. Our impair-
ment reviews involve our finance, risk and asset management teams,
as well as the portfolio management and research capabilities of
GEAM and other third-party asser managers, as required. Our qual-
itative review attempts to identify those issuers with a greater than
50% chance of default in the coming twelve months. These securi-
ties are characterized as “at-risk” of impairment. As of December 31,
2004, securities “at risk” of impairment had aggregare unrealized
losses of approximately $50 million.

For fixed maturities, we recognize an impairment charge to
earnings in the period in which we determine that we do not expect
either to collect principal and interest in accordance wich the con-
tractual terms of the instruments or to recover based upon underly-
ing collateral values, considering events such as a payment default,
bankruptey or disclosure of fraud. For equity securities, we recog-
nize an impairment charge in the period in which we determine that
the security will not recover to book value within a reasonable
period. We determine what constitutes a reasonable period on a
security-by-security basis based upon consideration of all the
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evidence available to us, including the magnitude of an unrealized
loss and its duration. In any event, this period does not exceed
18 months for common equity securities. We measure impairment
charges based upon the difference berween the book value of a security
and its fair value. Fair value is based upon quoted market price,
except for certain infrequently traded securities where we estimate
values using internally developed pricing models. These models are
based upon common valuation techniques and require us to make
assumptions regarding credit quality, liquidity and other factars that
affect estimated values. The carrying value of infrequently traded
securities as of December 31, 2004 was $12.3 billion.

For the twelve months ended December 31, 2004 and 2003,
we recognized impairments of $26 million and $224 million,
respectively. We generally intend to hold securities in unrealized loss
positions until they recover. However, from time to time, we sell
securities in the ordinary course of managing our portfolio to meet
diversification, credit quality, yield and liquidity requirements. For
the twelve months ended December 31, 2004, the pre-tax realized
investment loss incurred on the sale of fixed maturities and equity
securities was $38 million. The aggregate fair value of securities sold
at a loss during twelve months ended December 31, 2004 was
$2.9 billion, which was approximately 98.6% of boak value.

The following tables present the gross unrealized losses and estimated fair values of our investment securities, aggregated by investment
type and length of time that individual investment securities have been in a continuous unrealized loss position, as of December 31, 2004:

LESS THAN 12 MONTHS

B AMORTIZED GROSS
COST OR ESTIMATED UNREALIZED % BELOW # OoF
COST FAIR VALUE LOSSES COST SECURITIES

(DOLLAR AMOUNTS 1N MILLIONS) .. .cost. FAIRVALUR | LOSSES .. COST  SECURITIES
Description of Securities
Fixed maturities:
U.S. government and agencies $ 113 $ 114 $ (1) 0.9% 15
State and municipal 89 88 (1) 1.1% 28
Government — non U.S. 225 222 3 1.3% 32
U.S. corporate 3,496 3,426 (70) 2.0% 400
Corporate — non U.S. 1,224 1,207 (17) 1.4% 155
Asset Backed ) 857 853 4 0.5% 125
Mortgage Backed 2807 2776 Gu L% 2%
Subtoral, fixed maturities 8,813 8,686 (127) 1.4% 1,014
Equidessecurities LA T e, T 0% 13
Total temporarily impaired securities $8,820 $8,693 $(127) 1.4% 1,027
% Below cost — fixed maturities:
<20% Below cost $8,799 38,678 $(121) 1.4% 1,002
20-50% Below cost 14 8 6) 42.9% 6
I B om o8t e e T T 0% .. 6
Towal fixed maruzities . 8813 . 8086 .. Gz 1A% 1,014
% Below cost — equity securities:
<20% Below cost $ 7 5 7 5 - 0% 12
20-50% Below cost - - - 0% -
D B Os o8t e ] T T T 0% .. !
Towlequity maturiies LA 7 T 0% ... 13
Tortal temporarily impaired securiries $8,820 $8,693 $(127) 1.4% 1,027
Investment grade $8,026 $7,930 $ (96) 1.2% 869
Below investment grade 600 575 (25) 4.2% 114
Not Rated ~ Fixed maturities 187 181 ©6) 3.2% 31
NotRated - Equitles e A 7 e T 0% 13
Total temporarily impaired securities $8,820 8,693 $(127) 1.4% 1,027
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12 MONTHS OR MORE

AMORTIZED GROSS
COST OR ESTIMATED UNREALIZED % BELOW # orF
(poLLar aMOUNTS N MiLLIONS) COST [ FAIRVALUE ] LOSSES ... COST ... SECURITIES
Description of Securities
Fixed maturities:
U.S. government and agencies 5 3 $ 3 $ - 0% 1
State and municipal 1 1 - 0% 2
Government—non U.S. 106 106 - 0% 30
U.S. corporate 834 763 (71) . 8.5% 127
Corporate - non U.S. 181 176 (5) 2.8% 35
Asset Backed 55 54 0 1.8% 5
Mortgage Backed M 233 an AW 78
Subtotal, fixed macuricies 1,424 1,336 (88) 6.2% 278
Equities securities e B A G 87% 19
Total temporarily impaired securities $1,447 $1,357 $(90) 6.2% 297
% Below cost — fixed maturities:
<20% Below cost $1,319 $1,262 $(57) 4.3% 234
20-50% Below cost 95 69 (26) 27.4% 23
230%Belowcost e M S G) . 500% 2
Total fixed macuricies ld2d 136 @y 62% .. 278
% Below cost - equity securities:
<20% Below cost $ 21 $ 20 $ (1) 4.8% 8
20-50% Below cost 2 1 1) 50.0% 10
>50% Belowcost e T T Tl O !
Toalequiy matwridies . 23 2D @ BI% 19
Total temporarily impaired securities $1,447 $1,357 $(90) 6.2% 297
Investment grade $ 973 $ 934 $(39) 4.0% 188
Below investment grade 450 . 401 (49) 10.9% 88
- Not Rated — Fixed maturities 1 1 — 0% 2
NotRated - Bquities B 2 @ .. BT% 19
Total temporarily impaired securiries $1,447 31357 $(90) 6.2% 297

The investment securities in an unrealized loss position as of
December 31, 2004 for less than twelve months account for
$127 million, or 58%, of our total unrealized losses. Of the securi-
ties in this category, there were three securities with an unrealized
loss in excess of $5 million. These three securities had aggregate
unrealized losses of $18 million. The amount of the unrealized loss
on these securities is driven primarily by the relative size of the hold-
ings, the pa} values of which range from $15 million to $386 mil-
lion, the maturities, which range from 2010 to 2036, and the credit
quality of the issuers. The issuer of the investment scheduled to
mature in 2010 prepaid the related principal and interest along with
a prepayment fee in January 2005. ‘

The investment securities in an unrealized loss position as of
December 31, 2004 for twelve months or more account for
$90 million, or 42%, of our total unrealized losses. There are
104 fixed-maturities in four industry groups that account for
$54 million, or 60%, of the unrealized losses in this category.

Forty-four of these 104 securities are in the finance and insur-
ance sector. Within this sector, no single issue has unrealized losses
greater than $5 million. The unrealized losses of these securities are
due primarily to changes in interest rates from the time the securi-
ties were purchased.

Thircy-five of these 104 securities are in the transportation
sector and are related to the airline industry. All of our airline securi-
‘ties, with one exception, are collateralized by commercial jet aircraft
associated with several domestic airlines and one cargo airline. The
collateral underlying these securities consists of commercial jet air-
craft, except for one that is secured by airline ticket receivables. We
believe these security holdings are in a temporary loss position as a
result of ongoing negative market reaction to difficulties in the com-
mercial airline industry. Within this sector, we have recognized
$1 million and $36 million of other-than-temporary impairments
in 2004 and 2003, respectively. These holdings were written down
to estimated fair value based upon the present value of expected cash
flows associated with revised lease terms or the value of the underly-
ing aircraft. As of December 31, 2004, we expect to collect full prin-
cipal and interest in accordance with the contractual terms of the
instruments of our remaining holdings in airline securities. For
those airline securities that we have previously impaired, we expect
to recover our carrying amount based upon underlying aircraft col-
lateral values.

Fourteen of these 104 securities are in the consumer non-
cyclical sector, of which there was one issuer with unrealized losses
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in excess of $5 million. This issuer, which had a $7 million unreal-
ized loss, is in the tobacco industry, is current on all terms, shows
improving trends with regards to liquidity and security price and is
not considered at risk of impairment. Each of the other securities in
this sector has unrealized losses of less than $5 million.

Eleven of these 104 securities are in the consumer non-
cyclical sector, of which there was one issuer with unrealized losses
in excess of $5 million. The aggregate par value of securities was
$37 million. This issuer is current on all terms and is not considered
at risk of impairment.

In the remaining industry sectors, as of December 31, 2004,
one issuer of fixed-maturity securities had an unrealized loss of
$5 million. This issuer is current on all terms, has sufficient liquidiry
to service current debt obligations and is seeking additional financ-
ing. No other single issuer of fixed maturities in these sectors has an
unrealized loss of greater than $5 million.

» The equity securities in an unrealized loss position, as of
December 31, 2004, for rwelve months or more are primarily pre-
ferred stocks with fixed maturity-like characteristics. No single secu-
rity had an unrealized loss greater than $2 million.

. OFF-BALANCE SHEET TRANSACTIONS

We have used off-balance sheet securitization transactions to
mitigate and diversify our asset risk position and to adjust the asset
class mix in our investment portfolio by reinvesting securitization
proceeds in accordance with our approved investment guidelines.

We have not used securitization transactions to provide us
with additional liquidity, and we do not anticipare using securitiza-
tion transactions for that purpose in the future. The transactions we
have used involved securitizations of some of our receivables and
investments that were secured by commercial mortgage loans, fixed
maturities or other receivables, consisting primarily of policy loans.
Total securitized assets remaining as of December 31, 2004 and
December 31, 2003 were $1.6 billion.

Securitization transactions resulted in ner gains, before taxes,
of approximately $43 million and $29 million for the years ended
December 31, 2003 and 2002, respectively, and were included in
net realized investment gains (losses) in our financial state-
ments. There were no securitization transactions in the year ended
December 31, 2004, ' :

We have arranged for the assets that we have transferred in
securitization transactions to be serviced by us directly or pursuant
to arrangements and with General Motors Acceptance Corporation.
Servicing activities include ongoing review, credit monitoring,
reporting and collection activities.

We have ertered into credit support arrangements in connec-
tion with our securitization transactions. Pursuant to these arrange-
ments, as of December 31, 2004, we provided limited recourse for a
maximum of $119 million of credit losses. To date, we have not yet
been required to make payments under any of these credit support
agreements. The agreements will remain in place throughout the life
of the related entities.

GE Capital, our indirect parent and majority stockholder,
provides credit and liquidity support to a funding conduit it spon-
sored, which exposes it to a majority of the risks and rewards of the
conduit’s activities and therefore makes GE Capital the primary ben-
eficiary of the funding conduit. Upon adoption of FIN 46, GE
Capiral was required to consolidate the funding conduit because of
this financial support. As a result, assets and liabilities of certain pre-
viously off-balance sheet securitization entities, for which we were
the transferor, were required to be included in our financial state-
ments because the funding conduit no longer qualified as a third
party. Because these securitization entities lost their qualifying status,
we were required to include $1.2 billion of securitized assets and
$1.1 billion of associated liabilities in our Statement of Financial
Position in July 2003. The assets and liabilities associated with these
securitization entities have been reported in the corresponding finan-
cial statement captions in our Statement of Financial Position, and the
assets are noted as restricted due to the lack of legal control we have
over them. These balances will decrease as the assets mature because we
will not sell any additional assets to these consolidated entities.

Our inclusion of these assets and liabilities does not change
the economic or legal characreristics of the asset sales. Liabilities of
these consolidated entities will be repaid with cash flows generated
by the related assets. Credit recourse to us remains limited to the
credit support described above. We included $36 million of revenue,
$2 million of general expenses and $27 million of interest expense
associated with these newly consolidated entities in our historical
financial statements for the period from July 1 to December 31,
2003. For the year ended December 31, 2004, we included $64 mil-
lion of revenue, $3 million of general expenses and $47 million of
interest expense associated with these entities in our historical finan-
cial statements. Our consolidation of these securitization entities had
no effect on our previously reported earnings.

The following table summarizes the assets and liabilities asso-
ciated with the securitization entities we included in our Statement
of Financial Position, which are part of our Corporate and Other
segment as of the dates indicated:

DECEMBER 31,

{DOLLAR AMOUNTS IN ml.uoss)) 2004 e 2003
Assets: ‘ . ‘

Restricted investments held by securitization entities $860  $1,069
Otherassets " . 2% 65
Total (1) $88 $1,134
Liabilities: '
Borrowings related to securitization entities $849 $1,018
Other liabilidies 3 59
Total $852  $1,077

(1) l(zr/:zdex $31 million and $51 million of retained interests in securitized assets as of
December 31, 2004 and 2003, respectively, thar are consolidated.
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SEASONALITY

In general, our business as a whole is not seasonal in narture.
However, in our Mortgage Insurance segment, the level of defaults,
which increases the likelihood of losses, tends to decrease in the first
and second quarters of the calendar year and increase in the third
and fourth quarters. As a result, we have experienced lower levels of
losses resulting from defaults in the first and second quarters, as
compared with the third and fourth quarters.

INFLATION

We do not believe that inflation has had a material effect on
our historical results of operatlons, except insofar as inflation may
affect interest rates.

- NEW ACCOUNTING STANDARDS

CURRENTLY EFFECTIVE

In July 2003, the American Institute of Certified Public
Accountants issued Statement of Position 03-1 (“SOP 03-17),
Accounting and Reporting by Insurance Enterprises for Certain
Nentraditional Long-Duration Contracts and for Separate Accounts,
which we adopted on January 1, 2004. SOP 03-1 provides guidance
on separate account presentation and valuation, accounting for sales
inducements to contractholders and classification and valuation of
long-duration contract liabilities. Prior to adoptinig SOP 03-1 we
held reserves for the higher-tier annuitization benefit on two-tiered
annuities. To record these reserves in accordance with SOP 03-1, we
released $10 million, or 7%, of our two-tiered annuity reserves and
$3 million of guaranteed minimum death benefit reserves. After giv-
ing effect to the impact of additional amortization of deferred acqui-

sition costs related to these reserve releases, we recorded a $5 million

benefit in cumularive effect of accounting changes, net of raxes,
which is not reflected in net earnings from continuing operations.

ACCOUNTING PRONOUNCEMENTS NOT YEf ADOPTED

In December 2004, the Financial Accounting Standards
Board (FASB) issued SEAS 123R Share-Based Payments — an amend-
ment of FASB Statements No. 123 and 95, which we will adopt on
July 1, 2005. This statement provides additional guidance on
accounting for share based payments and will require all such
awards to be measured at fair value with the related compensation
cost recognized in income on a prospective basis. We currently rec-
ognize compensation cost using the fair value method for all stock
based awards issued after January 1, 2002 and do not expect the
adoption of SFAS 123R to have a material impact on our results of
operations or financial condition.

ITEM 7A.
QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

Market risk is the risk of the loss of fair value resulting from
adverse changes in market rates and prices, such as interest rates, for-
eign currency exchange rates and equity prices. Marker risk is
directly influenced by the volatility and liquidity in the markets in
which the related underlying financial instruments are traded. The
following is a discussion of our market risk exposures and our risk
management practices.

We enter into market-sensitive instruments primarily for
purposes other than trading. The carrying value of our investment
portfolio as of December 31, 2004 and 2003, was $66 billion and
$79 billion, respectively, of which 80% and 83%, respectively, was
invested in fixed maturities. The primary market risk to our invest-
ment portfolio is interest rate risk associated with investments in
fixed maturities. We mitigate the market risk associated with our
fixed maturities portfolio by closely matching the duration of our
fixed maturities with the duration of the liabilities that those securi-
ties are intended to support.

The-primary market risk for our long-term borrowings and
Equity Units is interest rate risk at the time of marurity or early
redemption, when we may be required to refinance these obliga-
tions. We continue to monitor the interest rate environment and to
evaluate refinancing opportunities as maturity dates approach.

We are exposed to equity risk on our holdings of common
stocks and other equities. We manage equity price risk through
industry and issuer diversification and asset allocation techniques.

We also have exposure to foreign currency exchange risk. Our
international operations generate revenues denominated in local
currencies, and we invest cash generated outside the U.S. in non-

" U.S. denominated securities. Although investing in securities

denominarted in local currencies limits the effect of currency
exchange rare fluctuation on local operating results, we remain
exposed to the impact of fluctuations in exchange rates as we trans-
lace the operating results of our foreign operations into our histori-
cal combined financial statements. We currently do not hedge this
exposure. For the years ended December 31, 2004 and 2003, 29%
and 26%, respectively, of our net earnings from continuing opera-
tions were generated by our international operations.
We use derivative financial instruments, such as interest rate
and currency swaps, currency forwards and option-based financial
instruments, as part of our risk managément strategy. We use these
derivatives to mitigate certain risks, including interest rate risk, cur-
rency risk and equity risk, by:
> reducing the risk between the timing of the receipt of cash and
its investment in the market;

> matching the currency of invested assets with the liabilities they
supporg
converting the asset duration to match the duration of the liabilities;
reducing our exposure to fluctuations in equity market indices
that underlie some of our products; and

> protecting against the early termination of an asset or liabilicy.

As a matter of policy, we have not and will not engage in
derivative market-making, speculative derivative trading or other
speculative derivatives activiries.
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SENSITIVITY ANALYSIS

Sensitivity analysis measures the impact of hypothetical
changes in interest rates, foreign exchange rates and other market rates
or prices on the profitability of market-sensitive financial instruments.

The following discussion about the potential effects of
changes in interest rates, foreign currency exchange rates and equity
markert prices is based on so-called “shock-tests,” which model the
effects of interest rate, foreign exchange rate and equity market price
shifts on our financial condition and results of operations. Although
we believe shock tests provide the most meaningful analysis permit-
ted by the rules and regulations of the Securities and Exchange
Commission, they are constrained by several factors, including the
necessity to conduct the analysis based on a single point in time and
by their inability to include the extraordinarily complex market
reactions that normally would arise from the market shifts modeled.
Although the following results of shock tests for changes in interest
rates, foreign currency exchange rates and equity market prices may
have some limited use as benchmarks, they should not be viewed as
forecasts. These forward-looking disclosures also are selective in
nature and address only the potential impacts on our financial
instruments. They do not include a variety of other potential factors
that could affect our business as a result of these changes in interest
rates, currency exchange rates and equity marker prices.

One means of assessing exposure of our fixed maturities port-
folio to interest rate changes is a duration-based analysis that meas-
ures the potential changes in market value resulting from a
hypothetical change in interest rates of 100 basis points across all
maturities. This is sometimes referred to as a parallel shift in the
yield curve. Under this model, with all other factors constant and
assuming no offsetting change in the value of our liabilities, we esti-
mated that such an increase in interest rates would cause the market
value of our fixed income securities portfolio to decline by approxi-
mately $2.9 billion, based on our securities positions as of
December 31, 2004.

One means of assessing exposure to changes in foreign cur-
rency exchange rates is to . model effects on reported earnings using
a sensitivity analysis. We analyzed our combined currency exposure
as of December 31, 2004, including financial instruments desig-
nated and effective as hedges to identify assets and liabilities
denominated in currencies other than their relevant functional cur-
rencies. Net unhedged exposures in each currency were then
remeasured, generally assuming a 10% decrease in currency
exchange rates compared to the U.S. dollar. Under this model, with
all other factors constant, we estimated as of December 31, 2004,
that such a decrease would have an insignificant effect on our net
earnings from continuing operations.

One means of assessing exposure to changes in equity market
prices is to estimate the potential changes in market values on our
equity investments resulting from a hypothetical broad-based decline
in equity market prices of 10%. Under this model, with all other fac-
tors constant, we estimated that such a decline in equity market

as of December 31, 2004. In addition, fluctuations in equity market
prices affect our revenues and returns from our separate account and
private asset management products, which depend upon fees that are
related primarily to the value of assets under management.

COUNTERPARTY CREDIT RISK

We manage counterparty credit risk on an individual
counterparty basis, which-means that gains and losses are netted for
each counterparty to determine the amount at risk. When a
counterparty exceeds credit exposure limits (see table below) in
terms of amounts owed to us, typically as the result of changes in
market conditions, no additional transactions are executed until the
exposure with that counterparty is reduced to an amount that is
within the established limit. All swaps are executed under master
swap agreements containing mutual credit downgrade provisions
that provide the ability to require assignment or termination in the
event either party is downgraded below Moody’s “A3” or S&P’s “A-.”

Swaps, purchased options and forwards with contractual
maturities longer than one year are conducted within the credit pol-
icy constraints provided in the table below. Our policy permits us to
enter into derivative transactions with counterparties rated “A3” by
Moody’s and “A-” by S&P if the agreements governing such trans-
actions require both parties to provide collateral in certain circum-
stances. Our policy. further requires foreign exchange forwards with
contractual maturities shorter than one year to be executed with
counterparties having a credit rating by Moody’s of “A-1” and by
S&P of “P-1” and the credit limit for these transactions is $150 mil-
lion per counterparty.

Counterparty credit criteria

CREDIT RATING

STANDARD

MOODY'S & POOR'S
Term of transaction
Up to five years Aa3 AA-
Greater than five years Aaa AAA
Credit exposure limit without collateral (2
Up to $50 million Aa3 AA-
Up to $75 million Aaa AAA
Credit exposure limit with collateral
Up to $5 million A3 A-
Up to0 $50 million Aa3 AA-
Up to $100 million Aaa AAA

(1) Credit exposure limits noted in this table are set by GE Capital and apply in the aggregate to
all companies that are consolidated into GE Capital,

The following table sets forch an analysis of our counterparty
credit risk exposures net of collateral held as of the dates indicated:

DECEMBER 31,

MOODY’S RATING

. . A
prices would cause the market value of our equity investments to A:a
decline by approximately $8 million, based on our equity positions A % 0%
100% 100% 100%
form 10-k




ITEM 8.
FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA

INDEX TO FINANCIAL STATEMENTS

ANNUAL FINANCIAL STATEMENTS:
Report of KPMG LLE,

Independent Registered Public Accounting Firm
Statement of Earnings

for the years ended December 31, 2004, 2003 and 2002
Statement of Financial Position

as of December 31, 2004 and 2003
Statement of Stockholders’ Interest

for the years ended December 31, 2004, 2003 and 2002
Statement of Cash Flows

for the years ended December 31, 2004, 2003 and 2002
Notes to Financial Statements

Page

£-89
£-90
-91
£-92

£-93
-94

part []

REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Genworth Financial, Inc.:

We have audited the accompanying statement of financial
position of Genworth Financial, Inc. (the Company) as of
December 31, 2004 and 2003, and the related statements of earn-
ings, stockholders’ interest, and cash flows for each of the years in
the three-year period ended December 31, 2004. These financial
statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial state-
ments based on our audits.

We conducted our audits in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position of
Genworth Financial, Inc. as of December 31, 2004 and 2003, and
the results of its operations and its cash flows for each of the years in
the three-year period ended December 31, 2004, in conformity
with U.S. generally accepted accounting principles.

As discussed in note 2 to the financial statemnents, the Company
changed its method of accounting for certain nontraditional long-
duration contracts and for separate accounts in 2004, its method of
accounting for variable interest entities in 2003, and its method of
accounting for goodwill and other intangible assets in 2002.

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States), the
effectiveness of Genworth Financial Inc.’s internal control over finan-
cial reporting as of December 31, 2004, based on criteria established
in Internal Control - Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO),
and our report dated February 11, 2005 expressed an unqualified
opinion on management’s assessment of, and the effective operation
of, internal control over financial reporting.

/s/ KPMG LLP

Richmond, Virginia
February 11, 2005
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GENWORTH FINANCIAL, INC.

(DOLLAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2002
Revenues:

Premiums $ 6,559 $ 6,707 $ 6,107
Net investment income 3,648 4,051 3,979

Net realized investment gains 26 10 204

Policy feesand other income e 824 M 939

Torah tevenues 11,057 ....1L683 11,229
Benefits and expenses:

Benefits and other changes in policy reserves 4,804 5,270 4,640
Interest credited 1,432 1,624 1,645
Underwriting, acquisition, and insurance expenses, net of deferrals 1,812 1,916 1,808
Amortization of deferred acquisition costs and intangibles 1,154 1,351 1,221

DO O OO e e e 27 M 124
Total benefits and XPENSES L e 9419 . 10301 . 9438

Earnings from continuing operations before income taxes and accounting change 1,638 1,382 1,791

Provision forincome taxes o3 a3 411

Net earnings from continuing operations before accounting change 1,145 969 1,380

Net earnings (loss) from discontinued operations, net of taxes - 186 (206)
Gain (loss) on sale of discontinued operations, netofeaxes AN, 7O T

Net carnings before accounting change ||| BB LOBL ... 1174

Cumulative effect of accounting change, nevofaxes S T T

Net earnings $ 1,157 $ 1,081 $ 1,174

Basic and diluted earnings per common share (see note 3) $ 236 $ 221 $ 240

See Notes to Financial Statements
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GENWORTH FINANCIAL, INC.

STATEMENT OF FINANCIAL POSITION

(DOLLAR AMOUNTS IN MILLIONS)

Assets

Investments:

Fixed maturities available-for-sale, at fair value $ 52,424 $ 65,485
Equity securities available-for-sale, at fair value 374 600
Mortgage and other loans, net of valuation allowance of $52 and $50 6,051 6,114
Policy loans 1,224 1,105
Short-term investments . 818 531

Restricted investments held by securitization entities 860 1,069
Otherinvested assets e 21998 3,789
Total investments 65,747 78,693

Cash and cash equivalents 1,392 1,982
Accrued investment income 733 970
Deferred acquisition costs 5,020 5,788
Intangible assets 780 1,346
Goodwill 1,465 1,728
Reinsurance recoverable 18,535 2,334
Other assets ($24 and $65 restricted in securitization entities) 1,322 2,346
Separateaccountassets 8,884 8,244
Total assets $103,878 $103,431

Liabilities and Stockholders’ Interest

Liabilicies:

Future annuity and contract benefits $ 61,698 § 59,257
Liability for policy and contract claims 3,329 3,207
Unearned premiums 3,597 3,616
Other policyholder liabilities 638 465

Other liabilities ($3 and $59 restricted in securitization enrities) 6,792 7,051

Non-recourse funding obligations 900 600
Short-term borrowings 559 2,239

Long-term borrowings 2,442 529

Senior notes underlying equity units 600 -
Preferred stock 100 -
Deferred tax liabiliry 624 1,405

Borrowings related to securitization entities 849 1,018
Separate account liabiliies 8,884 8,244
TOta‘ 1iabilities ......................................................... 91’012 87,631

Commitments and Contingencies

Stockholders’ interest:

Class A Common Stock, $0.001 par value; 1.5 billion shares authorized; 146.5 million shares issued and outstanding - -
Class B Common Stock, $0.001 par value; 700 million shares authorized; 343.1 million shares issued and outstanding - -
Additional paid-in capial 10,612 8,377
Accumulated non-owner changes in stockholders’ interest:

Net unrealized investment gains 1,019 1,518
Derivatives qualifying as hedges 268 (5)
Foreign curtency wanslacion adjustmenes 322 159
Accumulated non-owner changes in stockholders’ interest 1,609 1,672

Rewncdemings 65 5750

Toulsodkholders imeress 12866 1550

Total liabilities and stockholders’ interest $103,878 $103,431

See Notes to Financial Statements
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GENWORTH FINANCIAL, INC.

partl]

STATEMENT OF STOCKHOLDERS’ INTEREST

%OLLAR AMOUNTS_IN MILLIONS}

alances as of December 31, 2001

Changes other than transactions with stockholder:
Net earnings

Net unrealized gains (losses) on investment securities
Derivatives qualifying as hedges

Foreign currency translation adjustments

Total changes other than transactions with stockholder
Dividends and other transactions with stockholder

PAID-IN
CAPITAL

ACCUMULATED
NON-OWNER
CHANGES IN

STOCK-
HOLDERS’
INTEREST

RETAINED
EARNINGS

TOTAL

STOCK-
HOLDERS
INTEREST

$ 7,994

$6,835

1,174

Balances as of December 31, 2002

Changes other than transactions with stockholder:
Net earnings

Net unrealized gains (losses) on investment securities
Derivatives qualifying as hedges

Foreign currency translation adjustments

Total changes other than transactions with stockholder
Dividends and other transactions with stockholder

Balances as of December 31, 2003

Changes other than transactions with stockholders:
Nert earnings

Net unrealized gains (losses) on investment securities
Derivatives qualifying as hedges

Foreign currency translation adjustments

Total changes other than transactions with stockholders

Dividends and other transactions with stockholder prior to our corporate reorganization

Transactions subsequent to our corporate reorganization:
Dividends to stockholders

Stock-based compensation

Capiral contributions from majority stockholder

Balances as of December 31, 2004

$10,612

$12,866

See Notes to Financial Statements
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GENWORTH FINANCIAL, INC.

STATEMENT OF CASH FLOWS

(DOLLAR AMOUNTS IN MILLIONS)

Cash flows from operating activities:

Net earnings ' ' $ 1157 $ 1,081 $ 1,174
Adjustments to reconcile net earnings to net cash provided by ‘operating activities:

Amortization of investment discounts and premiums 81 18 (5)
Net realized invesement gains ’ (26) (10) (204)
Charges assessed to policyholders (301) (295) (198)
Acquisition costs deferred (1,047) (1,758) (1,906)
Amortization of deferred acquisition costs and intangibles 1,154 1,351 1,221

Deferred income taxes (1,196) (63) (55)
Corporate overhead allocation 14 36 31

Cumulative effect of accounting changes, net of taxes (5) - -

Net (earnings) loss from discontinued operations - (186) 206

Net (gain) loss from sale of discontinued operations ! 7) 74 -

Change in certain assets and liabilities:

Accrued investment income and other assets 618 (136) (223)
Insurance reserves 2,566 3,105 3,218

Current tax liabilities 1,689 476 466

Other liabilities and other policy-related balances 801 23 1,158

Net cash from operating activities ' ) 5,498 3,716 4,883

Cash flows from investing activities:
Proceeds from maturities and repayments of investments:

Fixed maturities - 5,854 8,198 5,999
Mortgage, policy and other loans 866 1,711 533
Other invested assets . 9 73 9
Proceeds from sales and securitizations of investments:

Fixed marurities and equity securities ' 4,677 16,253 22,266

Other invested assets 246 110 74
Purchases and originations of investments: : '

Fixed maturities and equity securities (15,186) (26,597) (33,004)
Mortgage, policy and other loans ’ (1,372) (2,653) (1,438)
Other invested assets (304) (248) (236)
Dividends received from discontinued operations - - - 495 62

Paymenus for businesses purchased, net of cash acquired 9 44 61)
Proceeds from sale of discontinued operations 10 1,631 -

Short-term investmentactiviy, net e a95) 302 729)
Net cash from investing activities (5:404) 81 6,525)
Cash flows from financing activities:

Proceeds from issuance of investment conrracts 7,109 8,262 9,749

Redemption and benefit payments on investment contracts (7,163) (8,994) (7,279)
Short-term borrowings activity, net (2,340) 373 (289)
Proceeds from issuance of non-recourse funding obligations 300 600 -

Proceeds from long-term borrowings 1,895 ' - -

Net commercial paper borrowings : 499 16 212

Repayment of contingent note ) (550) - -

Cash transferred in connection with our corporate reorganization (838) - -

Dividends paid to stockholders (1,613) (3,232) (132)
Capiral contribution received from scockholder 1,910 261 32

Ner cash from financing activities 791) (2,714) 2,293

Effect of exchange rate changes on cash and cash equivalents : 107 92 37

Cash and cash equivalents at end of year $ 1,392 $ 1,982 $ 1,569

See Notes to Financial Statements
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NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 3I, 2004, 2003 AND 2002

(1) FORMATION OF GENWORTH AND BASIS OF PRESENTATION

Genworth Financial, Inc. (“Genworth”) was incorporated in
Delaware on October 23, 2003 in preparation for the corporate
reorganization of certain insurance and related subsidiaries of
General Electric Company (“GE”) and an initial public offering of
Genworth common stock, which was completed on May 28, 2004
(“IPO”). In connection with the IPO, Genworth acquired substan-
tially all of the assets and liabilities of GE Financial Assurance
Holdings, Inc. (“GEFAHI"). Prior to its IPO, Genworth was a
wholly-owned subsidiary of GEFAHI. GEFAHI is an indirect sub-
sidiary of General Electric Capital Corporation (“GE Capital”),
which in turn is an indirect subsidiary of GE. Prior to the corporate
reorganization, GEFAHI was a holding company for a group of
companies that provide life insurance, long-term care insurance,
group life and health insurance, annuities and other investment
products and U.S. mortgage insurance. At the same time, Genworth
also acquired certain other insurance businesses previously owned
by other GE subsidiaries. These businesses include international
mortgage insurance, payment protection insurance based in
Europe, a Bermuda reinsurer, and mortgage contract underwriting.

In consideration for the assets and liabilities Genworth
acquired in connection with the corporate reorganization,
Genworth issued to GEFAHI 489.5 million shares of its Class B
Common Stock, $600 million of its 6.00% Equity Units (“Equity
Units”), $100 million of its 5.25% Series A Cumularive Preferred
Stock {“Series A Preferred Stock”) which is mandatorily redeemable,
a $2.4 billion short-term note, and a $550 million contingent
non-interest-bearing note (“Contingent Note”). The liabilities
Genwortch assumed included ¥60 billion aggregate principal
amount of 1.6% notes due 2011 issued by GEFAHI. The trans-
actions above, which are accounted for at book value as transfers
between entities under common control, are referred to as our cor-
porate reorganization. Shares of Class B Common Stock convert
automatically into shares of Class A Common Stock when they are
held by any person other than GE or an affiliate of GE or when GE
no longer beneficially owns at least 10% of our outstanding com-
mon stock. Class A Common Stock and Class B Common Stock
have identical voting rights, except Class B shares have approval
rights over certain corporate actions and rights with respect o the
election and removal of directors. As a result, all of the 146.4 mil-
lion shares of common stock sold in Genworth’s IPO consisted of
Class A Common Stock.

For the periods prior to our corporate reorganization, the
accompanying financial statements include the accounts of certain
indirect subsidiaries and businesses of GE that represent the prede-
cessor of Genworth. The companies and businesses included in the
predecessor combined financial statements are GEFAHI, Financial
Insurance Company Lid., FIG Ireland Ltd., WorldCover Direct
Ltd., RD Plus S.A., CFl Administrators Ltd., Financial Assurancg
Company Ltd., Financial Insurance Group Services Led.,
Consolidared Insurance Group Ltd., Viking Insurance Co. Ltd.,
GE Mortgage Insurance Ltd., GE Mortgage Insurance Pry Lid., GE

Mortgage Insurance (Guernsey) Ltd., Genworth Financial
Mortgage Insurance Company Canada, GE Capital Morrgage
Insurance Corp. (Australia) Pty Led., The Terra Financial
Companies, Ltd., GE Capital Insurance Agency, Inc., CFI Pension
Trustees Ltd., Financial Insurance Guernsey PCC Ltd., GE
Financial Assurance Compania De Seguros y Reaseguros de Vida
S.A., GE Financial Insurance Compania De Seguros y Reaseguros
de Vida S.A. and GE Residential Connections Corp., Assocred SA,
Ennington Properties Limited and the consumer protection insur-
ance business of Vie Plus S.A. All of the combined companies were

"indirect subsidiaries of GE. For these periods, we refer to the com-

bined predecessor companies and businesses as the “company,”
“we,” “us,” or “our” unless the context otherwise requires.

For the periods subsequent to our reorganization, the accom-
panying financial statements include on a consolidated basis the
accounts of Genworth and our affiliate companies in which we hold
a majority voting or economic interest, which for these periods we
refer to as the “company,” “we,” “us,” or “our” unless the context

otherwise requires.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Our financial statements have been prepared on the basis of
accounting principles generally accepted in the United States of
America (“U.S. GAAP?). Preparing financial statements in conformity
with U.S. GAAP requires us to make estimates and assumptions that
affect reported amounts and related disclosures. Actual results could
differ from those estimates. All significant intercompany accounts and
transactions have been eliminated. Certain prior year amounts have
been reclassified to conform to the current year presentation.

A) NATURE OF BUSINESS

Directly and indirectly through our subsidiaries we sell a vari-
ety of insurance and investment-related products in the U.S. and
internationally. Prior to our corporate reorganization on May 24,
2004, we operated five business segments: (i) Protéction, (ii)
Retirement Income and Investments, (iii) Mortgage Insurance,
(iv) Affinity and (v) Corporate and Other. As part of our corporate
reorganization we did not acquire any of the Affinity segment busi-
nesses from GEFAHI. Accordingly, the resules of the Affinity seg-
ment are included in our historical results of operations through
May 24, 2004, but excluded thereafter. During 2003, we sold our
Japanese life and domestic auto and homeowners™ insurance busi-
nesses, which are shown as discontinued operations.

Protection includes life insurance, long-term care insurance
and, for companies with fewer than 1,000 employees, group life and
health insurance. Protection also includes consumer payment pro-
tection insurance, which helps consumers meet their payment obli-
gations in the event of illness, involuntary unemployment, disability
or death. :

Retirement Income and Investments includes fixed and
variable deferred annuities, income annuities, variable life insur-
ance, asset management and specialized products, including guar-
anteed investment contracts (“GICs”), funding agreements and
structured settlements. ‘
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Mortgage Insurance includes mortgage insurance products
offered in the U.S., Canada, Australia, New Zealand, and Europe
thar facilitate homeownership by enabling borrowers to buy homes
with low-down-payment mortgages.

Corporate and Other includes net realized investment gains
(losses), interest and other debt financing expenses that are incurred
at our holding company level, unallocated corporate income and
expenses (including amounts accrued in ‘settlement of class action
lawsuits), and the results of several small, non-core businesses that
are managed outside our operating segments.

B) PREMIUMS

For traditional long-duration insurance contracts, we report
premiums as earned when due. For short-duration insurance contracts,
we report premiums as revenue over the terms of the related insurance
policies on a pro-rata basis or in proportion to expected claims.

For single premium mortgage insurance contracts, we report
premiums over the policy life in accordance with the expiration of risk.

Premiums received under annuity contracts without sig-
nificant mortality risk and premiums recetved on investment and
universal life products are nort reported as revenues but rather
as deposits and are included in liabilities for future annuity and
contract benefits. -

C) NET INVESTMENT INCOME AND
NET REALIZED INVESTMENT GAINS AND LOSSES

Investment income is recorded when earned. Realized investment
gains and losses are calculated on the basis of specific identification.

Investment income on mortgage-backed and asset-backed
securities is initially based upon yield, cash flow, and prepayment
assumptions at the date of purchase. Subsequent revisions in those
assumptions are recorded using the retrospective or prospective
method. Under the retrospective method, used for mortgage-
backed and asset-backed securities of high credit quality (ratings
equal to or greater than AA or that are U.S. Agency backed) which
cannot be contractually prepaid, amortized cost of the security is
adjusted to the amount that would have existed had the revised
assumptions been in place at the date of purchase. The adjustments
to amortized cost are recorded as a charge or credit to net invest-
ment income. Under the prospective method, which is used for all
other mortgage-backed and asset-backed securities, furure cash
flows are estimated and interest income is recognized going forward
using the new internal rate of return. As of December 31, 2004, all
our mortgage-backed and asset-backed securities that have had sub-
sequent revisions in yield, cash flow or prepayment assumptions are
accounted for under the retrospective method.

D) POLICY FEES AND OTHER INCOME

Policy fees and other income consists primarily of insurance
charges assessed on universal life contracts, fees assessed against
policyholder account values and commission income. Charges to
policyholder accounts for universal life cost of insurance are recog-
nized as revenue when due. Variable product fees are charged to
variable annuity and variable life policyholders based upon the daily

part 1l

net assets of the policyholder’s account values and are recognized
as revenue when charged. Policy surrender fees are recognized as
income when the policy is surrendered.

E) INVESTMENT SECURITIES

We have désignated all of our investment securities as available-
for-sale and report them in our Statement of Financial Position at
fair value. We obtain values for actively traded securities from exter-
nal pricing services. For infrequently traded securities, we obrain
quotes from brokers, or we estimate values using internally devel-
oped pricing models. These models are based upon common valua-
tion techniques and require us to make assumptions regarding
credit quality, liquidity and other factors that affect estimated val-
ues. Changes in the fair value of available-for-sale investments, net
of the effect on deferred acquisition costs (“DAC”), present value of
future profits ("PVFP”) and deferred income taxes, are reflected as
unrealized investment gains or losses in a separate component of
accumulated non-owner changes in stockholders’ interest and,
accordingly, have no effect on net income.

We regularly review investment securities for impairment in
accordance with our impairment policy, which includes both quan-
titative and qualitative criteria. Quantitative criteria include length
of time and amount that each security is in an unrealized loss posi-
tion, and for fixed maturities, whether the issuer is in compliance
with terms and covenants of the security. Qualitative criteria include
the financial strength and specific prospects for the issuer as well as
our intent to hold the security until recovery. Our impairment
reviews involve our finance, tisk and asset management teams, as
well as the portfolio management and research capabilities of GE
Asset Management Incorporated (“GEAM”) and other third party
asset managers, as required. We actively perform comprehensive
market research, monitor market conditions and segment our
investments by credit risk in order to minimize impairment risks.
Certain risks are inherent in reviewing the impairment of any
investment security, including that market results may differ from
expectations; facts and circumstances may change in the furure and
differ from estimates and assumptions; or we may later decide to sell
an investment security before it recovers in value as a result of
changed circumstances. If we change our estimate to conclude thata
decline in the value of an investment security is other than tempo-

rary, we will reflect a charge for the impairment in the period our
estimate changes.

F) MORTGAGE, POLICY AND OTHER LOANS

Mortgage, policy and other loans are stated at the unpaid
principal balance of such loans, net of allowances for estimated
uncollectible amounts. The allowance for losses is determined on
the basis of management’s best estimate of probable losses, includ-
ing specific allowances for known troubled loans, if any.

G) CASH AND CASH EQUIVALENTS

Certificates of deposit, money market funds, and other time
deposits with original maturities of less than 90 days are considered
cash equivalents in the Statement of Financial Position and
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Statement of Cash Flows. Items with maturities greater than 90 days
but less than one year at the time of acquisition are included in
short-term investments.

H) SECURITIES LENDING ACTIVITY

We engage in certain securities lending transacrions, which
require the borrower to provide collateral, primarily consisting of
cash and government securities, on a daily basis, in amounts equal
o or exceeding 102% of the fair value of the applicable securities
loaned. We maintain effective control over all loaned securities and,
therefore, continue to report such securities as fixed maturities in
the Statement of Financial Position. ‘

Cash collareral received on securities lending transactions is
reflected in other invested assets with an offsetting liability recog-
nized in other liabilities for the obligation to.return the collateral.
Non-cash collateral, such as a security received by us, is not reflected
in our assets in the Statement of Financial Position as we have not
replcdged or sold the collateral. The fair value of collateral held and
included in other invested assets is $3.2 billion and $3.0 billion as of
December 31, 2004 and 2003, respectively. We had non-cash col-
lateral of $44 million and $0 million as of December 31, 2004 and
2003, respectively.

1) DEFERRED ACQUISITION COSTS (DAC)

Acquisition costs include costs, which vary with and are pri-
marily related to the acquisition of insurance and investment con-
tracts. Such costs are deferred and amortized as follows:

Long-Duration Contracts — Acquisition costs include com-
missions in excess of ultimate renewal commissions, solicitation and
printing costs, sales material and some support costs, such as under-
writing and contract and policy issuance expenses. Amortization for
traditional long-duration insurance products is determined as a level
proportion of premium based on commonly accepted actuarial
methods and reasonable assumptions established when the contract
or policy is issued about mortality, morbidity, lapse rates, expenses
and future yield on related investments. Amortization for annuity
contracts without significant mortality risk and investment and uni-
versal life products is based on estimated gross profits and is
adjusted as those estimates are revised.

Short-Duration Contracts— Acquisition costs consist primar-
ily of commissions and premium taxes and are amortized ratably
over the terms of the underlying policies.

We regularly review all of these assumptions and periodically
test DAC for recoverability. For deposit products, if the current
present value of estimated future gross profits is less than che
unamortized DAC for a line of business, a charge to income is
recorded for additional DAC amortization. For other products, if
the benefit reserve plus anticipated future premiums and interest
earnings for a line of business are less than the current estimate of
future benefits and expenses (including any unamortized DAC), a
charge to income is recorded for additional DAC amortization or
for increased benefit reserves.

J) INTANGIBLE ASSETS

Present Value of Future Profits — In conjunction with the
acquisition of a block of insurance policies or investment contracts,
a portion of the purchase price is assigned to the right to receive
future gross profits arising from existing insurance and investment
contracts. This intangible asset, called PVFD represents the actuari-
ally estimated present value of future cash flows from the acquired
policies. PVFP is amortized, net of accreted interest, in a manner
similar to the amortization of DAC.

We regularly review all of these assumptions and periodically
test PVFP for recoverability. For deposit products, if the current
present value of estimated future gross profits is less than the
unamortized PVFP for a line of business, a charge to income is
recorded for additional PVFP amortization. For other producs, if
the benefit reserve plus anticipated furure premiums and interest
earnings for a line of business are less than the current estimate of
future benefits and expenses (including any unamortized PVFP), a
charge to income is recorded for additional PVFP amortization or
for increased benefit reserves.

Deferred Sales Inducements to Contractholders — We defer
sales inducements to contractholders for features on variable annu-
ities that entitle the contractholder to an incremental amount to be
credited to the account value upon making a deposit, and for fixed
annuities with crediting rates higher than the contract’s expected
ongoing crediting rates for periods after the inducement. Our sales
inducements to contractholders deferred prior to the adoption of
the American Institute of Certified Public Accountants (AICPA)
Statement of Position 03-1 (“SOP 03-1") Accounting and Reporting
by Insurance Enterprises for Certain Nontraditional Long-Duration
Contracts and for Separate Accounts which we included in unamor-
tized deferred acquisition costs, were reinsured effective January 1,
2004. Deferred sales inducements to contractholders are reported as
a separate intangible asset and amortized in benefits and other
changes in policy reserves using the same methodology and assump-
tions used to amortize deferred acquisition costs.

Other Intangible Assets— We amortize the costs of other intan-
gibles over their estimated useful lives unless such lives are deemed
indefinite. Amortizable intangible assets are tested for impairment at
least annually based on undiscounted cash flows, which requires the
use of estimates and judgment, and, if impaired, written down to fair
value based on either discounted cash flows or appraised values.
Intangible assets with indefinite lives are tested at least annually for
impairment and written down to fair value as required.

K) GOODWILL

Goodwill is not amortized but is tested for impairment at
least annually using a fair value approach, which requires the use of
estimates and judgment, at the “reporting unit” level. A reporting
unit is the operating segment, or a business one level below that
operating segment (the “component” level) if discrete financial
information is prepared and regularly reviewed by management at
the component level. We recognize an impairment charge for any
amount by which the carrying amount of a reporting unit’s goodwill
exceeds its fair value. We use discounted cash flows to establish fair
values. When available and as appropriate, we use comparative market
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multiples to corroborate discounted cash flow results. When a busi-
ness within a reporting unit is disposed of, goodwill is allocated to
the business using the relative fair value methodology to measure
the gain or loss on disposal.

1) REINSURANCE

Premium revenue, benefits, underwriting, acquisition and
insurance expenses are reported net of the amounts relating to rein-
surance ceded to other companies. Amounts due from reinsurers for
incurred'and estimated future claims are reflected in the reinsurance
recoverable asset. The cost of reinsurance is accounted for over the
terms of the related treaties using assumptions consistent with those
used to account for the underlying reinsured policies.

M) SEPARATE ACCOUNTS

The separate account assets represent funds for which the
investment income and investment gains and losses accrue directly
to the variable annuity contract holders and variable life policy-
holders. We assess mortality risk fees and administration charges on
the variable mutual fund portfolios. The separate accouint assets are
carried at fair value and are at least equal to the liabilities that repre-
sent the policyholders” equity in those assets.

N) FUTURE ANNUITY AND CONTRACT BENEFITS

Future annuity and contract benefits consist of the liability
for investment contracts, insurance contracts and accident and
health contracts. Investment contracr liabilities are generally equal
to the policyholder’s current account value. The liability for life
insurance and accident and health contracts is calculated based
upon actuarial assumptions as to mortaliry, morbidity, interest,
expense and withdrawals, with experience adjustments for adverse
deviation where appropriate. '

O) LIABILITY FOR POLICY AND CONTRACT CLAIMS

The liability for policy and contract claims represents the
amount needed to provide for the estimated ultimate cost of settling
claims relating to insured events that have occurred on or before the
end of the respective reporting period. The estimated liability
includes requirements for future payments of (a) claims that have
been reported to the insurer, (b) claims related to insured events that
have occurred but that have not been reported to the insurer as of
the date the liability is estimated, and (c) claim adjustment
expenses. Claim adjustment expenses include costs incurred in the
claim sertlement process such as legal fees and costs to record,
process, and adjust claims.

For our mortgage insurance policies, reserves for losses and
loss adjustment expenses are based on notices of mortgage loan
defaults and estimates of defaults that have been incurred bur have
not been reported by loan servicers, using assumptions of claim
rates for loans in default and the average amount paid for loans that
result in a claim. As is common accounting practice in the mortgage
insurance industry and in accordance with U.S. GAAD, loss reserves

are not established for future claims on insured loans that are not
currently in default.

Management - considers the liability for policy and contract
claims provided to be satisfactory to cover the losses that have
occurred. Management monitors actual experience, and where cir-
cumstances warrant, will revise its assumptions. The methods of
determining such estimates and establishing the reserves are
reviewed continuously and any adjustments are reflected in opera-
tions in the period in which they become known. Future develop-
ments may result in losses and loss expenses greater or less than the
liability for policy and contract claims provided.

P) INCOME TAXES

For periods prior to our corporate reorganization, our non-life
insurance entities were included in the consolidated federal income
rax return of GE and subject to a tax-sharing arrangement thar allo-
cates tax on a separate company basis, but provides benefit for cur-
rent utilization of losses and credits. For periods prior to 2004, our
U.S. life insurance entities filed a consolidated life insurance federal
income tax return separate from GE and are subjecr to a separate tax-
sharing agreement, as approved by state insurance regulators, which
also allocates taxes on a separate company basis but provides benefit
for current utilization of losses and credits. For 2004, through the
date of our corporate reorganization, we expect our US life insurance
entides to be included in the consolidated federal income tax return
of GE, and subject to separate company principles similar to those
applicable to our non-life insurance entities. Intercompany balances
under all agreements are settled at least annually.

Effective with our corporate reorganization, our U.S. non-life
insurance entities are included in the consolidated federal income
tax return of Genworth and subject to a tax-sharing arrangement
that allocates tax on a separate company basis, but provides benefit
for current utilization of losses and credits. Also effective with our
corporate reorganization, our U.S. life insurance entities will file a
consolidated life insurance federal income tax return, and are sub-
ject to a separate tax-sharing agreement, as approved by state insut-
ance regulators, which allocates taxes on a separate company basis
but provides benefit for current utilization of losses and credits.

Deferred federal and foreign taxes are provided for temporary
differences between the carrying amounts of assets and liabilities
and their tax bases and are stated ar enacted rax rates expected to be
in effect when taxes are actually paid or recovered.

Q) FOREIGN CURRENCY TRANSLATION

The local currency is the functional currency of our foreign
operations. The determination of the functional currency is made
based on the appropriate economic and management indicators.
The assets and liabilities of foreign operations are translated into
U.S. dollars ar the exchange rates in effect at the Sratement of
Financial Position date. Translation adjustments are included as a
separate component of accumulated non-owner changes in stock-
holders’ interest. Revenue and expenses of the foreign operations are
translated into U.S. dollars at the average rates of exchange prevail-
ing during the year. Gains and losses arising from transactions
denominated in a foreign currency are included in earnings.
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R) ACCOUNTING CHANGES

In July 2003, the AICPA issued Statement of Position
(SOP) 03-1, Accounting and Reporting by Insurance Enterprises for
Certain Nontraditional Long-Duration Contracts and for Separate
Aceounts, which -we adopted on January 1, 2004. This statement
provides guidance on separate account presentation and valuation,
the accounting for sales inducements paid to contractholders and
the classification and valuation of long-duration contract liabilities.

A wwo-tiered annuity has two crediting rates applied to the
account value. A lower rate is used to calculate the account value if
the contractholder elects to surrender (the “lower tier”). A higher
rate is used to calculate contractholder account value for annuitiza-
tion or death (the “upper tier”). As of January 1, 2004, account val-
ues calculated using the crediting rates for the lower tier and the
upper tier are $121 million and $143 million, respectively. Prior to
adopting SOP 03-1, we held reserves for two-tiered annuities of
$138 million as of December 31, 2003, which assumed that all policy-
holders moved from the lower tier to the upper tier ratably over the
accumulation phase. Because we no longer sell these products and
due to the aging of our in-force block, our carried reserve was closer
to the upper tier account value. SOP 03-1 requires that during che
accumulation phase we hold the lower-tier account value plus an
additional liability, $7 million as of January 1, 2004 and $6 million
as of December 31, 2004, for the estimated annuitization benefit in
excess of the accrued account balance based on our actual experi-
ence, which includes annual assumptions of 10% for annuitization
and 4.5% for surrenders. To record these reserves in accordance
with SOP 03-1, we released $10 million, or 7%, of our two-tiered
annuity reserves. After giving effect to the impact of additional
amortization of deferred acquisition costs related to these reserve
releases, we recorded a $5 million benefit in cumulative effect of
accounting changes, net of taxes.

As described in note 10, in connection with our corporate
reorganization, we reinsured our in-force variable annuities, exclud-
ing the GE Retirement Answer™ (“GERA”) product and a small
block of contracts in run-off, to an affiliate, effective as of January 1,
2004. We have continued to sell variable annuities and are retaining
that business for our own account, subject to third-party reinsur-
ance transactions in the ordinary course of business. The reinsur-
ance transaction for the separate account of the variable annuities is
structured as modified coinsurance. As such, the separate account
assets remain with us. Essentially all of our separate account assets
and liabilities relate to variable annuities. Investment income and
investment gains and losses accrue directly to, and investment risk is
borne by, the contractholder for assets allocated to the separate
account option. Our variable contracts also include fixed accounts,
which are accounted for and recognized as general account assets
and liabilities.

Our variable annuities provide for a guaranteed minimum
death benefic ("GMDB”), which provides a minimum account
value to be paid on the annuitant’s death. Our contractholders have
the option to purchase, at an additional charge, a GMDB rider that
provides for enhanced death benefits. The minimum death benefit
that we contractually guarantee to be paid on receipt of proof of the

annuitant’s death is either one of the following specified amounts o,
in some cases, the greater of one or more of these amounts: (a) cur-
rent account value, (b) return of premium, which is no less than net
deposits made to the contract reduced by any amounts withdrawn
from the policy, (c) the highest contrace value on a specified
anniversary date (“ratchet”), adjusted for subsequent premiums and
withdrawals, if any, or (d) premium accumularted at a stated interest
rate (“roll-up”), adjusted for any amounts withdrawn from the pol-
icy. In addition, we offer an Earnings Protection Rider (“EPR”),
which pays a death benefit up o 40% of the gain in the contracr.
GERA, a variable deferred annuity and two variable annuity riders,
the Guaranteed Income Advantage and Principal Protection
Advantage, also provide for a GMDB. Essentially all of our separate
account guarantees are death benefits.

The total account value {excluding the block of business rein-
sured through the transaction mentioned above) of our variable
annuities with GMDBs, including both separate account and fixed
account assets, is approximately $203 million and $1,068 million at
January 1, 2004 and December 31, 2004, respectively, with related
death benefit exposure (or net amount at risk) of approximately
$0 million and $1 million, respectively. The death benefir exposure
for the EPR is $0 million at January 1, 2004 and $3 million at
December 31, 2004.

The following table presents our variable annuity exposure,
net of reinsurance, by GMDB type at December 31, 2004:

NET
ACCOUNT  AMOUNT

(DOLLAR AMOUNTS IN MILLIONS) VALUE AT RISK @
Return of premium $ 587 $-
Ratcher 189 -
Roll-up . . 174 1
Racchetandrollup us -
Total $1,068 $1

(a) Net amount at risk represents the guaranteed minimum death benefit exposure, in excess of the
current account value, if all contractholders died on December 31, 2004,

The average attained age of our variable annuity contract-
holders with GMDBs, weighted by net amount at risk, is 63 years of
age as of December 31, 2004.

The liability for our GMDBs and EPR on variable annuity
contracts, net of reinsurance, is $1 million at December 31, 2004.
Incurred GMDB and EPR, net of reinsurance, is $1 million for the
year ended December 31, 2004.

Our GMDB and EPR liability is determined by estimating
the expected value of death benefits in excess of the projected
account value (or death benefit up to 40% of the gain in the con-
tract for EPR) and recognizing the excess ratably over the accumula-
tion period based on total expected assessments. We regularly
evaluate estimates used and adjust the additional liability balance,
with a related charge or credit to benefits and other changes in pol-
icy reserves, if actual experience or other evidence suggests thar ear-
lier assumptions should be revised.

The following assumptions are used to determine the variable
annuity GMDB and EPR liability at December 31, 2004: data used
is 1,000 stochastically generated investment performance scenarios;
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geometric mean equity growth assumed to be 8.9% and volatilicy
assumed to be 20% for the portion of account value invested in
equity securities; mortality assumed to be 95% of the 1983 Basic
Table mortality; lapse rates, which vary by contract type and dura-
tion, assumed to range from 1% to 25% and correspond closely to
lapse rates used for deferred acquisition cost amortization; and dis-
count rate assumed to be 8%.

The assets supporting the separate accounts of the variable
contracts are primarily mutual fund equity securities and are
reflected in our Statement of Financial Position at fair value and
reported as summary total separate account assets with an equiva-
lent summary total reported for liabilities, Amounts assessed against
the contractholders for mortalicy, administrative, and other services
are included in revenues. Changes in liabilities for minimum guar-
antees are included in benefits and other changes in policy reserves.

Separate account net investment income, net invest-ment
gains and Josses, and the related liability changes are offset within
the same line item in the Statement of Earnings. There are no
gains or losses on transfers of assets from the general account to the
separate account.

We defer sales inducements to contractholders for features on
variable annuities that entitle the contractholder to an incremental
amount to be credited to the account value upon making a deposi,
and for fixed annuities with crediting rates higher than the contract’s
expected ongoing crediting rates for periods after the inducement.
Our sales inducements to contractholders deferred prior to the
adoption of SOP 03-1, which we included in unamortized deferred
acquisition costs, were reinsured effective January 1, 2004. At
December 31, 2004 the unamortized sales inducements to contrace-
holders balance was $14 million. Deferred sales inducements to
contractholders are reported as a separate intangible asset and amor-
tized in benefits and other changes in policy reserves using the same
methodology and assumptions used to amortize deferred acquisi-
tion costs. For the year ended December 31, 2004, we deferred new
sales inducements to contractholders of $15 million, and we amor-
tized sales inducements to contractholders of $1 million.

We adopted FASB Interpretation 46 (‘FIN 46”), Consolidation
of Variable Interest Entities on July 1, 2003.

GE Capirtal, our former indirect parent, provides credit and
liquidity support to a funding conduit it sponsored, which exposes it
to a majority of the risks and rewards of the conduit’s activities and
therefore makes GE Capital the primary beneficiary of the funding
conduit. Upon adoption of FIN 46, GE Capital was required to con-
solidate the funding conduit because of this financial support. As a
result, assets and liabilities of certain previously off-balance sheet
securitization entities, for which we were the transferor, were
required to be included in our financial statements because the fund-
ing conduit no longer qualified as a third party. Because these securi-
tization entities lost their qualifying status, we were required to
include $1.2 billion of securitized assets and $1.1 billion of associ-
ated liabilities in our Statement of Financial Position in July 2003.
The assets and liabilities associated with these securitization entities
have been reporred in the corresponding financial statement captions
in our Statement of Financial Position, and the assets are noted as
restricted due to the lack of legal control we have over them. We
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apply the same accounting policies to these restricted assets and lia-
bilities as we do to our unrestricted assets and liabilities.

While FIN 46 represents a significant change in accounting
principles governing consolidation, it does not change the economic
or legal characteristics of asset sales. Entities consolidated are those
that GE Capital sponsored and/or to which GE Capital provided
financial support, but are not controlled by GE Capital or us. These
entities were associated with asset securitization and other asset
sales. Liabilities included in these entities are not our legal obliga-
tions but will be repaid with cash flows generated by the related
assets, which are designated solely for the repayment of these liabili-
ties and are not available for sale by us. As we no longer sell or secu-
ritize assets into these entities, the carrying amounts of assets and
liabilities will decrease over time. Our July 1, 2003 consolidation of
FIN 46 entities had no effect on previously reported earnings.

We adopted Statement of Financial Accounting Standard
(“SEAS”) 133 Implementation Issue B36, Modified Coinsurance
Arrangements with Debr Instruments that Incorporate Credit Risk
Exposures that are Unrelated or Only Partially Related to the
Creditworthiness of the Obligor under those Instruments (“B36”),
which was effective for us on October 1, 2003. B36 provides that
modified coinsurance arrangements, where the ceding insurer with-
holds funds, may include an embedded derivative that must be bifur-
cated from the host instrument. The adoption of B36 did not have a
material impact on our results of operations or financial condition.

We adopred SFAS 150, Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity, as of
July 1, 2003. SEAS 150 requires certain financial instruments previ-
ously classified as either entirely equity or between the liabilities sec-
tion and the equity section of the Statement of Financial Position be
classified as liabilities. SFAS 150 requires issuers to classify as liabili-
ties the following three types of freestanding financial instruments:
mandatorily redeemable financial instruments, obligations to repur-
chase the issuers equity shares by transferring assets and certain obli-
gations to issue a variable number of shares. The adoption of
SFAS 150 did not have a material impact on our results of opera-
tions or financial condition.

On November 25, 2003, the Financial Accounting Standards
Board ratified the disclosure consensuses reached by the Emerging
Issues Task Force (“EITF”) in Issue No. 03-1. Accordingly, effective
December 31, 2003, we have included additional disclosures for
debt and equity securities in an unrealized loss position for which
other-than-temporary impairments have not been recognized.

We adopted the stock option expense provisions of SFAS 123,
Accounting for Stock-Based Compensation, for stock options granted
by GE to our employees in 2002. A comparison of reported and pro
forma net earnings, including effects of expensing stock options, follows:

(DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002
Net earnings, as reported $1,157  $1,081  $1,174
Stock option expense included in net earnings 19 2 ]
Toral stock option expense per SFAS 123/ @y ®) ... (1)
Net earnings, on pro forma basis $1,155  $1,075  $1,165

Pro forma basic earnings per common share $ 2.36 $ 2.20 $ 2.38

Pro forma diluted earnings per common share  $ 2.35  § 2.20 $ 2.38

(a) As if we had applied SFAS 123 to expense stock options in all periods. Includes amounts actu-
ally recognized in net earnings for the years presented.
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In June 2002, the FASB issued SFAS 146, Accounting for
Costs Associated with Exit or Disposal Activities. Previous guidance
required expenses for exit or disposal activities to be accrued when
the exit or disposal plan was approved by management and the lia-
bility was probable and quantifiable regardless of when the expense
would be incurred. This standard requires thart. liabilities or costs
associated with such activities be recognized when incurred. This
standard also requires thac any such liability be recognized initially
at fair value. The provisions of this standard are effective for exit or
disposal activities initiated after December 31, 2002. The adoption
of this standard did not have an impact on our results of operations
or financial condition.

We adopted SFAS 142, Goodwill and Other Intangible Assets,
effective January 1, 2002. Under SFAS 142, goodwill is no longer
amortized but is tested for impairment using a fair value methodol-
ogy. We were required to test all existing goodwill for impairment as
of January 1, 2002, on a reporting unit basis, and recorded a non-
cash charge of $376 million, net of tax, which relates to the domes-
tic auto and homeowners’ insurance business, primarily as a result of
heightened price competition in the auto insurance industry. This is
reflected in-net earnings (loss) from discontinued operations in the
combined financial statements. No impairment charge had been
required under our previous goodwill impairment policy, which was
based on undiscounted cash flows. Furcher information about
goodwill is provided in note 9.

$) ACCOUNTING PRCNOUNCEMENTS NOT YET ADOPTED

In December 2004, the Financial Accounting Standards
Board (FASB) issued SFAS 123R Share-Based Payments — an amend-
ment of FASB Statements No. 123 and 95, which we will adopt on
July 1, 2005. This statement provides additional guidance on
accounting for share based payments and will require all such
awards to be measured art fair value with the related compensation
cost recognized in income on a prospective basis. We currently rec-
ognize compensation cost using the fair value method for all stock
based awards issued after January 1, 2002 and do not expect the
adoption of SFAS 123R to have a material impact on our results of
operations or financial condition.

(3) EARNINGS PER SHARE

Basic and diluted earnings per share are calculated by divid-
ing net earnings for the year ended December 31, 2004, by
489.5 million weighted average basic shares outstanding and by
490.5 million weighted average diluted shares outstanding, respectively.
Weighted average shares outstanding for the year ended December 31,
2004 are determined as if our reorganization had occurred at the
beginning of the year. Basic and diluted earnings per share are calcu-
lated by dividing historical net earnings by 489.5 million pro forma
shares outstanding for the years ended December 31, 2003 and
2002. The number of shares used in our calculation of diluted earnings

per share increased in 2004 due to additional shares of Class A
Common Stock issuable under stock options and restricted stock
units and is calculated using the treasury method.

2004 2003 2002

Basic earnings per common share:
Net earnings from continuing operations

before accounting change $2.34 $1.98 $2.82
Net earnings (loss) from discontinued

operations, net of taxes - 0.38 (0.42)
Gain (loss) on sale of discontinued '

operations, net of taxes 0.01 (0.15) -
Cumulative effect of accounting change,
Lomerofeaxes 001 T =
Basic earnings per common share $2.36 $2.21 $2.40
Diluted earnings per common share: ‘
Net earnings from continuing operations

before accounting change $2.33 $1.98 $2.82
Net earnings (loss) from discontinued

operations, net of taxes - 0.38 (0.42)
Gain (loss) on sale of discontinued

operations, net of taxes 0.01 (0.15) -
Cumulative effect of accounting change,
ometofeaxes 001 - -
Diluted earnings per common share $2.36 $221  $2.40

Weighted-average shares used in basic
earnings per common share calculations

Dilutive securities

Stock options 0.5 - ~

Restricted stockunits 05 . T =
Weighted-average shares used in diluted
earnings per common share calculations 490.5 489.5 489.5

(4) ACQUISITIONS

Each of the following acquisitions has been accounted for
using the purchase method of accounting and, accordingly, the
accompanying financial statements reflect the corresponding results
of operations from the respective dates of acquisition.

In January 2004, we acquired Hochman & Baker, Inc. for
$10 million, including goodwill of $9 million. Hochman & Baker,
Inc. has wholly-owned subsidiaries consisting of a broker-dealer,
registered investment advisor, and insurance agency.

In May 2003, we acquired Spread Eagle Insurance Company
Limited, renamed GE Mortgage Insurance (Guernsey) Limited, for
approximately $54 million, including identifiable intangible assets
of approximately $20 million.

(5 DISCONTINUED OPERATIONS

Upon completion of our corporate reorganization described
in note 1, we no longer have continuing involvement with
the Japanese life insurance and domestic auro and homeowners’
insurance businesses (together “Japan/Auto”), which was sold in
August 2003, and accordingly, those operations have been
accounted for as discontinued operations. Therefore, the results of
operations of these businesses are reflected as discontinued opera-
tions and removed from the Statement of Cash Flows for all periods
presented in the financial statements.
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On August 29, 2003, we completed the sale of our Japan/Auto
businesses to American International Group, Inc. for aggregate cash
proceeds of approximately $2.1 billion, consisting of $1.6 billion paid
to us and $0.5 billion paid to other GE affiliates, plus pre-closing div-
idends of $495 million. The sale resulted in a loss of $74 million (net
of taxes of $158 million). Summary operating results of discontinued
operations for the years ended December 31, are as follows:

(DOLLAR AMOUNTS IN MILLIONS)

Revenues

Earnings before accounting change 186
Cumulative effect of accounting changes, net of

. deferred taxes of $0and 8158 - 870
Net earnings (loss) from discontinued operations $ 186 $ (206)

As a result of a settlement related to the sale of our japan/
Auto business, we recognized a gain of $7 million, net of $4 million
taxes, during the first quarter of 2004.

The domestic auto and homeowners’ insurance business
declared and paid a dividend of $62 million in 2002.

(6) INVESTMENTS

{(A) NET INVESTMENT INCOME

For the years ended December 31, sources of net investment
income are as follows:

Ner unrealized gains and losses on investment securities clas-
sified as available for sale are reduced by deferred income taxes and
adjustments to PVFP and DAC that would have resulted had such
gains and losses been realized. Net unrealized gains and losses on
available-for-sale investment securities reflected as a separate com-
ponent of accumulated non-owner changes in stockholders’ interest
as of December 31, are summarized as follows:

{DOLLAR AMOUNTS 1N MILLIONS) ...2004 2003 2002
Net unrealized gains {losses) on

available-for-sale investment securiries:
Fixed maturities $1,802 $2,669 $1,336
Restricred fixed maturities 19 - -
Equity securities ] 0 52 . (208)
Subtotal 1,853 2,721 1,128
Adjustments to present value of future profits

and deferred acquisition costs (286) (388) (74)
Deferred income taxes, net (548) (@15 (72
Subtotal 1,019 1,518 682
Net unrealized gains on investment securities

included in assets associated with

discontinued operations, net of deferred
. faxesof $0,80and $(295) T - 536
Nert unrealized gains (losses) on available-for-

sale investment securities $1,019  $1,518 $1,218

The change in the net unrealized gains (losses) on available-
for-sale investment securities reported in accumulated non-owner
changes in stockholders’ interest for the years ended December 31,
is as follows:

(DOLLAR AMOUNTS IN MILLIONS) ...2004 2003 2002
(DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002 Net unrealized gains (losses) on investment
Fixed maturities — raxable $2,827  $3354  $3,333 _ securitiesasoffanuaryl $1,518  $1218  $(296)
Fixed marurities — non-taxable 150 128 158 Unrealized gains on investment arising
Mortgage and other loans 438 410 361 during the period: - .
Equity securities 25 27 39 Unrealized gain on investment securities 62 1,569 2,046
Other investments 75 17 41 Adjustment to deferred acquisition costs 99 (231) (75)
Policy loans 107 88 71 Adjustment to present value of future profits 3 (83) (59)
Restricted investments held by Provision for deferred income taxes (53) . @49 ©77)
securitizatio.n entities 64 36 ~ Unrealized gains on investment securities 111 821 1,235
Cash, cash equivalents, and shorc-terms 12 38 27 Unrealized gains associated with securities
Gross investment income before transferred in connection with our
expenses and fees 3,698 4,118 4,040 reorganization, net of deferred taxes
Expensesandfees 60 ©n 61)  of$(317), $0 and $0 (593) - -
Net investment income $3,648  $4,051 $3,979  Reclassification adjustments to net realized
investment gains (losses) ner of
deferred raxes of $(9), $9 and $(75) (17) 15 (129)
(B) FIXED MATURITIES AND EQUITY SECURITIES Unrealized gains (losses) on investment
securities included in assets associated
For the years ended December 31, gross realized investment with discontinued operarions arising
gains and losses resulting from the sales of investment securities clas- during the period, ner of deferred
. . taxes of $0, $(293) and $229 - (532) 511
sified as available for sale are as follows: PR ; .
Reclassification adjustment to net earnings
from discontinued operations,
¢ v 2 200 2002
(orAR OIS IAIMEN 0 Pomm net of deferred taxes of $0, $(2) and $(55) . S @, (03
Gross realized investment: Net unrealized gains (losses) on inkst?x%ént V
Gains $90 $473 $ 790 ..
fD 1,01 1, 1,21
Losses,including impairments® - (64) (463 (585 —Securitiesasof December3] BLED SLEN Rl
Net realized investment gains $26 $ 10 $204
(@) Impairments are $26 million, $224 million and $343 million in 2004, 2003 and
2002, respectively,
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As of December 31, 2004 and 2003, the amortized cost or
cost, gross unrealized gains and losses, and estimated fair value of
our fixed maturities and equiry securities classified as available-for-
sale are as follows:

AMORTIZED GROSS GROSS
COST OR UNREALIZED UNREALIZED ESTIMATED
LOSSES FAIR VALUE

2004

(DOLLAR AMQUNTS IN MILLIONS)

Fixed maturities:

U.S. government and agencies $ 552 § 21 $ 1 8 572
State and municipal 2,908 123 1 3,030
Government — non U.S. 1,681 66 3 1,744
U.S. corporate 21,019 1,005 131 21,893
Corporate — non U.S. 6,677 254 18 6,913
Public utilities 6,036 373 14 6,395
Morcgage and asser-backed 11,749 175 . 47 11,877
Toral fixed maturities 50,622 2,017 215 52,424
Equity securities 304 72 2 374
Total available-for-sale securities ~ $50,926  $2,089 $217  $52,798
AMORTIZED GROSS GROSS

2003

{DOLLAR AMOUNTS IN MILLIONS)

COST OR UNREALIZED UNREALIZED ESTIMATED
LOSSES FAIR VALUE

Fixed maturities:

U.S. government and agencies $ 1,025 $ 48 $18 §$ 1,055
State and municipal 3,221 130 1 3,350
Government — non U.S. 1,510 49 8 1,551
U.S. corporate 31,454 1,863 292 33,025
Corporate — non U.S. 7,624 378 53 7,949
Public utilities 5,919 411 27 6,303
Mortgage and asset-backed 12063 269 80 12,252
Total fixed maturities 62,816 3,148 479 65,485
Equity securities 48 60 . 8 ... 600
Total available-for-sale securities ~ $63,364  $3,208 $487  $66,085

We regularly review investment securities for impairment in
accordance with our impairment policy, which includes both quan-
titative and qualirative criteria. Quantirative criteria include length
of time and amount that each security is in an unrealized loss posi-
tion, and for fixed maturities, whether the issuer is in compliance
with terms and covenants of the security. Our qualitative criteria
include the financial strength and specific prospects for the issuer as
well as our intent to hold the security until recovery. Our impair-
ment reviews involve our finance, risk, and asset management

teams, as well as the portfolio management and research capabilities
of GEAM and other third party asset managers, as required. Qur
qualitative review attempts to identify those issuers with a greater
than 50% chance of default in the coming twelve months. These
securities are characterized as “at-risk” of impairment. As of
December 31, 2004, securities “at risk” of impairment had aggre-
gate unrealized losses of approximately $50 million.

For fixed maturities, we recognize an impairment charge to
earnings in the period in which we determine that we do not expect
either to collect principal and interest in accordance with the con-
tractual terms of the instruments or to recover based upon underly-
ing collateral values, considering events such as a payment default,
bankruptcy or disclosure of fraud. For equity securities, we recog-
nize an impairment charge in the period in which we determine that
the security will not recover to book value within a reasonable
period. We determine what constitutes a reasonable period on a
security-by-security basis based upon consideration of all the evi-
dence available to us, including the magnitude of an unrealized
loss and its duration. In any event, this period does not exceed
18 months for common equity securities. We measure impairment
charges based upon the difference between the book value of a secu-
rity and its fair value. Fair value is based upon quoted marker price,
except for certain infrequently traded securities where we estimate
values using internally developed pricing models. These models are
based upon common valuation techniques and require us to make
assumptions regarding credic quality, liquidity and other factors that
affect estimated values. The carrying value of infrequently traded
securities as of December 31, 2004 is $12.3 billion.

For the twelve months ended December 31, 2004, 2003 and
2002, we recognized impairments of $26 million, $224 million and
$343 million, respectively. We generally intend to hold securities in
unrealized loss positions until they recover. However, from time to
time, we sell securities in the ordinary course of managing our port-
folio to meet diversification, credit quality, yield and liquidity
requirements. For the twelve months ended December 31, 2004,
the pre-tax realized investment loss incurred on the sale of fixed
maturities and equity securities is $38 million. The aggregate fair
value of securities sold at a loss during the twelve months ended
December 31, 2004 is $2.9 billion, which is approximately 98.6%
of book value.
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The following tables present the gross unrealized losses and estimated fair values of our investment securities, on an historical basis,
aggregated by investment type and length of time that individual investment securities have been in a continuous unrealized loss position, as
of December 31, 2004:

LESS THAN 12 MONTHS

GROSS %
2004 AMORTIZED ESTIMATED  UNREALIZED BELOW # oF
(DOLLAR AMOUNTS IN MILLIONS) COST OR COST FAIR VALUE Losses . COST __ SECURITIES
Description of Securities
Fixed maturities:
U.S. government and agencies $ 115 $ 114 $ 0.9% 15
State and municipal 89 88 (1) 1.1% 28
Government — non U.S. 225 222 3) 1.3% 32
U.S. corporate 3,496 3,426 (70) 2.0% 400
Corporate — non U.S. 1,224 1,207 (17) 1.4% 155
Asset backed 857 853 (4) 0.5% 125
Morgagebacked T 2807 2776 6O L% 259
Subtotal, fixed maturities 8,813 8,686 (127) 1.4% 1,014
EQuities SecUrities e e D LA T 0% 13
Total cemporarily impaired securities $8,820 $8,693 $(127) 1.4% 1,027
% Below cost — fixed maturities:
<20% Below cost $8,799 $8,678 $(121) 1.4% 1,002
20-50% Below cost 14 8 {6) 42.9% 6
250% Below cost e SRS T T O 6
Total fixed maturities i SB13 8686 a7 14% 1,014
% Below cost — equity securities:
<20% Below cost 7 7 - 0% 12
20-50% Below cost - - - 0% -
29000 BEloW COSE e T T T % 1
Towl equity macuridies T AN R 0% 13
Total temporarily impaired securities $8,820 $8,693 $(127) 1.4% 1,027
Investment grade $8,026 $7,930 $ (96) 1.2% 869
Below investment grade 600 575 (25) 4.2% 114
Not rated — fixed maturities 187 181 6) 3.2% 31
Notrated—equities T LA T % 13
Total temporarily impaired securities $8,820 $8,693 $(127) 1.4% 1,027
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GROSS %
2004 AMORTIZED ESTIMATED  UNREALIZED BELOW # oF
(DOLLAR AMOUNTS IN MILLIONS) COST OR COST FAIR VALUE LOSSES ... COST SECURITIES
Description of Securities
Fixed maturities:
U.S. government and agencies $ 3 $ 3 $ - 0% 1
State and municipal 1 1 - 0% 2
Government — non U.S. 106 106 - 0% 30
U.S. corporate 834 763 (71) 8.5% 127
Corporate — non U.S. 181 176 (5) 2.8% 35
Asset backed 55 54 (1) 1.8% 5
Morgagebacked 244 B3 an 5% ] 78
Subtotal, fixed maturities 1,424 1,336 (88) 6.2% 278
Equides securities B 2 @ 8.7% . 19
Total temporarily impaired securities $1,447 $1,357 $(90) 6.2% 297
% Below cost ~ fixed maturities:
<20% Below cost $1,319 $1,262 $(57) 4.3% 234
20-50% Below cost 95 69 (26) 27.4% 23
>50% Belowcost 0 = S 500% . 21
Towal fixed maturities 1424 1336 . ®) 62% ... 278
% Below cost — equity securities:
<20% Below cost 21 20 (1) 4.8% 8
20-50% Below cost 2 ¢ 1 4y 50.0% 10
PO BEoW oSt e T T T 0% 1
Toral equity maturities B A @ 8.7% .. 19
Total temporarily impaired securities $1,447 $1,357 $(90) 6.2% 297
Investment grade $ 973 $ 934 $(39) 4.0% 188
Below investment grade 450 401 (49) 10.9% 88
Not rated — fixed maturities 1 1 - - % 2
Notrated —equities B a. @ 87% .. 19
Total temporarily impaired securities $1,447 $1,357 $(90) 6.2% 297
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The following tables present the gross unrealized losses and estimated fair values of our investment securities, on an historical basis,
aggregated by investment type and length of time that individual investment securities have been in a continuous unrealized loss position, as

of December 31, 2003.

................................... LESS THAN 12 MONTHS ...

GROSS %

2003 AMORTIZED ESTIMATED UNREALIZED BELOW # oF
(DOLLAR AMOURTS IN MILLIONS) COST OR COST FAIR VALUE  LOSSES . COST ..} SECURITIES
Description of Securities
Fixed maturities
U.S. government and agencies $ 228 $ 210 $ (18) 7.9% 11
State and municipal 119 118 ) 0.8% 31
Government — non U.S. 501 493 8 1.6% 142
U.S. corporate (including public utitities) 5,948 5,738 (210) 3.5% 458
Corporate — non U.S: 1,573 1,530 (43) 2.7% 198
Asset backed 914 900 (14) 1.5% 95
Moregagebacked 2065 . 2001 6y 3% 247
Subtotal fixed maturities 11,348 10,990 (358) 3.2% 1,182
Equity SCCurities B =L @ 38% 28
Total temporarily impaired secutities $11.401 $11,041 $(360) 3.2% 1,240
% Below cost — fixed maturities
<20% Below cost $11,219 $10,898 $(321) 2.9% 1,144
20-50% Below cost 128 92 (36) 28.1% 24
250% BElow COSt L T W . .1000% . 14
Total fixed maturicies 1,348 109% . (358) .. 3.2% 1,182
% Below cost equity securities
<20% Below cost 53 51 2) 3.8% 40
20-50% Below cost - - - 0% 9
>50%Below cost SR T T 9
Total equity securities 3 b @ 38% 58
Total temporarily impaired securities $11,401 $11,041 $(360) 3.2% 1,240
Investment grade $10,471 $10,185 $(286) 2.7% 1,032
Below investment grade 810 739 710 8.8% 141
Not rated - fixed maturities 67 66 (1) 1.5% 9
Notrawed -equities 33 S @ 38% 28
Total temporarily impaired securities $11,401 311,041 $(360) 3.2% 1,240
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12 MONTHS OR MORE

GROSS %
2003 AMORTIZED ESTIMATED UNREALIZED BELOW # OF
(DOLLAR AMOUNTS 1y MILLIONS) COST OR COST  FAIRVALUE LOSSES COST ! SECURITIES
Description of Securities
Fixed maturities
U.S. government and agencies $ - $ - $ - 0% -
State and municipal 1 1 - 0% 1
Government — non U.S. 12 12 - 0% 6
U.S. corporate (including public utilities) 1,084 975 (109) 10.1% 134
Corporate — non U.S. 158 148 (10) 6.3% 30
Asset backed 111 110 (1) 0.9% 9
Morgagebacked | ] 72 LA M 0.6% .. 19
Subrortal fixed maturities 1,538 1,417 (121) 7.9% 199
Equitysecurities O 9o 8o © 12.2% 47
Total temporarily impaired securitie $1,587 $1,460 $(127) 8.0% 246
% Below cost ~ fixed maturities
<20% Below cost $1,439 $1,352 $ (87) 6.0% 169
20-50% Below cost 92 63 29) 31.5% 23
25006 Below cost LA 2 G 714% 7
Total fixed matarities 1538 LA azy o 7% 199
% Below cost equity securities
<20% Below cost 26 25 (1) 3.8% 27
20~50% Below cost 23 18 (5) 21.7% 20
230 Below cost ) T T T 9T
Towal equity securities . 9o B © . 122% ... 47
Total temporarily impaired securities $1,587 $1,460 $(127) 3.0% 246
Investment grade 718 691 27 3.8% 90
Below investment grade 820 726 (94) 11.5% 109
Not rated — fixed maturities - - - 0% -
Notrared —equities 9 8o © 122% .. 47
‘Total temporarily impaired securities $1,587 $1,460 $(127) 8.0% - 246

The investment securities in an unrealized loss position as of
December 31, 2004 for less than twelve months account for
$127 million, or 58%, of our total unrealized losses. Of the securi-
ties in this category, there are three securities with an unrealized loss
in excess of $5 million. These three securities had aggregate unreal-
ized losses of $18 million. The amount of the unrealized loss on
these securities is driven primarily by the relative size of the hold-
ings, the par values of which range from $15 million to $386 mil-
lion, the maturitjes, which range from 2010 to 2036, and the credit
quality of the issuers. The issuer of the investment scheduled to
mature in 2010 prepaid the related principal and interest along with
a prepayment fee in January 2005.

The investment securities in an unrealized loss position as
of December 31, 2004 for twelve months or more account for
$90 million, or 42%, of our total unrealized losses. There are
104 fixed maturities in four industry groups that account for
$54 million, or 60%, of the unrealized losses in this category.

Forty-four of these 104 securities are in the finance and
insurance sector. Within this sector, no single issue has unrealized
losses greater than $5 million. The unrealized losses of these securi-
ties are due to changes in interest rates from the time the securities
were purchased.

Thirty-five of these 104 securities are in the transportation
sector and are related to the airline industry. All of our airline securi-
ties, with one exception, are collateralized by commercial jet aircraft
associated with several domestic airlines and one cargo airline. The

collateral underlying these securities consists of commercial jet air-
craft, except for one that is secured by airline ticket receivables. We
believe these security holdings are in a temporary loss position as a
result of ongoing negative market reaction to difficulties in the com-
mercial airline industry. Within this sector, we have recognized
$1 million and $36 million of other-than-temporary impairments
in 2004 and 2003, respectively. These holdings were written down
to estimated fair value based upon the present value of expected cash
flows associated with revised lease terms or the value of the underly-
ing aircraft. As of December 31, 2004, we expect to collect full prin-
cipal and interest in accordance with the contractual terms of the
instruments of our remaining holdings in airline securities. For
those airline securities that we have previously impaired, we expect
10 recover our carrying amount based upon underlying aircraft col-
lateral values.

Fourteen of these 104 securities are in the consumer non-
cyclical sector of which there is one issuer with unrealized loss in
excess of $5 million. This issuer, which had a $7 million unrealized
loss, is in the tobacco industry, is current on all terms, shows
improving trends with regards to liquidity and security price and is
not considered at risk of impairment. Each of the other securities in
this sector has unrealized losses of less than $5 million.

Eleven of these 104 securities are in the consumer cyclical sec-
tor, of which there is one issuer with unrealized losses in excess of
$5 million. The aggregate par value of securities is $37 million. The
issuer is current on all terms and is not considered risk of impairment.
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In the remaining industry sectors, one issuer of fixed maturi-
ties securities had an unrealized loss of $5 million. The issuer is cur-
rent on all terms, has sufficient liquidity to service current debt
obligation and is seeking additional financing. No other single
issuer of fixed maturities in these sectors has an unrealized loss of
greater than $5 million.

The equity securities in an unrealized loss position as of
December 31, 2004 for twelve months or more are primarily pre-
ferred stocks with fixed maturity-like characteristics. No single secu-
rity had an unrealized loss greater than $2 million.

The scheduled maturity distribution of fixed maturities as of
December 31, 2004 s set forth below. Actual maturities may differ
from contractual maturities because issuers of securities may have
the right to call or prepay obligations with or without call or prepay-
ment penalties.

As of December 31, 2004, securities issued by finance and
insurance, utilities and energy and consumer — non cyclical indusery
groups represented approximately 29%, 20% and 12% of our
domestic and foreign corporate fixed maturities portfolio, respec-
tively. No other industry group comprises more than 10% of our
investment portfolio. This portfolio is widely diversified among var-
ious geographic regions in the U.S. and internationally, and is not
dependent on the economic stability of one particular region.

As of December 31, 2004, we did not hold any fixed marturi-
ties in any single issuer, other than securities issued or guaranceed by
the U.S. government, which exceeded 10% of stockholders’ interest.

As of December 31, 2004 and 2003, $271 million and
$203 million, respectively, of securities are on deposit with various
state or foreign government insurance departments in order to com-
ply with relevant insurance regulations.

The Securities Valuation Office of the National Association

AMORTIZED of Insurance Commissioners (NAIC) evaluates bond investments of
COST OR ESTIMATED

(DOLLAR AMOUNTS I sILLIONS) cost ramvarve  U.S. insurers for regulatory reporting purposes and assigns securities
Due one year or less _ $ 2,026 § 2040 tooneofsix investment categories called “NAIC designations.” The
Due after one year through five years 10,450 10,749 NAIC designations parallcl the credit ratings of the Nationally
Due after five years through ten years 11,395 11,842 Recognized Statistical Rating Organizations for marketable bonds.
Ducaftertenyears .. 15,002 15916  NAIC designations 1 and 2 include bonds considered investment
Subtotal 38,873 40,547 grade (rated “Baa3” or higher by Moody’s, or rated “BBB-” or
Mortgage and asset-backed 11,749 11,877 higher by S&P) by such rating organizations. NAIC designations
Tortal $50,622  $52,424 3 through 6 include bonds considered below investment grade

As of December 31, 2004, $6,615 million of our investments
(excluding mortgage and asset-backed securities) are subject to cer-
tain call provisions. '

(rated “Bal” or lower by Moodys, or rated “BB+” or lower by S&P).

The following table presents our fixed maturities by NAIC and/or equivalent ratings of the Nationally Recognized Statistical Rating
Organizations, as well as the percentage, based upon estimated fair value, that each designation comprises. Our non-U.S. fixed maturities
generally are not rated by the NAIC and are shown based upon the equivalent rating of the Nationally Recognized Statistical Rating
Organizations. Similarly, certain privately placed fixed marurities that are not rated by the Nationally Recognized Statistical Rating
Organizations are shown based upon their NAIC designation. Certain fixed maturities, primarily non-U.S. fixed maturities, are not rated
by the NAIC or the Nationally Recognized Statistical Rating Organizations and are so designated. The following table sets forch NAIC

Ratings by amortized cost or cost as of December 31:

.............................. 004 2003
AMORTIZED ESTIMATED % OF AMORTIZED ESTIMATED % OF

NAIC RATING . RATING AGENCY EQUIVALENT DESIGNATION cost | FAIR VALUE . TOTAL ) cosT ... FAIRVALUE . . . TOTAL

(DOLLAR AMOUNTS IN A\“LLKONS)
1 AaalAa/A $34,111 $35,136 67% $39,124 $40,600 62%
2 Baa 13,434 14,112 27% 19,048 20,220 31%
3 Ba 1,913 2,020 4% 2,520 2,624 4%
4 B 844 853 2% 1,257 1,207 2%
5 Caa and lower 185 166 0% 487 449 1%
6 In or near default 57 58 0% 189 190 0%
Notraed Notrated ] L S 7 0 oo 195 0%
Total fixed maturities $50,622 $52,424 100% $62,816 $65,485 100%
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(C) MORTGAGE LOANS

Our mortgage loans are collateralized by commercial proper-
ties, including multifamily residential buildings. The carrying value of
mortgage loans is original cost net of prepayments and amortization.

We diversify our commercial mortgage loans by both prop-
erty type and geographic region. The following table sets forth the
distribution across property type and geographic region for com-
mercial mortgage loans as of December 31:

............ 004 2003

CARRYING % OF CARRYING % OF
{DOLLAR AMOUNTS IN #ILLIONS) . VALUE  TOTAL VALUE TOTAL
Property Type
Office $1,822 30% $2,024 33%
Industrial 1,797 30% 1,812 30%
Retail 1,574 26% 1,500 25%
Apartments 650 11% 573 9%
Mixedusefother 208 3% 205 3%
Total $6,051 100% $6,114 100%
Geographic Region
Pacific $1,796 30%  $1,867 31%
South Atlantic 1,239 20% 1,194 20%
Middle Aclantic 953 16% 932 15%
East North Central 682 11% 771 12%
Mountain 463 8% 478 8%
West South Central 306 5% 288 5%
West North Central 252 4% 271 4%
East South Central 225 4% 226 4%
NewEngland 135 2% 87 1%
Total $6,051 100% $6,114 100%

We are committed to fund $254 million and $56 million as
of December 31, 2004 and 2003, respectively, in U.S. mortgage
loans, which will be held for investment purposes.

“Impaired” loans are defined by U.S. GAAP as loans for
which it is probable that the lender will be unable to collect all
amounts due according to original contractual terms of the loan
agreement. That definition excludes, among other things, leases, or
large groups of smaller-balance homogeneous loans, and therefore
applies principally to our commercial loans.

Under these principles, we may have two types of “impaired”
loans: loans requiring specific allowances for losses (none as of
December 31, 2004 and 2003) and loans expected to be fully recov-
erable because the carrying amount has been reduced previously
through charge-offs or deferral of income recognition ($7 million
and $5 million, as of December 31, 2004 and 2003, respectively).

Average investment in impaired loans during 2004, 2003 and

(7) DEFERRED ACQUISITION COSTS

Activity impacting deferred acquisition costs for the years ended
December 31:

(DOLLAR AMOUNTS [N MILLIONS) o 2004 o 2003 ......... 2002
Unamortized balance as of January 1 $6,073 $5,386 $4,452
Amounts transferred in connection with our
corporate reorganization (1,004) — -

Impact of foreign currency translation 91 111 88
Costs deferred : 1,047 1,758 1,906
Amortization (1,001)  (1,182)  (1,060)
Unamortized balance as of December 31 5,206 6,073 5,386
Accumulated effect of net unrealized

. investmentgains (18e) (285 (549
Balance as of December 31 $5,020  $5,788  $5,332

(8) INTANGIBLE ASSETS

The following table presents our intangible assets as of
December 31:

GROSS GROSS
CARRYING ACCUMULATED CARRYING ACCUMULATED
AMOUNT AMORTIZATION AMOUNT AMORTIZATION

$(1,347) $2,761 $(1,610)

{DOLLAR AMOUNTS IN MILLIONS)

Present value of future profits ~ $2,028

Capitalized software 205 (130) 214 (121)
Deferred sales inducements

to contractholders 15 (1 _ _
Other L3808 329 (227)
Total $2,286 $(1,506) $3,304 $(1,958)

Amortization expense related to intangible assets for the
twelve months ended December 31, 2004, 2003 and 2002 is
$153 million, $169 million and $161 million, respectively. Intan-
gible assets with a gross carrying amount of $1,040 million and
accumulated amortization of $(605) million were transferred in
connection with our corporate reorganization.

Present Value of Future Profits

The following table presents the activity in PVEP for the
years ended Decermber 31:

(DOLLAR AMOUNTS [N MILLIONS) 2004 2003 2002

Unamortized balance as of January 1 $1,254 $1,349 $1,460

Amounts transferred in connection with

corporate reorganization (375) - -
2002 is $3 million, $5 million and $7 million, respectively, and  Acquisicions - 16 (20)
interest income recognized on these loans while they were consid-  Impacr of foreign currency translation 1 1 -
ered impaired is $1 million in each of the three years. Interest accreted at 5.8%, 6.0%, 6.3%,
The following table presents the activity in the allowance for respectively 59 78 88
losses during the years ended December 31: Amortlzauon ............................................. (158) ........ (1 90) ...... (179)
Unamortized bafance as of December 31 781 1,254 1,349
(DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002 Accumulated effect of net unrealized
Balance as of January 1 $50 $45 $58 . vestmentgains ooy . (103) 20
Provision charged to operations 7 8 10 Balance as of December 31 $ 681 $1,151 $1,329
Amounts written off, net of recoveries . Gl ) (23)
Balance as of December 31 $52 $50 $45
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The percentage of the December 31, 2004 PVFP balance net
of interest accretion, before the effect of unrealized investment gains
or losses, estimated to be amortized over each of the next five years s
as follows:

2005 12.0%
2006 10.0%
2007 8.7%
2008 7.5%
2009 6.0%

Amortization expenses for PVFP in future periods will be
affected by acquisitions, dispositions, realized capital gains/losses or
other factors affecting the ultimate amount of gross profits realized
from certain lines of business. Similarly, future amortization
expenses for other intangibles will depend on future acquisitions,
dispositions and other business transactions.

(9) GOODWILL

Our goodwill balance by segment and activity is as follows:

{DOLLAR AMOUNTS 1N MILLIONS)
Balance as of January 1, 2003
Acquisitions

Foreign exchange translation

Balance a5 of December 31, 2003

Acquisitions

Foreign exchange translation

Amounts transferred in connection with our corporate reorganization

Balance as of December 31, 2004

RETIREMENT
INCOME
AND MORTGAGE

PROTECTION INVESTMENTS  INSURANCE ABRINITY TOTAL
$1,052 $332 $34 $284 . $1,702
6 5 - - 1
..................... B TS
1,071 337 36 284 1,728
- 9 - - 9
1 - 1 - 12
....................... T mo sy (289)
$1,082 $346 $37 $ - $1,465

(10) REINSURANCE

Prior to our corporate reorganization, we entered into several
significant reinsurance transactions (“Reinsurance Transactions”) with
other affiliates of GE. In these transactions, we ceded to Union Fidelity
Life Insurance Company (“UFLIC”), an indirect, wholly-owned sub-
sidiary of GE, in-force blocks of structured settlements, substantially
all of our in-force blocks of variable annuities and a block of long-term
care insurance policies that we reinsured in 2000 from Travelers
Insurance Company, a subsidiary of Citigroup, Inc. (“Travelers”).
Although we remain liable under these contracts and policies as the
ceding insurer, the Reinsurance Transactions have the effect of transfer-
ring the financial results of the reinsured blocks to UFLIC. As part of
the Reinsurance Transactions, we also assumed from UFLIC small
in-force blocks of Medicare supplement insurance.
In the Reinsurance Transactions, we ceded to UFLIC the
following blocks of business:
> All of our liabilities under the in-force structured settlement
annuities reflected as' policyholder reserves on December 31,
2003, or reinsured by us under reinsurance agreements in effect
prior to January 1, 2004. This block of business had aggregate
reserves of $11.8 billion and $12.0 billion as of December 31,
2004 and December 31, 2003, respectively. '

> All of our liabilities under the in-force variable annuity contracts
reflected as policyholder reserves on December 31, 2003, other
than our GERA product and a limited number of variable annu-
ity products that we no longer offer. UFLIC also assumed any
benefit or expense resulting from third party reinsurance that we
have on this block of business. This block of business had aggre-
gate general account reserves of $2.7 billion and $2.8 billion as
of December 31, 2004 and December 31, 2003, respectively.

> All of our liabilities under the in-force long-term care insurance
policies issued by Travelers prior to January 1, 2004 and rein-
sured by us. This block of business had aggregate reserves of
$1.6 billion and $1.5 billion as of December 31, 2004 and
December 31, 2003, respectively.

The reinsurance transactions have the effect of transferring
the financial results of the reinsured blocks of business (except for
Medicare supplement insurance) from us to UFLIC and the
Medicare supplement insurance block of business from UFLIC to
us. With respect to the long-term care insurance policies reinsured
o UFLIC, we retained an interest in the future profitability of the
block if it exceeds certain thresholds. We also are continuing ro
administer all the policies reinsured by UFLIC, and we will receive
an expense allowance to reimburse us for the costs we incur to serv-
ice these policies.

We transferred to UFLIC invested assets with a statutory
book value (including accrued interest) equal to the amount by
which the reinsurance premium exceeded the ceding commission,
together with an amount equal to the cash flows on such invested
assets between January 1, 2004 and May 24, 2004, the date of trans-
fer of such invested assets. As of December 31, 2003, the fair value
of the transferred invested assets was $16.0 billion, excluding sepa-
rate account assets relaring to variable annuities that were ceded to
UFLIC. As part of these reinsurance transactions, we retained sepa-
rate account assets of $7.8 billion as of December 31, 2004, attrib-
utable to the separate account portion of the variable annuity
business. We will make payments with respect to that portion of the
variable annuity business directly from these separate account assets.

Although we are not relieved of our primary obligations to
the contractholders, the Reinsurance Transactions transfer the
future financial results of the reinsured blocks to UFLIC. To secure
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the payment of its obligations to us under the reinsurance agree-
ments governing the Reinsurance Transactions, UFLIC has estab-
lished trust accounts to maintain an aggregate amount of assets with
a statutory book value at least equal to the statutory general account
reserves attributable to the reinsured business less an amount
required to be held in certain claims paying accounts. A trustee will
administer the trust accounts and we will be permitted to withdraw
from the trust accounts amounts due to us pursuant to the terms of
the reinsurance agreements that are not otherwise paid by UFLIC.
In addition, pursuant to a Capital Maintenance Agreement, GE
Capital agreed to maintain sufficient capital in UFLIC to maintain
UFLIC’s risk-based capital at not less than 150% of its company

obligations, we remain liable for the reinsured claims. We monitor
both the financial condition of individual reinsurers and risk con-
centrations arising from similar geographic regions, activities and
economic characteristics of reinsurers to lessen the risk of default by
such reinsurers. Other than with UFLIC, we do not have significant
concentrations of reinsurance with any one reinsurer that could
have a material impact on our results of operations.

The maximum amount of individual ordinary life insurance
normally retained by us on any one life policy is $1 million. The fol-
lowing table sets forth net domestic life insurance in force as of
December 31:

action level, as defined from time to time by the National (DOLLAR AMOUNTS IN MILLIONS) 2004 2003 2002
Association of Insurance Commissioners. Direct life insurance in force $ 596,765 $553,690 $ 520,008
We also insure certain policy risks that are reinsured with ~Amounts assumed from ather companies 25,461 23,749 31,965

other insurance companies to limit the amount of loss exposure.
Reinsurance contracts do not relieve us from our obligations to policy-

(168,885) (170,961) (157,898}

$ 453,341 $ 406,478 $ 394,075

Net life insurance in force

holders. In the event that the reinsurers are unable to meet their  Percentage of amount assumed to net 6% 6% 8%
The following table sets forth the effects of reinsurance on premiums written and earned for the years ended December 31:
.................... Whitten ... Famed
(DOLLAR AMOUNTS 1N MILLIONS) L2004 2003 2002 . 2004 2003 . 2002
Direct:
Life insurance $2,164 $2,266 $2,654 $2,111 $2,283 $2,414
Accident and health insurance 2,715 3,212 2,583 3,313 3,311 2,547
Property and casualty insurance 157 160 109 172 156 105
Mongage insurance Li1%9 1093 54 33 87 795
TowlDirect o 8235 6731 6300 6,529 . 6,607 . 2,861
Assumed: .
Life insurance 251 201 247 249 199 214
Accident and health insurance 560 541 519 556 543 529
Property and casualty insurance 35 57 40 53 27 51
Morgageinsurance 5 6 2 2 54
Towal Assumed s61 805 .. 818 .. 867 . A 798
Ceded
Life insurance (318) (372) (290) (387) (303)
Accident and health insurance (433) (118) (396) (128) (118)
Property and casualty insurance (10) ©) © (13) ()
Mortgage insurance (141) (127) (142) (146) (122)

Net premiums

$6,194

$6,814 $6,492 $6,559 $6,707 $6,107

Percentage of amount assumed to net

13% 12% 13%

Reinsurance recoveries recognized as a reduction of benefit
expenses amounted to $1.5 billion, $809 million and $682 million
during 2004, 2003 and 2002, respectively.

(11) FUTURE ANNUITY AND CONTRACT BENEFITS

Investment Contracts

Investment contracts are broadly defined to include contracts
without significant mortality or morbidity risk. Payments received from
sales of investment contracts are recognized by providing a liability equal
to the current account value of the policyholder’s contracts. Interest rates
credited to investment contracts are guaranteed for the initial policy term
with renewal rates determined as necessary by management.

Insurance Contracts

Insurance contracts are broadly defined to include contracts
with significant mortality and/or morbidity risk. The liabilicy for
future benefits of insurance contracts is the present value of such
benefits less the present value of future net premiums based on mot-
tality, morbidity, and other assumptions, which are appropriate at
the time the policiés are issued or acquired. These assumptions are
periodically evaluated for potential reserve deficiencies. Reserves for
cancelable accident and health insurance are based upon unearned
premiums, claims incurred but not reported, and claims in the
process of settlement. This estimate is based on our historical experi-
ence and that of the insurance industry, adjusted for current trends.
Any changes in the estimated liability are reflected in earnings as the
estimates are revised.
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The following table sets forth the major assumptions underlying our recorded liabilities for future annuity and contract benefits as of

December 31:

FUTURE ANNUITY

MORTALITY/ INTEREST AND CONTRACT

WITHDRAWAL MORBIDITY RATE ... BENEFRIT LIABILITIES
(poumaR AMOUNTS INMILLIONS) ASSUMPTION  ASSUMPTION  ASSUMPTION | 2004 .. 2003
Investment contracts N/A N/A N/A $31,994 $31,206
Limited-payment contracts None ' 3396-11.0% 13,408 12,655
Traditional life insurance contracts Company Experience ®  6.0%-7.5% 2,711 2,537
Universal life-type contracts N/A N/A N/A 5,638 5,867
Accident and health Company Experience @ 3.0%-7.5% 10 131
Long-termcare Company Experience @ 45%-7.0% 7,937 6,861
Total future annuity and contract benefits $61,698 $59,257

(a) Either the U.S Population Table, 1983 Group Annuirant Mortality Table or 1983 Individual Annuitant Mortality Table.

(&) Principally modifications of the 1965-70 or 1975-80 Select and Ulsimate Tables, 1958 and 1980 Commissioner’s Standard Ordinary Tables and (IA) Standard Table 1996 (modified).
{c) The 1958 and 1980 Commissioner’s Standard Ordinary Tubles, 1964 modified and 1987 Commissioner’s Disability Tables and company experience.

(d) The 1983 Individual Annuitant Moreality Table or 2000 Commissioner’s Standard Ordinary Table and the 1985 National Nursing Home Study and company experience.

(12) LIABILITY FOR POLICY AND CONTRACT CLAIMS

The following table sets forth changes in the liability for pol-
icy and contract claims for the years ended December 31:

(DOLLAR AMOUNTS IN MILLIONS) 2004 o 2003 vvvvvvvv 2002
Balance as of January 1 $3,207  $3,014  $2,713
Less reinsurance recoverables @¢89) (23  (192)
Necbalance as of January 1 2,818 2691 2521
Amounts transferred in connection with

our corporate reorganization (405) - -

Incurred related to insured events of:
Current year

Paid related to insured events of:
Current year

Prioryears . 768) .| (807) . {851)
Total paid 1,757)  (2,043) (2,059
Foreign currency rranslation 27 43 21
Nec balance as of December31 2,588 2818 2,691
Add reinsurance recoverables 741 389 . 323
Balance as of December 31 $3,329 $3,207 $3,014

For each of the three years presented above, the change in
prior years incurred liabilities primarily relates to positive develop-
ment in claims incurred but not reported for our mortgage insur-
ance and certain accident and health insurance businesses. In
general, our insurance contracts are not subject to premiums experi-
ence adjustments as a result of prior-year effects.

(13) BENEFIT PLANS

Essentially all of our employees participate in GE’s retirement
plan (“GE Pension Plan”) and retiree health and life insurance
benefit plans (“GE Retiree Benefit Plans”). The GE Pension Plan

provides benefits to certain U.S. employees based on the greater of 2
formula recognizing career earnings or a formula recognizing length
of service and final average earnings. Benefit provisions are subject
to collective bargaining. The GE Retiree Benefit Plans provide
health and life insurance benefits to employees who retire under the
GE Pension Plan with 10 or more years of service. Retirees share in
the cost of healthcare benefits. The GE Pension Plan currently is in
an overfunded position. Therefore, we have not been required to
contribute to this plan for the three years ended December 31,
2004. Certain company employees also participate in GE’s
Supplementary Pension Plan (“GE Supplementary Plan”) and other
retiree benefit plans. The GE Supplementary Plan is a pay-as-you-
go plan providing supplementary retirement benefits primarily to
higher-level, longer-service U.S. employees. Other retiree plans are
not significant individually or in the aggregate. Our costs associated
with these plans are $57 million, $54 million and $52 million for
the years ended December 31, 2004, 2003 and 2002, respectively.

Our employees participate in GE'’s defined contribution sav-
ings plan that allows the employees to contribute a portion of their
pay to the plan on a pre-tax basis. GE matches 50% of these contri-
butions up to 7% of the employee’s pay. Our costs associated with
these plans are $12 million, $14 million and $15 million for the
years ended December 31, 2004, 2003 and 2002, respectively.

We also provide health and life insurance benefits to our
employees through the GE Company’s benefit program, as well as
through plans sponsored by other affiliates. Our costs associated
with these plans are $39 million, $41 million and $45 million for
the years ended December 31, 2004, 2003 and 2002, respectively.
We reimburse GE monthly for our share of the plan costs.

Effective as of the date that GE ceases to own more than 50%
of our outstanding common stock, our applicable employees will
cease to participate in the GE plans and will participate in employee
benefit plans established and maintained by us. For non-U.S.
employees, this date may be delayed, by mucual agreement berween
GE and us, for up to six months following the date that GE ceases to
own more than 50% of our outstanding common stock.
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(14) BORROWINGS

(A) SHORT-TERM BORROWINGS

Total short-term borrowings as of December 31:

(DOLLAR AMOUNTS IN MILLICNS) 20042003
Commercial paper $499  $1,691
Current portion of long-term borrowings - -
Canadian Tax Matters Agreement 60 -
Short-term line of credit with GE Capital | . T 48
Total $559 $2,239

SHORT-TERM CREDIT FACILITY

In connection with our IPO, we entered into a $2.4 billion
180-day credit facility with a syndicate of banks. We borrowed the
entire amount available under that facility upon the completion of
the IPO to repay a $2.4 billion note that we issued to GEFAHI in
connection with our corporate reorganization. The amount bor-
rowed under this credit facility was repaid in full with proceeds from
our $1.9 billion senior notes offering and from the proceeds of the
issuance of $500 million in commercial paper. Under the terms of
the facility, we cannot re-borrow any amounts repaid.

COMMERCIAL PAPER FACILITY

On June 9, 2004, we established a $1 billion commercial
paper program. We issued approximately $500 million in commer-
cial paper from that program, and we used the proceeds from that
issuance for the repayment of the short-term credit facility. The
notes under the commercial paper program are offered pursuant to
an exemption from registration under the Securities Act of 1933
and may have a maturity up to 364 days from the date of issue. As of
December 31, 2004, the weighted average interest rate on commer-
cial paper ourtstanding is 2.38% and the weighted average marurity
is 37 days. As the commercial paper reprices weekly, carrying value
approximates fair value at December 31, 2004 and 2003.

REVOLVING CREDIT FACILITIES

We have committed and unsecured credit lines of $2 billion
as of December 31, 2004. These include a $1 billion five-year
revolving credit facility and a $1 billion 364-day credit facility
which contains a feature that allows us to extend the borrowings for
one year from the date of expiration of the facility. These facilities
bear interest at a variable rate based upon certain indices plus an
applicable margin. Each facility requires us to maintain certain min-
imum levels of stockholders’ interest, excluding accumulated non-
owner changes in stockholders’ interest, at the end of each fiscal
quarter. As of December 31, 2004, there is no balance on either of
these facilities.

The weighted average interest rate on the short-term line of
credit with GE Capital as of December 31, 2003 is 1.3%.

In December 2004, GE exercised its right under the
Canadian Tax Matters Agreement to direct our Canadian mortgage

subsidiary to accelerate and pay CDN $74 million of deferred taxes.
To fund the payment of these taxes, GE provided us with a $60 mil-
lion interest-free loan, which will be repaid as our Canadian mort-
gage subsidiary recovers the accelerated tax by reducing its tax
installments. We expect that the loan will be repaid in full by
December 2005.

(B) LONG-TERM BORROWINGS

Total long-term borrowings as of December 31:

{DOLLAR AMOUNTS IN MILLIONS) 2004 »»»»»» 2003
1.6% Notes (Japanese Yen), due 2011 $ 547 $529
LIBOR Floating Rate Senior Notes, due 2007 500 -
4.75% Senior Notes, due 2009 500 -
. 5.75% Senior Notes, due 2014 599 —
6.50% Senior Notes, due 2034 296 -
Total $2,442 $529

LONG-TERM SENIOR NOTES

On June 15, 2004, we issued senior notes having an aggregate
principal amount of $1.9 billion (the “Notes”), consisting of
$500 million in aggregate principal amount maturing on June 15,
2007 (“2007 Notes”) with an interest rate equal to three-month
LIBOR plus 0.15% per year, $500 million in aggregate principal
amount maturing on June 15, 2009 (“2009 Notes”) with a fixed
interest rate of 4.75%, $600 million in aggregate principal amount
maturing on June 15, 2014 (“2014 Notes”) with a fixed interest rate
of 5.75%, and $300 million in aggregate principal amount macur-
ing on June 15, 2034 (“2034 Notes”) with a fixed interest rate of
6.50%. As a result of hedging arrangements entered into with
respect to these securities, our effective interest rates will be 3.53%
on the 2007 Notes, 4.48% on the 2009 Notes, 5.51% on the 2014
Notes and 6.35% on the 2034 Notes. The Notes are direct unse-
cured obligations and will rank without preference or priority
among themselves and equally with all of our existing and fucure
unsecured and unsubordinated obligations. The Notes are not guar-
anteed by any subsidiary of Genworth. We have the option to
redeem all or a portion of the 2009 Notes, the 2014 Notes and the
2034 Notes at any time with proper notice to the note holders at a
price equal to the greater of 100% of principal or the sum of the
present values of the remaining scheduled payments of principal
and interest discounted at the then-current treasury rate plus an

applicable spread.

YEN NOTES

In June 2001, GEFAHI issued ¥60.0 billion of notes through
a public offering at a price of ¥59.9 billion. ¥3.0 billion of the notes
were retired during 2004. We have entered in arrangements to swap
our obligations under these notes to a U.S. dollar obligation with a
notional principal amount of $491 million and bearing interest at
a rate of 4.84% per annum. The notes are unsecured and mature
at par in 2011. As of December 31, 2004, we had $0.7 million
interest accrued relating to these notes.
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(C) NON-RECQURSE FUNDING OBLIGATIONS

On July 28, 2003 and December 16, 2003, River Lake
Insurance Company issued $300 million and $300 million, respec-
tively, of nan-recourse funding obligations. On December 3,.2004,
River Lake Insurance Company II issued $300 million of non-
recourse funding obligations. Each of these companies is a special
purpose captive insurance company that is wholly owned by our
subsidiary, First Colony Life Insurance Company,

The non-recourse obligations are represented by notes that
bear a floating rate of interest and mature in 2033, in the case of the
2003 issuances, and 2035, in the case of the 2004 issuance. The
floating rate notes have been deposited into a series of trusts that
have issued money market securities. Both principal and interest
payments on the money market securities are guaranteed by a third
party insurance company. The holders of the notes cannot require
repayment from us or any of our subsidiaries, other than River Lake
Insurance Company or River Lake Insurance Company I, the
direct issuers of the notes. First Colony Life Insurance Company has
agreed to indemnify the issuers and the third party insurer for cer-
tain limited costs.

Interest on the principal amount of the notes accrues at a
floating rate of interest determined every 28 days and is payable at
the end of each 28-day period. Any payment of principal of, includ-
ing by redemption, or interest on the notes may only be made with
the prior approval of the Director of Insurance of the State of South
Carolina in accordance with the terms of its licensing orders and in
accordance with applicable law. The holders of the notes have no
rights to accelerate payment of principal of the notes under any cir-
cumstances, including without limitation, for nonpayment or breach
of any covenant. Each issuer reserves the right to repay the notes that
it has issued at any time, subject to prior regulatory approval.

As of December 31, 2004 and 2003, $900 million and
$600 million, respectively, of non-recourse funding obligations are
outstanding. The weighted average yield as of December 31, 2004
and 2003 is 2.4% and 1.2%, respectively. Because the non-recourse
funding obligations bear variable interest rates, carrying value
approximates fair value as of December 31, 2004 and 2003.

(D) EQUITY UNITS

As part of our corporate reorganization, we issued $600 mil-
lion of our Equity Units to GEFAHI, and GEFAHI sold all these
Equity Units in a public offering concurrent with the IPO. The
Equity Units initially were issued in the form of Corporate Units.
Each Corporate Unit consisted of:
> a contract to purchase shares of our Class A Common Stock,

which we refer to as the stock purchase contracts; and
> a $25 ownership interest in our 3.84% senior notes due 2009,
which we refer to in this section as the notes. -

The stock purchase contract that is a component of an Equity
Unit requires the holder to purchase, and us t sell, for $23, on
May 16, 2007, which we refer to as the purchase contract settlement
date, a number of newly issued shares of our Class A Common
Stock equal to the sertlement rate. If the market value of our Class A
Common Stock is greater than or equal to $23.5960, the threshold
appreciation price, the settlement rate will be 1.0595 shares of our

part If

Class A Common Stock. If the market value of our class A Common
Stock is less than the threshold appreciation price but greater than
$19.50, the reference price, the settlement rate will be a number of
our Class A Common Stock equal to the stated amount of $25
divided by the marker value. If the market value is less than or equal
to the reference price, the sertlement rate will be 1.2821 shares of
our Class A Common Stock. Holders may settle a purchase contract
anytime after May 28, 2005. Accordingly, upon settlement in the
aggregate, we will receive proceeds of $600 million and issue
between 25.4 million and 30.8 million new shares. We will also pay
quarterly contract adjustment payments on each stock purchase
contract at an annual rate of 2.16% of the stated amount of $25 per
Equity Unit. During the year ended December 31, 2004 we paid
$6.2 million in contract adjustment payments. We recorded the
estimated present value at issuance, $37 million, of the contract
adjustment payments on the stock purchase contracts as other liabil-
ities, with an offsetting decrease in additional paid-in-capital. When
we make contract adjustment payments, they are charged to other
liabilities, and we accrue interest expense on the unpaid balance at
the rate of 3.84% per year. The current balance is $31 million at
December 31, 2004.

- OnMay 9, 2007, the notes will be remarketed. At thar time,
our remarketing agent will have the ability to reset the interest rate
on the notes in order to generate sufficient remarketing proceeds to
satisfy the holder’s obligation under the stock purchase contracts, 1f
the initial remarketing is unsuccessful, the remarketing agent will
attempt to remarket the notes, as necessary, on May 10 and 11,
2007. If all remarketing attempts are unsuccessful, holders of these
notes will have the right to pur their notes to us for an amount equal
to the principal amount of their notes, plus accrued and unpaid
interest, on the purchase contract settlement date.

The equity units are reflected in diluted earnings per share
using the treasury stock method, and are dilutive when the
weighted-average market price of our Class A Common Stock is

- greater than or equal to the threshold appreciation price. During

the period from the date of issuance through December 31, 2004,
our weighted-average market price was less than the threshold
appreciation price.

Initially, interest on the notes will be payable quarterly ar the
annual rate of 3.84% of the principal amount of the notes, to, but
excluding May 16, 2007, the purchase contract settlement date. For
the year ended December 31, 2004, we incurred $13.9 million of
interest expense. As of December 31, 2004, we had $2.9 million in
interest accrued relating to these notes.

(E) PREFERRED STOCK

As part of our corporate reorganization, we issued $100 mil-
lion of Series A Preferred Stock to GEFAHI. GEFAHI sold all the
Series A Preferred Stock in a public offering concurrent with the
[PO. As of December 31, 2004, 2,000,000 shares of our authorized
preferred stock have been designated 5.25% Cumulative Series A
Preferred Stock and are outstanding. Dividends on the Series A
Preferred Stock are fixed at an annual rate equal to 5.25% of the
sum of (1) the stated liquidation value of $50 per share, plus
(2) accumulated and unpaid dividends. Dividends are payable quar-
tetly in arrears on March 1, June 1, September 1 and December 1 of
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each year. On September 1, 2004 and December 1, 2004, we paid
dividends of $1.4 million and $1.3 million, respectively, which has
been recorded as interest expense in the accompanying combined
financial statements. We are required to redeem the Series A
Preferred Stock on June 1, 2011 in whole ar a price of $50.00 per
share, plus unpaid dividends accrued to the date of redemption.
There are no provisions for early redemption. Except under certain
conditions or otherwise required by applicable law, the holders of
the Series A Preferred Stock have no voting rights.

(F) LIQUIDITY

Long-term borrowings, non-recourse funding obligations,
senior notes underlying equity units and preferred stock as of
December 31, by maturity are as follows:

(DOLLAR AMOUNTS IN MILLIONS} 2004
2005 $ -
2006 . -
2007 500
2008 -
2009 and chereafeet” 3,542
Total $4,042

(1) Repayment of 8900 million of non-recourse funding agreemenss requires regulatory approval.

Our liquidity requirements are principally met through divi-
dends from our insurance subsidiaries, the Commercial Paper pro-
gram and our revolving credit facilities. As of December 31, 2004,
we have an unused credit capacity within our revolving credit facili-

ties of $2.0 billion.

(15) INCOME TAXES

As a consequence of our separation from GE, and our joint
election with GE to treat that separation as an asset sale under sec-
tion 338 of the Internal Revenue Code, we expect to become enti-
tled to additional tax deductions for periods after our corporate
reorganization. We expect to realize tax savings from these deduc-
tions and have recorded our estimate of these tax savings on our
statement of financial position as a $718 million reduction in net
deferred income tax liabilities. We are obligated, pursuant to our
Tax Matters Agreement with GE, to pay to GE, on an after-tax basis
and subject to a cap of $640 million, 80% of the amount of tax we
are projected to save for each tax period as a result of these increased
tax benefits. We have recorded the $389 million present value of this
obligation to GE as a liability on our statement of financial position.
These amounts reflect considered judgments and assessments as to
the underlying assumptions and facts. However, under the Tax
Matters Agreement, with certain exceptions relating to specified
contingent benefics and excluding interest on payments we defer,

our total payments to GE will not exceed a nominal amount of
$640 million.

We recorded net interest expense of $13 million for the year
ended December 31, 2004, representing the accretion at the rate of
5.72% in the discounted value of the liability under the Tax Matters
Agreement with GE. We will continue to record interest expense at
that rate over the 18 years for which we have scheduled payments to
GE under the Tax Matters Agreement. We will also incur additional
interest expense at that rate to the extent that we defer until as late as
2029 scheduled payments to GE under the Tax Matters Agreement,
which we are permitted to do in the event either that we realize the
future tax savings more slowly than we are scheduled to make corre-
sponding payments to GE, or that we fail to realize them ac all, and
there is not a corresponding adjustment to the payment schedule
under the Tax Matters Agreement.

We have recorded the $329 million difference berween the
$718 million benefit and the $389 million liability to GE as an
increase in stockholders’ interest.

The total provision (benefit) for income taxes for the years

ended December 31:

(DOLLAR AMOUNTS IN MILLIONS) 2004 _________ 2003 VVVVVV 2002
Current federal income taxes $1,478 $ 444 $441
Deferred federal income taxes | (1,194) (03 76
Total federal income taxes 284 341 . 365
Current state income taxes 27 (16) (26)
Deferred state income taxes 314y 21
Total state income taxes 58 27 (5)

$411

$ 493 $413

Total provision for income taxes

The reconciliation of the federal statutory tax rate to the
effective income tax rate is as follows:

L2004 2003 2002
Statutory U.S. federal income tax rate 35.0% 35.0%  35.0%
Increase (reduction) in rate resulting from:
State income tax, net of federal income tax effect (0.6) 0.6) (0.3)
Net tax benefit related to IPO¥ 2.9) - -
IRS setclement? - - (8.5)
Tax exempt income (2.4) (2.8) 2.7)
Othermer Lo a7 . 06
Effective rate 30.1% 29.9%  22.9%

(a) Tax benefir of $47 million arising from our separation from GE on May 24, 2004,

() In 2002, we reached a favorable sertlement with the Internal Revenue Service regarding the
treasment of cersain reserves for obligations to policyholders on life insurance contracs result-
ing in a benefir of 8152 million. The benefits associated with the settlement are non-recurring.
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The components of the net deferred income tax liability as of
December 31, are as-follows:

{DOLLAR AMOUNTS IN MILLIONS}) 2004 2003
Assets:

Investments $ 295 § 129
Future annuity and contract benefits 422 1,394
Present value of future profits 114 -
Net unrealized losses on derivatives - 33
Accrued commission and general expenses 111 90
Deferred tax benefits related to IPO 103 -
NOL carryforwards 18 -
Other 303 36
Gross deferred income tax assets 1,426 1,682
Valuationallowance 46 =
Total deferred income tax assets 1,380 1,682
Liabilities:

Net unrealized gains on investment securities 548 815
Net unrealized gains on derivatives 151 -
Present value of future profits - 526
Deferred acquisition costs 1,028 1,631
Other T 115
Toral deferred income tax liabilities 2,004 3,087
Net deferred income tax liability $ 624  $1,405

We have established a valuation allowance of $46 million for
state deferred rax assets and foreign tax credits. The state deferred
tax assets relate primarily to the future deductions we expect to
claim as a consequence of our separation transaction and joint elec-
tion with GE, while the excess foreign tax credits reflect inefficien-
cies in our post-IPO structure. Based on our analysis, we believe it is
more likely than not that the results of future operations and imple-
mentations of tax planning strategies will generate sufficient taxable
income to enable us to realize the deferred tax assets for which we
have not established valuation allowances.

For tax return purposes, as of December 31, 2004, we have
net operating loss carryforwards ("NOL”) that expire, if unused, in
2019 and foreign tax credit carryforwards (‘“FTC”) that expire, if
unused, in 2014. The approximate amount of the NOL and FTC
are $51 million and $7 million, respectively. The benefits of the
NOL and FTC carryforwards have been recognized in our financial
statements, except to the extent of the valuation allowances
described above.

The $718 million reduction in deferred tax liabilities relating
to our separation from GE and corresponding joint elections is
included primarily in investments and present value of future profits
in the table above. The other significant changes reflected in the
table above relating to future annuity and contract benefits, deferred
acquisition cost, present value of future profits and investment, are
primarily attributable to the UFLIC reinsurance arrangements.

We have not yet completed our evaluation of whether we will
repatriate foreign carnings in 2005 under the Foreign Earnings
Repatriation Provision contained in the American Jobs Creation Act
of 2004. We expect to complete our analysis in the second quarter of
2005. If we do choose to repatriate, we do not anticipate an addi-
tional U.S. tax provision, as Genworth’s policy has been to provide
U.S. deferred tax liabilities currently on all of its undistributed
foreign earnings.

Our current income tax liability is $291 million and
$222 million, as of December 31, 2004 and 2003 respectively.

(16) SUPPLEMENTAL CASH FLOW INFORMATION

Net cash (received) paid for taxes is $(128) million, $798 mil-
lion and $291 million and cash paid for interest is $282 million,
$95 million and $73 million for the years ended December 31,
2004, 2003 and 2002, respectively.

In connection with our corporate reorganization on May 24,
2004, we completed several non-cash transactions with our parent.
These transactions included the transfer of the assets and liabilities
of entities that did not remain with Genworth, as well as non-cash
consideration paid to our then-sole stockholder through the
issuance of debt and other liabilities. The following table details
these transactions as well as other non-cash items:

SUPPLEMENTAL SCHEDULE OF
NON-CASH INVESTING AND FINANCING ACTIVITIES

YEAR ENDED
_DECEMBER 31.

{DOLLAR AMOUNTS IN MILLIONS) 2004
Excluded net assets:
Assets (net of cash of $838) excluded in our

corporate reorganization $21,873
Liabilities excluded in corporate reorganization (20,962)
Net assets transferred to majority stockholder in

connection with corporate reorganization $ 9
Other non-cash transactions in connection with

our corporate reorganization:
Issuance of senior notes underlying equity units $ 600
Issuance of Series A preferred stock 100
Issuance of contingent note 550
Issuance of short-term note 2,400
Total other non-cash transactions in connection with

our corporate reorganization $ 3,650

Non-cash transactions subsequent to our corporate reorganization
Stock-based compensation $ 29

Toral non-cash transactions subsequent to our
corporate reorganization $ 61

There are no significant non-cash transactions during the
years ended December 31, 2003 and 2002.

(17) STOCK COMPENSATION

We grant stock options, stock appreciation rights (“SARs”),
restricted stock units (“RSUs”) and deferred stock units (“DSUs”) to
employees and non-employee directors under the 2004 Genworth
Financial, Inc. Omnibus Incentive Plan.

In the past, cerrain of our employees were granted awards
under GE’s 1990 Long-Term Incentive Plan. In connection with
the IPO and our separation from GE, unvested GE stock options,
vested stock options held by our Chairman, President and Chief
Executive Officer, GE stock appreciation rights and GE restricted
stock units were canceled and converted into Genworth awards.
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Prior to the IPO, our employees held 3,607,855 unvested GE stock
options, 195,000 unvested GE SARs and 963,739 GE RSUs. In
connection with the IPO, these awards were converted to
5,648,154 Genworth stock options, 305,213 Genworth SARs and
1,508,454 Genworth RSUs. The GE stock options, GE SARs and
GE RSUs were converted based upon a ratio equal to the initial
offering price of our common stock in the IPO ($19.50), divided by
the weighted average stock price of GE common stock for the trad-
ing day immediately preceding the pricing date of the IPO
($30.52). The converted securities, if unvested, generally will con-
tinue to vest over their original vesting periods. Additionally, during
the year ending December 31, 2004, we granted 12,081 stock
options and 98 RSUs to replace cancelled GE options and RSUs for
employees transferring to our business from GE after the IPO.
These additional replacement grants were made using the same con-
version methodology described above, but with the conversion ratio
based upon the weighted-average price of Genworth common stock
divided by the weighted-average price of GE common stock for the
trading day immediately prior to the transfer date. As of December
31, 2004, there were a total of 5,550,575 Genworth stock options,
305,213 Genworth SARs and 1,465,504 Genworth RSUs out-
standing as a result of these replacement grants.

In connection with the IPO, we granted 9,947,500 Gen-
worth stock options and 5,950,000 Genworth SARs to our employ-
ees. The exercise price of these options and SARs is equal to the IPO
price of our common stock ($19.50), and the exercise term is ten
years from the date of the grant. These options and SARs will vest in
25% annual increments commencing on the second anniversary of
the date of the grant. During the year ending December 31, 2004,
we granted an additional 108,250 Genworth Stock options with
eXercise prices ranging from $21.41 to $26.66, which equaled the
closing market price on the date of grant. As of December 31, 2004,
there are 9,646,000 Genworth stock options and 5,950,000
Genworth SARs outstanding from these grants.

We have recorded stock-based compensation expense in the
amount of $29 million and $9 million for che years ending
December 31, 2004 and 2003, respectively, related to the cost of the
RSUs, SARs and stock options. Stock-based compensation expense
is recognized pro rata over the awards’ respective vesting schedule.

The following table summarizes GE stock option activity
related to our employees for the three years ended December 31, 2003
and for the period from January 1, 2004 through May 24, 2004,

AVERAGE PER SHARE

SHARES .. orash DER STARE

SUBJECT TO EXERCISE MARKET

(SHARES (N THOUSANDS) OPTION . PRICE ... PRICE
Balance as of December 31, 2001 9,293  $28.71 $40.08
Options granted 1,774 27.08 27.08
Options transferred in 426 27.85 -
Options exercised (618) 9.41 32.17
Options transferred out (787)  25.67 -
Options terminated (252) 3813 - - -
Balance as of December 31, 2002 9,836 29.47 24.53
Options granted 258 31.53 31.53
Options transferred in 331 26.89 -
Options exercised (906) 9.50 27.84
Options transferred out (1,249) 31.02 -
Options terminated (341 3769 -
Balance as of December 31, 2003 7,929 31.13 30.98
Options granted 43 30.03 30.03
Options transferred in 489 29.94 -
Options exercised (358) 10.62 31.36
Options transferred out (1,067) 31.59 -
Options terminated | (129) 3684 -
Balance as of May 24, 2004 6,907/  31.79 30.52

(1) Represents options held by our employees immediately prior to the [PO. Of these, 3,608 were
converted to 5,648 Genworth options based upon a conversion formula and 3,299 remained
with GE.

The following table summarizes Genworth stock option
activity related to our employees for the period May 25, 2004
through December 31, 2004.

AVERAGE PER SHARE

SHARES .00 E0ARE TER EARE

SUBJECT TO EXERCISE MARKET

(sHaREs N THOUSANDS) OPTION | PRICE . PRICE
Balance as of May 25, 2004 5,648  $21.94  $19.50
Options granted 10,068 19.54 19.54
Options exercised (18) 20.65 26.23
Options terminated (50D 2045 -
Balance as of December 31, 2004 15,197 20.40 27.00

The following table summarizes information about Genworth employee related stock options outstanding as of December 31, 2004:

EXERCISE PRICE RANGE

$6.80-14.11
16.77-18.51
19.45-22.67
23.20-27.95
28.06-36.62

______________________ OUISTANDING EXERCISABLE
’ AVERAGE AVERAGE

SHARES AVERAGE EXERCISE SHARES EXERCISE

(o rmousaws) uvs™ PRICE (1N THOUSANDS) PRICE

427 1.6 $ 9.84 427 $ 9.84

1,877. 7.3 17.24 677 17.17

10,778 9.2 19.76 474 2227

1,749 5.9 27.04 1,012 2651
...0366 57 3600 132 35.36
15,197 8.3 20.40 2,722 2126

(1) Average contractual life remaining in years
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The following table contains the Genworth weighted-average
grant-date fair value information for 2004 and the GE weighted-
average grant-date fair value information for 2003, 2002 and 2001.
Fair value is estimated using the Black-Scholes option-pricing model.

Lwed 2003 . w0z 2004
Fair value per option $6.66 $9.55 $7.68  $13.53
Valuation Assumptions: )
Expected Option term 6.0 6.0 6.0 6.0
Expected volatility 34.2%  347%  337%  30.5%
Expected dividend yield 1.3% 2.5% 2.7% 1.6%
Risk-free interest rate 3.5% 3.5% 3.5% 4.9%

(18) RELATED PARTY TRANSACTIONS

Prior to the IPO, GE provided a variety of products and serv-
ices to us, and we provided a variety of products and services to GE.
The services we received from GE included:
> customer service, transaction processing and a variety of func-
tional support services provided by GE Capital International
Services, or GECIS;
employee benefit processing and payroll administration;
employee training programs, including access to GE training courses;
insurance coverage under the GE insurance program;
information systems, network and related services;
leases for vehicles, equipment and facilities; and
other financial advisory services such as tax consulting, capital
markets services, research and development activities, and trade-

vV V V Vv V Vv

mark licenses.

Qur total expense for these services is $65 million, $87 mil-
lion and $74 million for the years ended December 31, 2004, 2003
and 2002, respectively. We also receive investment management and
related administrative services provided by GEAM, for which we
incurred expenses of $33 million, $61 million and $39 million for
the years ended December 31, 2004, 2003 and 2002, respectively.

Certain of our insurance subsidiaries are parties to invest-
ment management and services agreements with GEAM and GE
Asset Management Limited (“GEAML”), each a GE-owned
provider of investment management services. We have agreed to pay
GEAM or GEAML, as applicable, a quarterly management fee for
these services equal to a percentage of the value of the assets under
management. The percentage is established annually by agreement
between GEAM or GEAML and us and is intended to reflect the
cost 1o GEAM or GEAML of providing its services, and, for the
agreements with GEAML, a premium of 5%.

In addition, we have recorded our allocated share of GE’s cor-
porate overhead for certain services provided to us, which are not
specifically billed to us, including public relations, investor rela-
tions, treasury, and internal audit services in the amount of $14 mil-
lion, $50 million and $49 million for the years ended December 31,
2004, 2003 and 2002, respectively. We have also recorded expenses
associated with GE stock option and restricted stock unit grants in
the amount of $2 million, $9 million and $6 million for the years
ended December 31, 2004, 2003 and 2002, respectively, as
described in note 17. These amounts will not be paid to GE and
have been recorded as a capital contribution in each year.

In connection with the TPO, we entered into a master agree-
ment and a number of other agreements with GE for the purpose of

accomplishing our separation from GE, transferring the businesses
to us and setting forth various matters governing our relationship
with GE while GE remains a significant stockholder in our com-
pany. These agreements govern the relationship berween GE and us
and provide for the allocation of employee benefit, tax and other lia-
bilities and obligations attributable or related to periods or events
prior to and in connection with the IPO. In addition, a number of
the existing agreements between us and our subsidiaries and GE and
its subsidiaries relating 1o various aspects of our business remain in
effect following the IPO.

We entered into a transition services agreement with GE in
connection with the IPO to provide each other, on a transitional
basis, certain administrative and support services and other assis-
tance in the U.S. consistent with the services provided before the
separation. To comply with European regulatory requirements, we
entered into a separate transition services agreement relating to tran-
sition services in Europe with respect to our payment protection
insurance business. The types of services to be provided under the
European transition services agreement are substantially similar to
the services to be provided under the U.S. transition services agree-
ment. Pursuant to the Transition Services Agreement, we provide
GE various services related to the businesses not transferred ro us
that had received services from GEFAHI prior to the separation,
including information systems and nerwork services, legal services
and sourcing support. GE will provide services to us, including;
treasury, payroll and other financial related services;
human resources and employee benefis;
legal and related services;
information systems, network and related services;
investment services;
corporate services; and
procurement and sourcing support.

We also will provide each other, on a transitional basis, additional
services that GE and we may identify during the term of the agreement.

As part of the Transition Services Agreement, GE has agreed
to pay us an aggregate of $40 million in equal quarterly installments
during each of the first two years following our corporate reorgani-
zation for the provision of transition services to GE. During the
period from May 25, 2004 to December 31, 2004 GE paid us
$23 million associated with the Transition Services Agreement.
Prior to cur corporate reorganization, GE paid us $17 million for
corporate overhead related to companies that were not transferred
to us as part of the corporate reorganization.

We entered into the Tax Matters Agreement in connection
with the IPO. The Tax Matters Agreement, among other things,
governs our continuing tax sharing arrangements with GE relating
to pre-separation periods, and also allocates responsibility and bene-
fits associated with the elections made in connection with our sepa-
ration from GE. The Tax Matters Agreement also allocates rights,
obligations and responsibilities in connection with certain adminis-
trative matters relating to taxes. (See note 15.)

vV V. V V V V Vv

We have entered into certain insurance transactions with
affiliates of GE. During each of 2004, 2003 and 2002 we collected
$25 million, $24 million and $20 million, respectively, of premi-
ums from various GE affiliates for long-term care insurance pro-
vided to employees of such affiliates. We have also reinsured some of
the risks of our insurance policies with affiliates, and paid premiums
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of $39 million, $56 million and $60 million for the years ended
December 31, 2004, 2003 and 2002, respectively, to Employers
Reassurance Company and ERC Life Reinsurance Company (an
affiliate until December 2003), and $100 million and $94 million
to GE Pension Limited in 2003 and 2002, respectively.

We entered into three liability and portfolio management
agreements with affiliates of GE, effective January 1, 2004.
Pursuant to two of these agreements, we will manage a pool of
municipal guaranteed investment contracts and we have agreed to
originate guaranteed investment contract liabilities, and advise the
issuing company as to the investment of these assets that support
these liabilities and administer these assets. Under each of these
agreements, we receive a market rate based administration fee based
on the program size.

The third agreement is with another GE affiliate. Under this
agreement we agreed to provide liability management and other
services related to origination and issuance of guaranteed invest-
ment contracts or similar liabilities. We will receive an annual man-
agement fee calculated using a market rate based on the book value
of the investment contracts based on pricing arrangements that will
vary depending on the marurities of the contracts. We also receive
reimbursement of operating expenses under each of the liability and
portfolio management agreements.

We have also entered into several significant reinsurance
transactions with UFLIC as part of our corporate re-organization.
(See note 10.)

We distribute some of our products through affiliates. We
distribute our payment protection insurance, in part, through
arrangements with GE’s consumer finance division and other GE
entities, for which we have received gross written premiums of
$380 million, $293 million and $218 million during 2004, 2003
and 2002, respectively, We have also reinsured lease obligation insur-
ance and credit insurance marketed by GE’s consumer finance divi-
sion and other GE entities, for which we received premiums of
$40 million, $94 million and $1035 million during 2004, 2003
and 2002.

We sold to GE Mortgage Services, an affiliate of GE, proper-
ties acquired through claim settlement in our U.S. mortgage insur-
ance business at a price equal to the product of the property’s fair
value and an agreed upon price factor. Under these arrangements,
we received proceeds of $3 million, $9 million and $13 million for
the years ended December 31, 2004, 2003 and 2002, respectively.

As of December 31, 2003, we had several notes receivable
from various GE affiliates in the aggregate amount of $209 million.
These notes were not transferred to us in our corporate reorganiza-
tion, and there are no notes receivable from GE affiliates as of
December 31, 2004.

As of December 31, 2003, we had approximately €2 million
($2 million), respectively, of notes payable to various GE affiliates,
which were paid during 2004.

As of December 31, 2004 and 2003, we have operating
receivables of $21 million and $254 million, respectively, and
payables of $318 million and $673 million, respectively, with cet-
tain affiliated companies.

As of December 31, 2003, we held $47 million of commer-
cial paper issued by GE Capital.

As of December 31, 2003, we had a line of credit with GE
that had an aggregate borrowing limit of $2.5 billion. There was an
outstanding balance of $548 million as of December 31, 2003,
which was paid off in connection with our corporate reorganization.
Outstanding borrowings under this line of credir bore interest at the
three-month U.S.$ London Interbank Offered Rate (“LIBOR”)
plus 25 basis points. Interest expense under this line of credit is
$4 million, $1 million and $8 million for the years ended
December 31, 2004, 2003, and 2003, respectively.

We, along with GE Capital, were participants in a revolving
credit agreement that involves an international cash pooling
arrangement on behalf of a number of GE subsidiaries in Europe,
including some of our European subsidiaries. In these roles, either
participant could make short-term loans to the other as part of the
cash pooling arrangement. Each such borrowing was repayable
upon demand, but not o exceed 364 days. This unsecured line of
credit had an interest rate per annum equal to GE Capital Services
cost of funds for the currency in which such borrowing was denom-
inated. This credit facility had an annual term, but was automati-
cally extended for successive terms of one year each, unless
terminated in accordance with the terms of the agreement. We had
a net receivable of $9 million under this credit facility as of
December 31, 2003. The credit facility was terminated in connec-
tion with our corporate reorganization.

GE Capital guaranteed certain obligations under floating-
rate funding agreements with a final maturity on or before June 30,
2005. This guarantee covers our obligations to contractholders and
requires us to reimburse GE Capital for any payments made to
contractholders under the guarantee. As of December 31, 2004, GE
Capital’s guarantee covered $1.4 billion of outstanding floating-rate
funding agreements.

GE Capital from time to time provides guarantees and
other support arrangements on our behalf, including performance
guarantees and support agreements relating to securitization and
comfort letters provided to government agencies. We have not
incurred any charges for the provision of these guarantees and
other support arrangements.

As part of the consideration for the assets transferred to us in
connection with our corporate reorganization, we issued to GEFAHI
a $550 million Contingent Note. The Contingent Note was a non-
interest-bearing, general unsecured obligation of our company and
was subordinated in right of payment to all of our existing and future
senior indebtedness. We were required to repay the Contingent Note
solely to the extent that statutory contingency reserves from our U.S,
mortgage insurance business in excess of $150 million were released
and paid to us as a dividend. The release of these reserves and pay-
ment of the dividend were subject to statutory limitations, regula-
tory approvals and other conditions. In July 2004, we amended the
Contingent Note to provide that we were required to use reasonable
best efforts to achieve the satisfaction of such conditions and to
repay the Contingent Note by December 31, 2004. We received
from GEFAHI a payment of less than $1 million to reimburse us for
costs in consideration of that effort. On December 23, 2004, all
conditions to the release of statutory contingency reserves from our
U.S. mortgage insurance business and the payment of a dividend by
that business to us were satisfied. As a result, on December 23,
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2004, our U.S. mortgage insurance business paid a $700 million
dividend to us, and we repaid the Contingent Note in full.

In December 2004, we entered into a Consideration
Agreement with GE Capital International (Mauritius) (“GECIM”),
a subsidiary of GE. The Consideration Agreement set forth the terms
in which we participated in GE’s sale of its global outsourcing busi-
ness. Pursuant to the Consideration Agreement, upon the closing of
the sale we received consideration of $40 million from GECIM
related to our waiver of certain contractual rights and entered into an
Outsourcing Services Amendment Agreement (“Service
Agreement”) with Gecis International Holdings, Luxembourg, Swiss
Branch Zug, a Luxembourg company. The consideration of $40 mil-
lion is included in policy fees and other income on the statement of
earnings as a result of our waiver of contractual rights under the
Service Agreement. We also agreed to purchase a2 minimum volume
of services, at market rates, during an eight-year period. Qur mini-
mum volume commitment during the each of the first five years of
the service agreement will be $24 million, and our minimum volume
commitment during the sixch, seventh and eighth years will be
$18 million, $12 million and $6 million, respectively.

(19) FAIR VALUE OF FINANCIAL INSTRUMENTS

Assets and liabilicies that are reflected in the accompanying
combined financial statements at fair value are not included in the
following disclosure of fair value; such items include cash and cash
equivalents, investment securities, separate accounts and derivative
financial instruments. Other financial assets and liabilities — those
not carried at fair value — are discussed below. Apart from certain of
our borrowings and certain marketable securities, few of the instru-
ments discussed below are actively traded and their fair values must
often be determined using models. The fair value estimates are made
at a specific point in time, based upon available marker information

and judgments about the financial instruments, including estimates
of the timing and amount of expected future cash flows and the
credit standing of counterparties. Such estimates do not reflect any
premium or discount that could result from offering for sale at one
time our entire holdings of a particular financial instrument, nor do
they consider the tax impact of the realization of unrealized gains or
losses. In many cases, the fair value estimates cannot be substantiated
by comparison to independent markets, nor can the disclosed value
be realized in immediate settlement of the financial instrument.

The basis on which we estimate fair value is as follows:

Morigage loans. Based on quoted marker prices, recent trans-
actions and/or discounted future cash flows, using rates at which
similar loans would have been made to similar borrowers.

Policy Loans. Based on carrying value, which approximates
fair value.

Other financial instruments. Based on comparable mar-
ket transactions, discounted future cash flows, quoted market
prices, and/or estimates of the cost to terminate or otherwise
sectle obligations.

Borrowings, non-recourse funding obligations, senior notes
underlying equity units. Based on market quotes or comparables.

Investment contract benefits. Based on expected future cash
flows, discounted at currently offered discount rates for immediate
annuity contracts or cash surrender values for single premium
deferred annuities.

Insurance — credit [ife. Based on future cash flows, consider-
ing expected renewal premiums, claims, refunds and servicing costs,
discounted at a current market rate.

Insurance — mortgage. Based on carrying value, which
approximates fair value.

Preferred Stock. Based on carrying value, which approximates
fair value.

The following represents the fair value of financial assets and liabilities as of December 31:

...................... 2004 2003

NOTIONAL CARRYING ESTIMATED NOTIONAL CARRYING ESTIMATED
{DOLLAR AMOUNTS IN MILLIONS) L AMOUNT .. AMOUNT . FAIRVALUE . AMOUNT . AMOUNT _  FAIR VALUE
Assets:
Mortgage loans $ @ § 6,051 $ 6,348 $ @ $ 6114 $ 6,414
Policy loans @ 1,224 1,224 fa) 1,105 1,105
Other financial instruments (a} 124 124 @ 34 34
Liabilities:
Borrowings and related instruments:®
Borrowings fa) 3,001 3,084 G 2,768 2,754
Non-recourse funding obligations @ 900 900 ) 600 600
Equity units @l 631 778 @ - -
Preferred stock @ 100 100 @ - -
Investment contract benefits @ 31,994 32,081 (@) 31,206 31,013
Insurance — credit life 27,591 1,901 1,901 11,321 2,249 2,249
Performance guarantees, principally letters of credit 119 - - 119 - -
Insurance — mortgage 85,711 1,891 1,891 70,300 1,556 1,556
Other firm commitments:
Ordinary course of business lending commitments 254 - - 56 - -
Commitments to fund limited partnerships 20 - - 41 - -
(a) These financial instruments do not have notional amounts.
(6) See note 14,
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The paragraphs that follow provide additional information
about derivatives and hedging relationships.

The nature of our business activities necessarily involves
management of various financial and market risks, including those
related to changes in interest rates, currency-exchange rates and fluc-
tuations in values of equity market indices. We use derivative finan-
cial instruments to mitigate or eliminate certain of those risks.

To qualify for hedge accounting, the details of the hedging
relationship must be formally documented at inception of the
arrangement, including the risk management objective, hedging
strategy, hedged item, specific risks that are being hedged, the deriv-
ative instrument and how effectiveness is being assessed. The deriva-
tive must be highly effective in offsetting either changes in fair value
or cash flows, as appropriate, for the risk being hedged. Effectiveness
is evaluated on a retrospective and prospective basis based on quan-
titative measures of correlation. If a hedged relationship becomes
ineffective, it no longer qualifies as a hedge. Any excess gains or
losses attributable to such ineffectiveness, as well as subsequent
changes in fair value of the derivative, are recognized in earnings.

A reconciliation of current period changes for the years ended
December 31, 2004 and 2003, net of applicable income taxes in the
separate component of stockholders’ interest labeled “derivatives
qualifying as hedges”, follows:

{DOLLAR AMOUNTS iN MILLIGNS) . 2004 . 2003
Derivatives qualifying as effective accounting hedges

as of January 1 $ 5 $(98)
Current period increases in fair value, net of deferred taxes 188 37
Reclassification to net earnings, net of deferred raxes (10) 20
Transferred to majority stockholder in connection with

our corporate reorganization, net of deferred taxes 95 -
Reclassification adjustment from discontinued operations,
opevofdeferredcaxes L T 36
Balance as of December 31 $268 $ (9

Derivatives and Hedging. Our business activities routinely
deal with Auctuations in interest rates, currency exchange rates and
other asset prices. We follow strict policies for managing each of
these risks, including prohibition on derivatives market-making,
speculative derivatives trading or other speculative derivatives activi-
ties. These policies require the use of derivative instruments in con-
cert with other techniques to reduce or eliminate these risks.

Cash flow hedges. Cash flow hedges are hedges that use sim-
ple derivatives to offset the variability of expected future cash flows.
Variability can appear in floating rate assets, floating rate liabilities
or from certain types of forecasted transactions, and can arise from
changes in interest rates or currency exchange rates. For example, we
may borrow funds ar a variable rate of interest. If we need these
funds to make a floating rate loan, there is no exposure to interest
rate changes, and no hedge is necessary. However, if a fixed rate loan
is made, we may contractually commit to pay a fixed rate of interest
to a counterparty who will pay us a variable rate of interest (an
“interest rate swap”). This swap will then be designated as a cash
flow hedge of the associated variable rate borrowing. If, as would be
expected, the derivarive is highly effective in offsetting variable rates

in the borrowing, changes in its fair value are recorded in a separate
component of accumulated non-owner changes in stockholders’
interest and released to earnings contemporaneously with the earnings
effects of the hedged item. Further information about hedge effec-
tiveness is provided below.

We use currency swaps and forwards as well as forward start-
ing interest rate swaps to optimize investment returns and borrow-
ing costs. For example, currency swaps and non-functional currency
borrowings rogether provide lower funding costs than could be
achieved by issuing debt directly in a given currency.

As of December 31, 2004, amounts related to derivatives
qualifying as cash flow hedges resulted in an increase of stock-
holders’ interest of $188 million, net of tax, of which $10 miltion is
expected to be transferred to net earnings in 2005 as the derivatives
and their underlying investments expire or mature according to
their original terms, along with the earnings effects of the related
forecast transactions in 2004,

Fair value hedges. Fair value hedges are hedges that eliminate
the risk of changes in the fair values of assets, liabilities and certain
types of firm commitments. For example, we often purchase assets
that pay a fixed rate of interest. If these assets are purchased to sup-
port fixed rate liabilities, there is consistency in the interest rate
exposure of both. Therefore changes in fair value of the assets and
liabilities generally will offset and no additional hedges are neces-
sary. However, if the assets are purchased to support floating rate lia-
bilities, there will be a mismatch between them and we will
contractually commit to pay a fixed rate of interest to a counterparty
who will pay us a floating rate of interest (an “interest rate swap”).
This swap will then be designated as a fair value hedge of the asset
purchased. Changes in fair value of derivatives designated and effec-
tive as fair value hedges are recorded in net earnings and are offset by
corresponding changes in the fair value of the hedged item attribut-
able to the risk being hedged.

Derivatives not designated as bedges. Specific criteria must be
met in order to apply any of the above forms of hedge accounting,
For example, hedge accounting is not permitted for hedged items
that are marked to market through earnings. We use derivatives to
hedge exposures when it makes economic sense to do so, including
circumstances in which the hedging relationship does not qualify
for hedge accounting as described in the following paragraph. We
will also occasionally receive derivatives in the ordinary course of
business. Derivatives that do not qualify for hedge accounting are
marked to market through net earnings.

We use option contracts as an economic hedge of changes in
interest rates and equity prices on certain types of liabilities.
Although these instruments are considered o be derivatives under
SFAS 133, our economic risk is similar to, and managed on the
same basis as other financial instruments that we hold. Equity
options are used o economically hedge price changes in equiry
indexed annuity liabilities.

Earnings effects of derivatives. The table that follows provides
additional information about the earnings effects of derivatives. In
the context of hedging relationships, “effectiveness” refers to the
degree to which fair value changes in the hedging instrument offset
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corresponding fair value changes in the hedged item attributable to
the risk being hedged. Certain elements of hedge positions cannot
qualify for hedge accounting whether effective or not, and must
therefore be marked to market through earnings. Time value of pur-
chased options is the most common example of such elements in
instruments we use. Pre-tax earnings effects of such items for the
year ended December 31, 2004 are shown in the following table as
“Amounts excluded from the measure of effectiveness.”

CASH FLOW FAIR VALUE

(DOLLAR AMOUNTS IN MiLLIONS) HEDGES  HEDGES
Ineffectiveness ] $- $1
Amounts excluded from the measure of effectiveness $3 $—

As of December 31, 2004, the fair value of derivatives in a
gain position and recorded in Other invested assets is $442 million
and the fair value of derivatives in a loss position and recorded in
Other liabilities is $46 million. .

Counterparty credir risk. The risk that counterparties to
derivative contracts will be financially unable to make payments to
us according to the terms of the agreements is counterparty credit
risk. We manage counterparty credit risk on an individual counter-
party basis, which means that we net gains and losses for each
counterparty to determine the amount at risk. When a countefparty
exceeds credit exposure limits (see table below) in terms of amounts
they owe us, typically as a result of changes in market conditions, no
additional transactions are permitted to be executed until the expo-
sure with that counterparty is reduced to an amouat that is within
the established limit. All swaps are required to be executed under
master swap agreements containing mutual credit downgrade provi-
sions that provide the ability to require assignment or termination
in the event either party is downgraded below “A3” by Moody’s of
“A-" by S&P. If the downgrade provisions had been triggered as of
December 31, 2004, we could have been required to disburse up to
$5 million and claim up to $245 million from counterparties. This
represents the net fair value of losses and gains by counterparty, less
$156 million of collateral held. As of December 31, 2004, 2003
and 2002, gross fair value gains are $442 million, $252 million and
$278 million, respectively. As of December 31, 2004, 2003 and 2002,
gross fair value losses are $46 million, $281 million and $275 mil-
lion, respectively.

Swaps, purchased options and forwards with contractual
maturities longer than one year are conducted within the credit po!-
icy constraints provided in the table below. Qur policy permits us to
enter into derivative transactions with counterparties rated “A3” by
Moody’s and “A-” by S&P if the agreements governing such trans-
actions require both us and the counterparties to provide collateral
in certain circumstances. As of December 31, 2004, we retained col-
lateral of $164 million related to these agreements. We did not
retain any collateral related to these agreements in 2003. Our policy
further requires foreign exchange forwards with contractual maruri-
ties shorter than one year must be executed with counterparties having

a credit rating by Moody’s of “A-1” and by S&DP of “P-1” and the
credit limit for these transactions is $150 million per counterparty.

CREDIT RATING

STANDARD
COUNTERPARTY CREDIT CRITERIA MOODY'S & POOR’S
Term of transaction

Up to five years Aa3 AA-
Greater than five years Aaa AAA
Credir exposure limit without collateral %/

Up to $50 million Aa3 AA-
Up to $75 million Aaa AAA
Credit exposure limit with collateral ()

Up to $5 million A3 A-
Up to $50 million Aa3 AA-
Up to $100 million Aaa AAA

(1) Credit exposure limits noted in this table are set by GE Capital and apply in the aggregaze 1o
all companies that are consolidated into GE Capital.

The following table sets forth our positions in derivative
instruments as of the dates indicated:

DECEMBER 31,

L 2003

NOTIONAL % OF NOTIONAL % oF
(DOLLAR AMOUNTS N pLLIONS) VALUE .. TOTAL  ...] VALUE TOTAL
Interest rate swaps $8,185 89% $ 9,960 86%
Foreign currency swaps 542 6% 697 6%
Equity index options 459 5% 457 4%
Foreign exchange contracts 27 0% 30 0%
Swaptions s T 0% . 474 4%
Total $9,213 100% $11,618 100

(20) SECURITIZATION ENTITIES

One of the most common forms of off-balance sheet arrange-
ments is asset securitization. We use GE Capital-sponsored and
third party entities to facilitate asset securitizations. As.parr of this
strategy, management considers the relative risks and returns of our
alternatives and predominately uses GE Capital-sponsored entities.
Management believes these transactions could be readily executed
through third party entities at insignificant incremental cost.

Assets in entities that were either sponsored by GE Capital or
to which GE Capital provided financial support were $1.7 billion
and $1.9 billion at December 31, 2004 and 2003, respectively. Of
the total, $0.9 billion and $1.1 billion are held by entities that are
consolidated and $0.8 billion remain off balance sheet in 2004 and
2003. Disclosure requirements related to off-balance sheet arrange-
ments encompass a broader array of arrangements than those at risk
for consolidation. These arrangements include transactions with
term securitization entities, as well as transactions with conduits
that are sponsored by third parties. As of December 31, 2004 and
2003, assets in these entities, which are QSPEs, are $1.6 billion. We
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recognized gains of $0, $43 million and $29 million for 2004, 2003
and 2002, respectively, relating to the securitization of certain finan-
cial assets. An analysis of total “securitized assets” as of December 31
is as follows:

(DOLLAR AMOUNTS IN MILLIONS)

Receivables secured by:
Commercial mortgage loans

Fixed maturities 504 639
Otherassets .80 865
Total securitized assets $2,444  $2,750
Consolidated assets held by securitization entities $ 884  $1,134
Off-balance sheet:

Sponsored and supported 780 800
Other 780 816
Total securitized assets $2,444  $2,750

We evaluate the economic, liquidity and credit risk relared to
the above SPEs and believe that the likelihood is remote that any
such arrangements could have a significant adverse effect on our
financial position, results of operations, or liquidity. Financial sup-
port for certain SPE’s is provided under credit support agreements,
in which we provide limited recourse for a maximum of $119 mil-
lion of credit losses. Assets with credit support are funded by
demand notes that are further enhanced with support provided by
GE Capital. We record liabilities for such guarantees based on our
best estimate of probable losses. To date, we have not been required
to make any payments under any of the credit support agreements.
These agreements will remain in place throughout the life of the
related entities.

The following table summarizes the current balance of assets
sold to Qualified Special Purposes Entities (“QSPE’s”) as of
December 31:

(DOLLAR AMOUNTS IN MILLIONS) 2004 ... 2003
Assets — collateralized by:

Commercial mortgage loans $ 780 § 816
Other receivables .- 780 . 800
Total assets $1,560  $1,616

Sales of securitized assets to QSPEs result in a gain or loss
amounting to the net of sales proceeds, the carrying amount of net
assets sold, the fair value of servicing rights and retained interests
and an allowance for losses. Amounts recognized in our combined
financial statements related to sales to QSPEs as of December 31 are
as follows:

Retained interests. In certain securitization transactions, we
retain an interest in transferred assets. Those interests take various
forms and may be subject to credit prepayment and interest rate
risks. When we securitize receivables, we determine fair value based
on discounted cash flow models that incorporate, among other
things, assumptions including credit losses, prepayment speeds and
discount rates. These assumptions are based on our experience,
market trends and anticipated performance related to the par-
ticular assets securitized. Subsequent to recording retained interests,
we review recorded values quarterly in the same manner and using
current assumptions.

Servicing assets. Following a securitization transaction, we
retain the responsibility for servicing the receivables, and, as such, are
entitled to receive an ongoing fee based on the outstanding principal
balances of the receivables. There are no servicing assets nor liabilities
recorded as the benefits of servicing the assets are adequate to com-
pensate an independent servicer for its servicing responsibilities.

Recourse liabiliry. As described previously, under credit sup-
port agreements we provide recourse for credit losses in special pur-
pose entities. We provide for expected credit losses under these
agreements and such amounts approximate fair value.

The following table summarizes the assets and liabilities asso-
ciated with these consolidated entities, which are included in our
Corporate and Other segment for reporting purposes, as of
December 31:

(DOLLAR AMOUNTS IN MILLIONS) 2004 ... 2003
Assets .

Restricted investments held by securitization entities $860  $1,069
Other assets | e 24 63
Total @ $884 $1,134
Liabilities

Borrowings related to securitization entities $849  $1,018
Orherliabiliies o, 3o 39
Total $852  $1,077

(a) Includes $31 million and 8§51 million of former retained interesti in securitized assers as of
December 31, 2004 and 2003, respectively, that are consolidated.

As of December 31, 2004 and 2003, restricted investments
held by securitization entities consisted of $504 million and
$639 million, respectively, of fixed maturities and $356 million
and $430 million, respectively, of commercial mortgage loans.
These balances will decrease as the assets mature because we will not
sell any additional assets to these consolidated entities. In addition,
as of December 31, 2004 and 2003, the borrowings related to secu-
ritization entities consisted of $505 million and $608 million,
respectively, at a fixed interest rate of 5.528% due June 2025 and

2004 2003 $344 million and $410 million, respectively, at a fixed rate of
vvvvvv FAIR rae 6.0175% due October 2023. These borrowings are required to be
(DOLLAR AMOUNTS IN MILLIONS) COST . VALUE . COST ___VALVE  paid down as principal is collected on the restricted investments
Rerained interests — assets $136 $179 $143 $171  held by the securitization entities and accordingly the repayment of
Servicing asset - - - = these borrowings follows the maturity or prepayment, as permitted,
Recourseliabilicy . . T T T T of the restricted investments.
Total $136 $179 $143 $171
form 10-k
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As of December 31, 2004 and 2003, the amortized cost, gross
unrealized gains and losses, and estimated fair value of our restricted
fixed maturities held by securitization entities are as follows:

2004 AMORTIZED GROSS GROSS

COST OR UNREALIZED UNREALIZED ESTIMATED

(DOLLAR AMOUNTS IN MiLLIONS) cosT . GAINS LOSSES FAIR VALUE
Fixed maturities:

U.S. corporate . $473 $3 $(27) $449
Public urilities 20 - 2) 18
Mortgage andasset-backed 31 7 m 37
Total restricted fixed maturities $524 $10 $(30) $504
2003 AMORTIZED GROSS GROSS

COST OR UNREALIZED UNREALIZED ESTIMATED

(DOLLAR AMOUNTS 1N M'“—’ON.S) ......... COST . GAINS | LOSSES FAIR VALUE
Fixed maturities:

U.S. corporate $574 $18 $21) $571
Public urilities 21 - - 21
Mortgage and asset-backed “4. i OB 47
Total restricted fixed maturities $639 $22 $(22) $639

pare fl

The scheduled maturity distribution of these restricted fixed
maturities as of December 31, 2004 is set forth below. Actual matu-
rities may differ from contractual marurities because issuers of secu-
rities may have the right to call or prepay obligations with or
without call or prepayment penalties.

AMORTIZED ESTIMATED
COST FAIR VALUE

(DOLLARS AMOUNTS IN MILLIONS)

Due 2005 $122 $117
Due 2006-2009 189 186
Due 2010-2014 140 130
Due2015andlacer 2 34
Subtotal 493 467
Mortgage and asset-backed L 37
Totat restricted fixed marurities $524 $504

The following table presents our restricted fixed maturicies by NAIC designations or equivalent ratings of the Nationally Recognized

Statistical Rating Organizations, as well as the percentage, based upon

estimated fair value, that each designation comprised as of December 31:

............................... 2004 R0

AMORTIZED  ESTIMATED % OF  AMORTIZED ESTIMATED % oF
NAICRATING ... RATING AGENCY EQUIVALENT DESIGNATION | COST OR COST FAIRVALUE ... TO¥AL COST ORCOST . FAIRVALUE ... TOTAL
{DOLLAR AMOUNTS IN MILLIONS)
1 AaalAalA $210 $206 41% $222 $224 35%
2 Baa . 314 298 59% . 415 413 65%
2 Caaandlower . - T, . 2 2. 0%
Total restricted fixed marurities $524 $504 100% $639 $639 100%

The following table sets forth the distribution across properry
type and geographic region for restricted commercial mortgage
loans as of December 31:

L. 2004 . 2003
CARRYING % OF CARRYING % oF
(DOLLAR AMOUNTS IN MILLIONS) ... VALUE ToTAL VALUE TOTAL
Property Type
Retail $161 45% $208 48%
Office 101 28% 106 25%
Industrial 50 14% 61 14%
Apartments 24 7% 28 7%
Mixed uselother 20 6% ... 27 6%
Toral $356 100% $430 100%
Region
South Adantic $ 95 27% $117 27%
Pacific 79 22% 920 21%
East North Central 46 13% 54 13%
Mountain 35 10% 42 10%
Middle Atlantic 29 8% 41 10%
East South Central 22 6% 23 5%
West North Central 21 6% 23 5%
West South Central 16 4% 25 6%
NewEngland 13 4% 15 3%
Toral 100% $430 100%

There is no allowance for losses related to these restricred
commercial mortgage loans.

fo

(21) RESTRICTIONS ON DIVIDENDS

Our insurance companies are testricted by state and foreign
regulations departments as to the amount of dividends they may pay
to their parent without regulatory approval in any year, the purpose of
which is to protect affected insurance policyholders, depositors or
investors. Any dividends in excess of limits are deemed “extraor-
dinary” and require approval. Based on statutory resules as of
December 31, 2004, our insurance companies could pay dividends of
$1,450 million to us in 2005 without obtaining regulatoty approval.

(22) SUPPLEMENTARY FINANCIAL DATA

We received from our insurance subsidiaries dividends of
$2,111 million ($1,244 million of which are deemed “extraor-
dinary”), $1,472 million ($1,400 million of which are deemed
“extraordinary”) and $840 million ($375 million of which are
deemed “extraordinary”), during 2004, 2003 and 2002, respec-
tively. During 2003, we also received dividends from insurance sub-
sidiaries related to discontinued operations of $495 million. We
declared dividends of $2,093 million, of which $2,061 million were
paid in 2004. We declared and paid dividends of $3,168 million to
our parent during 2003. We declared dividends of $171 million
during 2002 of which $107 million was paid in 2002 and $64 mil-
lion was paid in 2003.
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Our U.S. domiciled insurance subsidiaries file financial state-
ments with state insurance regulatory authorities and the NAIC
that are prepared on an accounting basis prescribed or permitted by
such authorities (statutory basis). Statutory accounting pracrices
differ from U.S. GAAP in several respects, causing differences in

time that loss ratios exceed 35% or (it) ten years. The statutory con-
tingency reserves as of December 31, 2004 for our U.S. mortgage
insurance subsidiaries was approximately $2.2 billion.

(23) OPERATING AND GEOGRAPHIC SEGMENTS

reported net earnings and stockholders’ interest. Permitted statutory
accounting practices encompass all accounting practices not so pre-
scribed but that have been specifically allowed by state insurance
authorities. Our insurance subsidiaries have no significant permit-
ted accounting practices.

Combined statutory net income for our U.S. dom1c1led
insurance subsidiaries for the years ended December 31, 2004, 2003
and 2002 is $638 million, $389 million and $26 million, respec-
tively. The combined starutory capiral and surplus and staturorily
required contingency reserves held by our U.S. mortgage insurance
subsidiaries as of December 31, 2004 and 2003 is $6.4 billion and
$7.0 billion, respectively.

The NAIC has adopted Risk-Based Capital (RBC) require-
ments to evaluate the adequacy of statutory capital and surplus in
relation to risks associated with: (i) asset risk, (ii) insurance risk, (iii)
interest rate risk, and (iv) business risk. The RBC formula is desig-
nated as an eatly warning tool for the states to identify possible
undercapitalized companies for the purpose of initiating regulatory
action. In the course of operations, we periodically monitor the
RBC level of each of our insurance subsidiaries. As of December 31,
2004 and 2003, each of our insurance subsidiaries exceeded the
minimum required RBC levels.

For statutory purposes, our mortgage insurance subsidiaries
are required to maintain a statutory contingency reserve. Annual
additions to the statutory contingency reserve must equal the
greater of (i) 50% of earned premiums or (ii) the required level of
policyholders position, as defined by state insurance laws. These
contingency reserves generally are held until the earlier of (i) the

(A) OPERATING SEGMENT INFORMATION

Prior to our corporate reorganization we conducted our oper-
ations in five business segments: (1) Protection, which includes our
life insurance, long-term care insurance, group life and health insur-
ance and payment protection insurance; (2) Retirement Income and
Investments, which includes our fixed, variable and income annu-
ities, variable life insurance, asset management and specialized
products, including GICs, funding agreements and structured set-
tlements; (3) Mortgage Insurance, which includes our morrgage
insurance products that facilitate homeownership by enabling bor-
rowers to buy homes with low-down-payment mortgages;
(4) Affinity, which includes life and healch insurance and other
financial products and services offered directly to consumers
through affinicy marketing arrangements with a variety of organi-
zations, an Institutional asset management business and several
other small businesses that are not part of our core ongoing busi-
ness; and (5) Corporate and Other, which includes net realized
investment gains (losses), interest and other debt financing expenses
and unallocated corporate income and expenses, as well as the
results of several small, non-core businesses that are managed out-
side our operating segments. The lines of business and assets and lia-
bilities of our Affinity segment were not transferred to us in our
corporate reorganization, therefore the results or operations of the
Affinity segment are only included in our results undl May 24, 2004.

The following is a summary of segment activity as of and for the years ended December 31, 2004, 2003 and 2002:

2004 RETIREMENT
INCOME
AND MORTGAGE CORPORATE
(DOLLAR AMOUNTS 1N MILLIONS) PROTECTION INVESTMENTS  INSURANCE AFFINITY ~ AND OTHER TOTAL
Premiums $ 4,481 $ 1,094 $ 800 $ 88 $ 96 $ 6,559
Net investment income 1,224 1,996 254 26 148 3,648
Net realized investment gains - - - - 26 26
Policy feesand otherincome 359 . 71 %6 o4 4 824
Towalrevenues e 6,064 . 3361 1090 ns 24 11,057
Benefits and other changes in policy reserves 2,890 1,633 165 80 36 4,804
Interest credited . 362 1,070 - ~ - 1,432
Underwriting acquisition and insurance expenses, net of deferrals 1,094 250 262 123 83 1,812
Amortization of deferred acquisition costs and intangibles 869 170 51 47 17 1,154
Dnterest expense = L T T 201 7
Toralbenefisand expenses - 5230 B4 78 30 37 9419
Earnings (loss) from continuing operations before income taxes 834 237 612 (32) (13) 1,638
Provision (benefif) forincome taxes L 306 - S 186 4y ©) 493
Net earnings (loss) from continuing operations 528 153 426 (14) 52 1,145
Total assets $31,806 $56,610 $6,428 5§ - $9,034 $103,878
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2003 RETIREMENT
INCOME
AND MORTGAGE CORPORATE
(DOLLAR AMOUNTS IN MILLIONS) PROTECTION  [NVESTMENTS ... INSURANCE ... AFELNITY  AND OTHER TOTAL
Premiums $ 4,588 % 1,049 $ 716 $ 244 $ 110 $ 6,707
Net investment income 1,199 2,511 218 62 Gl 4,051
Net realized investment gains - - - - 10 10
Policy feesandotherincome 36 23 B 200 8 915
Torl revenues Gud3 3803 982 266 8 11,683
Benefits and other changes in policy reserves 2,997 1,886 115 196 76 5,270
Interest credited 365 1,259 - - - 1,624
Underwriting acquisition and insurance expenses, net of deferrals 1,019 239 299 244 115 1,916
Amortization of deferred acquisition costs and intangibles 1,001 190 37 105 18 1,351
InCerestexpense B T T T 137 .10
Torl benefisand expenses = 2385 3574 Bl A 346 ... 10301
Earnings (loss) from continuing operations before income taxes 758 229 531 21 (157) 1,382
Provision (benefic) forincome taxes 2L [CT—— 162 S a3 413
Net earnings (Joss) from continuing operations $ 487 $ 151 $ 369 $ 16 5 (54) $ 969
Total assets $29,254 $55,614 $6,110 $2,315 $10,138 $103,431
2002 RETIREMENT
INCOME
AND MORTGAGE CORPORATE
(DOLLAR AMGUNTS IN MILLIONS) JPROTECTION  INVESTMENTS [NSURANCE . AFEINITY AND OTHER TOTAL
Premiums $4,088 $ 991 $677 $247 $104 $ 6,107
Net investment income (losses) 1,136 2,522 231 70 20 3,979
Net realized investment gains - - - - 204 204
Policy feesand otherincome 38l LB 38 CZA O o2
Torlrevenues e 5605 ... 3756 P46 oo 588 334 11,229
Benefits and other changes in policy reserves 2,630 1,769 46 180 15 4,640
Interest credited 362 1,283 - - - 1,645
Underwriting acquisition and insurance expenses, net of deferrals 930 221 233 312 112 1,808
Amortization of deferred acquisition costs and intangibles 846 210 39 116 10 1,221
IMMEIESTEXPENSE | e e e SRR T T 124 124
Towl benefits and expenses 4768 . 3483 38 608 W1 9438
Earnings from continuing operations before income taxes 837 273 628 (20) 73 1,791
Provision (benefiq) forincome taxes 283 87 77 D ) 41
Net earnings from continuing operations $ 554 $ 186 $451 $ (3) $192 $ 1,380
(B) REVENUES OF MAJOR PRODUCT GROUPS (C) GEOGRAPHIC SEGMENT INFORMATION
e We conduct our operations in two geographic regions:
(DOLLAR AMOUNTS IN MiLLIONS) 2004 005 2002 (1) United States and (2) International,
Long-term care insurance $ 2,311 § 2,408 § 2,087 The following is a summary of geographic region activity as of
Paymen protection insurance 1,549 1,615 1,572 and for the years ended December 31, 2004, 2003 and 2002.
Life insurance - 1,518 1,443 1,432
Group life and health insurance 686 877 ... 714 5004 UNITED INTER-
Total Protection segment revenues | 6,064 6143 5,605  (poriaRAMOUNTSIN MiLLIONS) - STATES, NATIONAL. .. TOTA
Spread-based producs 3,044 3,468 3,447 Toral revenues $ 8902 $2,155 $ 11,057
Fee-basedproducts . 317 335 . 309 Net earnings from continuing operations
Total Retirement Income and Investments . beforeaccounting change . $ 818 8 3278 Ll145
.segmentrevenues 3,361 3.803 3756  Totalassets $96,450  $7,428 $103,878
U.S. mortgage insurance 609 665 750 2003
Internarional mortgage insurance 481 . 317 196 i revenues $ 9632 $2051 § 11,683
Total Mortgage Insurance segment revenues 1,090 982 946 . . .
"""" - B Net Cal’ﬂlngs from contmumgopcratlons
Affinicy segmentrevenues A8 366 388 beforeaccountingchange ... $.717 % 2528 969
Corporate and Other segment revenues 324 189 ... 334 Toral assers $96.452  $6979 $103,431
Total revenues $11,057 $11,683 $11,229 2002
Total revenues $ 9,622  $1,607 $ 11,229
Net earnings from continuing operations
before accounting change $ 1,217 § 163 $§ 1,380
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£125




part Il

(24) QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

Our unaudited quartetly results of operations for the year ended December 31, 2004 are summarized in the table below.

THREE MONTHS ENDED

MARCH 31, JUNE 30, SEPTEMBER 30, DECEMBER 31,
(AMOUNTS (N MILLIONS, EXCEPT PER SHARE AMOUNTS) 2004 2004 004 2004
O e OES e oo $3,024 | $29271 | 82470 $2642
Toral benefitsand expenses L $2,647 . 92482 | 82063 8227
Net earnings from continuing operations before accounting change $ 260 $ 268 $ 271 $ 346
Gain on sale of discontinued operations, net of taxes 7 - - -
Cumulaive effect of accounting change, nevoftaxes e S T T T
Ner earnings $ 272 $ 268 $ 271 $ 346
Pro forma earnings per share:
Basic earnings per common share:
Net earnings from continuing operations before accounting change $ 0.53 $ 0.55 $ 0.55 $ 071
Gain on sale of discontinued operations, net of taxes 0.01 ~ - ~
Cumulative effect of accounting change, nevofaxes OO T T -
Basic earnings per common share $ 0.56 $ 0.55 $ 0.55 $ 071
Diluted earnings per common share:
Net earnings from continuing operations before accounting change $ 0.53 $ 0.55 $ 0.55 $ 0.70
Gain on sale of discontinued operations, ner of taxes 0.01 - - -
Cumulacive effect of accounting change netof taxes 0oL . T T -
Diluted earnings per share $ 0.56 $ 0.55 $ 0.55 $ 0.70
Shares outstanding:
Basic 489.5 489.5 489.6 489.6
Diluted 489.5 490.1 490.4 492.4

Our unaudited quarterly results of operations for the year ended December 31, 2003 are summarized in the table below.

THREE MONTHS ENDED

MARCH 31, JUNE 30, SEPTEMBER 30, DECEMBER 3I,
(AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) e 2003 2003 2003 L. 2003
e e 82834 ... $2867 i 52916 ....53,066
Towalbenclissand expenses | $2480 . 52473 .. $2593 ... 32733
Net earnings from continuing operations before accounting change $ 254 $ 265 $ 230 $ 220
Net earnings from discontinued operations, net of taxes 77 99 10 -
Loss an sale of discontinued operations, net of eaxes T T ©7) @
Net earnings $ 331 $ 364 $ 173 $ 213
Earnings per share:
Basic earnings per common share:
Net earnings from continuing operations before accounting change $ 052 $ 0.54 $ 047 $ 045
Net earnings from discontinued operations, net of taxes 0.16 0.20 0.02 -
Loss on sale of discontinued operations, net of taxes T T 001
Basic earnings per common share $ 0.68 $ 074 $ 0.35 $ 0.44
Diluted earnings per common share:
Net earnings from continuing operations before accounting change $ 0352 $ 0.54 $ 047 $ 045
Net earnings from discontinued operations, net of taxes 0.16 0.20 0.02 -
Loss on sale of discontinued operations, net of taxes | T T ©14) ... 00D
Diluted earnings per common share $ 0.68 $ 0.74 $ 0.35 $ 0.44
Shares outstanding:
Basic 489.5 489.5 489.5 489.5
Diluted 489.5 489.5 489.5 489.5
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(25) LITIGATION

Wee face a significant risk of litigation and regulatory investi-
gations and actions in the ordinary course of operating our busi-
nesses, including class action lawsuits. Our pending legal and
regulatory actions include proceedings specific to us and others gen-
erally applicable to business practices in the industries in which we
operate. Plaintiffs in class action and other lawsuits against us may
seek very large or indeterminate amounts, including punitive and
treble damages, which may remain unknown for substantial periods
of time. A substantial legal liability or a significant regulatory action
against us could have an adverse effect on our financial condition
and results of operations. Moreover, even if we ultimately prevail in
the litigation, regulatory action or investigation, we could suffer sig-
nificant reputational harm, which could have an adverse effect on
our business, financial condition or results of operations.

One of our insurance subsidiaries is named as a defendant in
a lawsuit, McBride v. Life Insurance Co. of Virginia dba GE Life and
Annuity Assurance Co., related to the sale of universal life insurance
policies. The complaint was filed on November 1, 2000, in Georgia
state court, as a class action on behalf of all persons who purchased
certain universal life insurance policies from that subsidiary and
alleges improper practices in connection with the sale and adminis-
tration of universal life policies. We have vigorously denied liability
with respect to the plaintiff’s allegations. Nevertheless, to avoid the
risks and costs associated with protracted litigation and to. resolve
our differences with policyholders, we agreed in principle on
October 8, 2003 to settle the case on a nationwide class basis with
respect to the insurance subsidiary named in the lawsuit. The settle-
ment provides benefits to the class, and allows us to continue to
serve our customers’ needs undistracted by disruptions caused by lit-
igation. The court gave final approval to the settlement on August 12,
2004. In the third quarter of 2003, we accrued $50 million in
reserves relating to this litigation, which represents our best estimate
of bringing this marter to conclusion. The precise amount of pay-
ments in this matter cannot be estimated because they are depend-
ent upon the number of individuals who ultimately will seek relief
in the claim form process of the class settlement, the identity of such
claimants and whether they are entitled to relief under the sectle-
ment terms and the natire of the relief to which they are entitled.

part [l

That process is currently underway. In addition, approximately
650 class members elected to exclude themselves from the class
action settlement. In the fourth quarter of 2004, we reached an
agreement in principle to settle the threarened claims of policy-
holders who had excluded approximately 500 policies from the class
action settlement. At that time, we accrued a reserve for the sectle-
ment in principle. We have also been named as a defendant in six
lawsuits brought by 67 class members who elected to exclude them-
selves from the class action settlement. We cannot determine at this
point whether or how many other class members who have excluded
themselves from the class action will initiate individual actions
against us, or the effect of such suits or claims, including the six
pending lawsuits, on our financial condition or results of operations.

One of our mortgage insurance subsidiaries is named as a
defendant in two lawsuits filed in the U.S. District Court for the
Northern District of Illinois, William Portis et al. v. GE Mortgage
Insurance Corp. and Karwo v. Citimortgage, Inc. and General Electric
Mortgage Insurance Corporation. The Portis complaint was filed on
January 15, 2004, and the Karwo complaint was filed on March 15,
2004. Fach action seeks certification of a nationwide class of con-
sumers who allegedly were required to pay for our private morcgage
insurance at a rate higher than our “best available rate,” based upon
credit information we obtained. Each action alleges that the Fair
Credit Reporting Act (“FCRA”) requires an “adverse action” notice
to such borrowers and that we violated the FCRA by failing to give
such notice. The plaintiffs in Portis allege in the complaint that they
are entitled to "actual damages” and “damages within the Court’s
discretion of not more than $1,000 for each separate violation” of
the FCRA. The plainuffs in Kzrwo allege that they are entitled to
“appropriate actual, punitive and statutory damages” and “such
other or further relief as the Court deems proper.” In the Karwo
case, the codefendant, CitiMortgage, filed 2 motion to dismiss,
which was recently denied. Similar cases were filed against six other
mortgage insurers. In two of those cases, both in the Middle District
of Florida, the judges have denied motions for class certification. A
motion for reconsideration has been filed in one of these cases and
the other was dismissed following a settlement with the named
plaintiff. We intend to defend vigorously against these actions, but
we cannot predict their outcome.
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ITEM 9.
CHANGES IN AND DISAGREEMENTS
WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.
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ITEM 9A.
CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

As of December 31, 2004, an evaluation was conducted
under the supervision and with the participation of our manage-
ment, including our Chief Executive Officer and Chief Financial
Officer, of the effectiveness of the design and operation of our dis-
closure controls and procedutes (as defined in Rules 13a-15(e) and
15d-15(e} under the Securities Exchange Act of 1934). Based on
this evaluation, the Chief Executive Officer and the Chief Financial
Officer concluded that the design and operation of these disclosure
controls and procedures were effective.

MANAGEMENT’'S ANNUAL REPORT'ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintain-
ing adequate internal control over financial reporting for our com-
pany. With the participation of the Chief Executive Officer and the
Chief Financial Officer, our management conducted an evaluation of
the effectiveness of our internal control over financial reporting based
on the framework and criteria established in /nternal Control —
Integrated Framework, issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this evalua-
tion, our management has concluded that our internal control over
financial reporting was effective as of December 31, 2004.

Our independent auditor, KPMG LLP, a registered public
accounting firm, has issued an attestation report on our manage-
ment’s assessment of our internal control over financial reporting.
This attestation report appears below.

/s/ Michael D. Fraizer
Michael D. Fraizer
Chairman, President and
Chief Executive Officer
/s/ Richard P McKenney
Richard P McKenney
Senior Vice President fi

Chief Financial' Officer

February 11, 2005
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Genworth Financial, Inc.:

We have audited management’s assessment, included in the
accompanying Management’s Annual Report on Internal Control
over Financial Reporting that Genworth Financial, Inc. (the
Company) maintained effective internal control over financial
reporting as of December 31, 2004, based on criteria established in
Internal Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).
The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, Our respon-
sibility is to express an opinion on management’s assessment and an
opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audi.

We conducted our audit in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over
financial reporting, evaluating management’s assessment, testing
and evaluating the design and operating effectiveness of internal
control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the relia-
bility of financial reporting and the preparation of financial state-
ments for external purposes in accordance with U.S. generally
accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1)
pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transac-
tions are recorded as necessary to permit preparation of financial
statements in accordance with U.S. generally accepted accounting
principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisi-
tion, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limirations, internal contro! over
financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Genworth
Financial, Inc. maintained effective internal control over financial
reporting as of December 31, 2004, is fairly stated, in all material
respects, based on criteria established in Internal Control -
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also, in our
opinion, Genworth Financial, Inc. maintained, in all macerial
respects, effective internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal
Control - Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States), the
statement of financial position of Genworth Financial, Inc. as of
December 31, 2004 and 2003, and the related statements of earn-
ings, stockholders’ interest, and cash flows for each of the years in
the three-year period ended December 31, 2004, and our report
dated February 11, 2005 expressed an unqualified opinion on those
financial statements.

As discussed in note 2 to the financial statements, the Company
changed its method of accounting for certain nontraditional long-
duration contracts and for separate accounts in 2004, variable inter-
est entities in 2003, and goodwill and other intangible assets in 2002.

/sl KPMG LLP

Richmond, Virginia
February 11, 2005

CHANGES IN INTERNAL CONTROL OVER
FINANCIAL REPORTING DURING
" THE QUARTER ENDED DECEMBER 31, 2004

There were no changes in our internal control over financial
reporting that occurred during the quarter ended December 31,
2004 that have materially affected, or are reasonably likely to mate-
rially affect, our internal control over financial reporting.

ITEM 9B.
OTHER INFORMATION

None.
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PART III

ITEM 10.

DIRECTORS AND EXECUTIVE OFFICERS

OF THE REGISTRANT

The following table sets forth certain information concerning our directors and executive officers:

Name Age BosItiOns
Michael D. Fraizer 46 Chairman, President and Chief Executive Officer

Thomas H. Mann 54 President and Chief Executive Officer — Mortgage Insurance

Pamela S. Schutz 50 President and Chief Executive Officer — Retirement Income and Investments
George R. Zippel 45 President and Chief Executive Officer — Protection

K. Rone Baldwin 46 Senior Vice President — Employee Benefits Group

Mark W. Griffin 46 Senior Vice President — Chief Risk Officer

Michael S. Laming 53 Senior Vice President — Human Resources

Scott J. McKay 43 Senior Vice President — Operations & Quality and Chief Information Officer
Richard P. McKenney 36 Senior Vice President — Chief Financial Officer

Victor C. Moses 57 Senior Vice President — Chief Actuary

Joseph J. Pehota 43 Senior Vice President — Business Development

Jean S. Peters 53 Senior Vice President - Investor Relations and Corporate Communications
Leon E. Roday 51 Senior Vice President — General Counsel and Secretary

William R. Wright, Jr. 52 Senior Vice President — Chief Investment Officer

Frank J. Borelli 69 Director

Elizabech J. Comstock 44 Director

Pamela Daley 52 Director

Dennis D. Dammerman 59 Director

J. Robert Kerrey 61 Director

David R. Nissen 53 Director

James A. Parke 59 Director

Thomas B. Wheeler 68 Director

EXECUTIVE OFFICERS AND DIRECTORS

The following sets forth certain biographical information with respect to our executive officers and directors listed above.

MICHAEL D. FRAIZER has been our Chairman, President and
Chief Executive Officer since the completion of the IPO and prior
to the IPO was a Vice President of GE since December 1995 and a
Senior Vice President of GE since June 2000. Mr. Fraizer was
Chairman of the Board of GEFAHI from November 1996 to
May 2004 and President and Chief Executive Officer of GEFAHI
from April 1997 to June 2004. Mr. Fraizer also has been a direcror
of GE Capital and General Electric Capital Services, Inc. Mr.
Fraizer led the Consumer Savings and Insurance Group, a predeces-
sor of GEFAHI, from February 1996 until the formation of
GEFAHI in October 1996. Prior to that time, Mr. Fraizer was
President and Chief Executive Officer of GE Capital Commercial
Real Estate, an affiliate of our company, from July 1993 to
December 1996, leading both the GE Consumer Savings and

Insurance Group and GE Capital Commercial Real Estate from
February to December 1996. From July 1991 to June 1993, he was
Vice President - Portfolio Acquisitions and Ventures of GE Capiral
Commercial Real Estate. From December 1989 to June 1991, Mr.
Fraizer was President and Managing Director, GE Japan, an affiliate
of our company. From July 1983 to November 1989 Mr. Fraizer
served in various capacities as a member of GE's Corporate Audit
Staff and Corporate Business Development after joining GE in its
Financial Management Program. Mr. Fraizer received a B.A. in
Political Science from Carleton College in 1980. He is a member of
the board of the American Council of Life Insurers.

THOMAS H. MANN has been our President and Chief
Executive Officer - Mortgage Insurance since the completion of the
IPO and has been President, Chief Executive Officer and a Director
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of General Electric Mortgage Insurance Corporation, or GE
Mortgage, a subsidiary of our company, since May 1996. Prior to
the IPO, he was a Vice President of GE since April 1996. From
March 1990 to April 1996, Mr. Mann served as Vice President of
GE Capital and General Manager of GE Capital Vendor Financial
Services. Prior to that time, he served as Executive Vice President —
Operations with GE Mortgage from August 1986 to March 1990.
From November 1984 to August 1986, Mr. Mann served as
Manager - Finance Operations at GE Capiral’s Real Estate Financial
Services Division, and from August 1976 to November 1984, he
served in various capacities as a member of GE’s Corporate Audit
Staff. Mr. Mann received a B.S. in Business Administration from
the University of North Carolina at Chapel Hill in 1973. He is a
member of the Housing Policy Council Executive Committee, part
of the Financial Services Roundrable.

PAMELA S. SCHUTZ has been our President and Chief
Executive Officer — Retirement Income and Investments since the
completion of the IPO and has been President and Chief Executive
Officer of GE Life and Annuity Assurance Company, a subsidiary of
our company, since June 1998. Prior to the IPO, she was a Vice
President of GE since October 2000. From May 1997 to July 1998,
Ms. Schutz served as President of The Harvest Life Insurance
Company, then an affiliate of our company. Prior to that time, Ms.

Schutz served in various capacities with GE Capital Commercial

Real Estate from February 1978 to May 1997, attaining the posi-
tion of President, GE Capital Realty Group in May 1994. Ms.
Schurz received a B.A. in Urban Planning from Briarcliff College in
1976 and an M.S. in Business from American University in 1978.
She is a member of the boards of the National Association of
Variable Annuities and MIB Group, Inc.

GEORGE R. ZIPPEL has been our President and Chief Executive
Officer — Protection since the completion of the IPO and has been
the President and Chief Executive Officer of Independent Brokerage
Group, a business unit of our company, since September 1999. Prior
to the IPO, he was a Vice President of GE since July 2001. From
July 1997 to September 1999, he was President of GE Lighting
Systems, a division of GE. Prior to thar time, Mr. Zippel served in
various capacities with GE Industrial Systems from' July 1991 to
July 1997. Prior thereto, he was a Manager of Corporate Initiatives
from September 1989 to July 1991. From September 1984 to
September 1989, he held various positions on GE’s Corporate Audit
Staff. Prior thereto, Mr. Zippel participated in GE’s Financial
Management Program, and upon graduating from the program,
worked as a Financial Analyst for GE Semiconductor. Mr. Zippel
received a B.A. in Economics from Hamilton College in 1981.

K. RONE BALDWIN has been our Senior Vice President -
Employee Benefits Group since the completion of the IPO and has
been Senior Vice President — Employee Benefits Group of GEFAHI
since March 2004. Prior to the IPO, he was Senior Vice President -
Strategic Development at GE Insurance, a business unit of GE
Capiral, from September 2002 to February 2004 and a Vice
President of GE since July 2000. From September 1998 to
September 2002, he was the President and CEO of GE Edison Life

Insurance Company, then an affiliate of our company. Prior to that
time, Mr. Baldwin was President of GE Capital Japan from
March 1997 to September 1998 and Vice President - Business
Development at GE Capital from December 1994 to March 1997.
From September 1989 to December 1994, Mr. Baldwin was Senior
Vice President at Mutual of New York. Prior thereto, Mr. Baldwin held
positions with Goldman, Sachs & Co. and Booz Allen & Hamilton.
Mr. Baldwin received a B.A. in Physics from Ambherst College in 1980
and an M.B.A. from Harvard Business School in 1982.

MARK W. GRIFFIN has been our Senior Vice President — Chief
Risk Officer since the completion of the IPO and prior to the IPO
was the Chief Risk Manager of GE Insurance, a business unit of GE
Capital, since August 2002, From January 2000 to August 2002,
Mt. Griffin was Chief Risk Manager of GEFAHI. Prior thereto, Mr.
Griffin was Vice President, Risk Markets & Executive Director,
Pension & Insurance with Goldman, Sachs & Co. from August 1994
to December 1999. From December 1986 to August 1994,
Mr. Griffin was Executive Director — Fixed Income and Principal,
Fixed Income Sales with Morgan Stanley. Prior thereto, Mr. Griffin
was an Assistant Actuary with the Metropolitan Life Insurance
Company from July 1982 to December 1986. Mr. Griffin received a
B.A. in Mathematics from the University of Waterloo in 1982. Mr.
Griffin is a Fellow of the Society of Actuaries and the Canadian
Institute of Actuaries, and is a Chartered Financial Analyst. He
holds an FRM, or Financial Risk Manager, designation from the
Global Association of Risk Professionals and a PRM, or Professional
Risk Manager, designation from the Professional Risk Management
International Association.

MICHAEL S. LAMING has been our Senior Vice President -
Human Resources since the completion of the IPO and prior to the
IPO was a Senior Vice President of GE Insurance, a business unit of
GE Capiral, since August 2001 and a Vice President of GE since
April 2003. From July 1996 to August 2001, Mr. Laming was a
Senior Vice President at GEFAHI and its predecessor companies.
Prior thereto, he held a broad range of human resource positions in
operating units of GE and at GE corporate headquarters. He gradu-
ated from the GE Manufacturing Management Program in 1978,
Mr. Laming received both a B.S. in Business Administration in
1974 and a Masters of Organization Development in 1983 from
Bowling Green State University.

SCOTT J. MCKAY has been our Senior Vice President ~ Operations
& Quality and Chief Information Officer since August 2004. Prior
thereto, he was Senior Vice President — Operations & Quality from
the completion of the IPO to August 2004. Prior to the [PO was the
Senior Vice President, Operations & Quality of GEFAHI since
December 2002. From July 1993 to December 2002, Mr. McKay
served in various information technology related positions at
GEFAHT’s subsidiaries, including Chief Technology Officer, and
Chief Information Officer of Federal Home Life Assurance
Company. Prior thereto, he was Officer and Director of Applica-
tions for United Pacific Life Insurance Company from July 1992 to
July 1993, and an IT consultant for Sycomm Systems and Data
Executives, Inc. from January 1985 to July 1992. Mr. McKay
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received a B.S. in Computer Science from West Chester University
of Pennsylvania in 1983.

RICHARD P. MCKENNEY has been our Senior Vice President —
Chief Financial Officer since the completion of the IPO and prior
to the IPO was, since December 2002, a Senior Vice President and

the Chief Financial Officer of GEFAHI. From May 2000 to .

October 2002, he was Vice President of Business Planning and
Analysis of GEFAHI. Prior thereto, Mr. McKenney was Manager of
Financial Planning from October 1996 to April 1998 and Chief
Financial Officer from April 1998 to May 2000 at GE Life &
Annuity Assurance Company, an affiliate of our company. From
July 1993 to October 1996, he held various positions on GE’s
Corporate Audit Staff. Prior thereto, Mr. McKenney was in the GE
Manufacturing Management Program from June 1991 to July 1993.
Mr. McKenney received a B.S. in Mechanical Engineering from
Tufts University in 1991.

VICTOR C. MOSES has been our Senior Vice President — Chief
Actuary since the completion of the IPO and prior to the IPO was
Senior Vice President — Actuarial/Capital Management of GEFAHI
since January 2000. From 1971 to 1983 Mr. Moses worked in vari-
ous positions at SAFECO Life Insurance Company and from 1983
to 1993 he served in various capacities with GNA, ultimately serv-
ing as both Chief Actuary and Chief Financial Officer. In 1993, GNA
was acquired by GE Capital, and from then until December 1999,
Mr. Moses was Senior Vice President — International Business
Development at GEFAHI and its predecessor companies. Mr.
Moses received a B.A. in Math from Seattle Pacific University in
1970. Mr. Moses is a Fellow in the Society of Actuaries and a
Member of the American Academy of Actuaries. He serves on the
Board of Trustees of Seattle Pacific University.

JOSEPH J. PEHOTA has been our Senior Vice President —
Business Development since the completion of the IPO and prior to
the IPO was Senior Vice President — Business Development of
GEFAHI since August 1998. From February 1996 ro July 1998, he
was the Chief Risk Manager for GE Equity, an affiliate of our com-
pany. Prior thereto, Mr. Pehota was Vice President and Manager of
Global Distribution for the GE Capital Structured Finance Group,
an affiliate of our company, from January 1995 to February 1996.
From March to December 1994, he was the Vice President of
Restructuring and Underwriting — North America, for GE Capital’s
Aviation Services business, an affiliate of our company. Prior
thereto, Mr. Pehota held various leadership positions with GE
Capital’s Structured Finance Group, an affiliate of our company,
from July 1988 to February 1994. Mr. Pehota received a B.S. in
Finance from the University of Connecticut in 1983 and an M.B.A.
from New York University in 1988.

JEAN S. PETERS has been our Senior Vice President — Investor
Relations and Corporate Communications since May 2004. From
January 1999 to April 2004, she was the Senior Vice President of
Investor Relations for John Hancock Financial Services, Inc. From
February 1994 to January 1999, Ms. Peters was the Vice President
of Investor Relations for Allmerica Financial Corporation. Prior
thereto, she was the Second Vice President of Investor Relations

from August 1989 to February 1994, and the Assistant Vice
President of Corporate Communications from January 1986 to
August 1989, for Capital Holding Corporation. From August 1984
to January 1986, Ms. Peters was the Business Editor for the Dayton
Daily News and Journal Herald. Prior thereto, from February 1982
to August 1984, she was a business writer for the Louisville Courier-
Journal. Ms. Peters received a B.S. in Journalism from Northwestern
University in 1974. She is a member of the board of the National
Investor Relations Institute, Boston Chapter.

LEON E..RODAY has been our Senior Vice President, General -
Counsel and Secretary since the completion of the IPO and prior to
the completion of the IPO was Senior Vice President, General
Counsel, Secretary and a Director of GEFAHI and its predecessor
companies since May 1996 and a Vice President of GE since
November 2002. From October 1982 through May 1996, Mr.
Roday was at the law firm of LeBoeuf, Lamb, Greene & MacRae,
LLB and he was a partner at that firm from 1991 to 1996. Mr.
Roday received a B.A. in Political Science from the University of
California at Santa Barbara in 1977 and a J.D. from Brooklyn Law
School in 1982. Mr. Roday is a member of the New York Bar
Association. ‘ :

WILLIAM R. WRIGHT, JR. has been our Senior Vice President —
Chief Investment Officer since the completion of the IPO and prior
to the completion of the IPO was Executive Vice President and CIO
of Fixed Income — Insurance at GEAM, since April 2003. From
March 2000 to March 2003, he was the Managing Director and
Chief Investment Officer of GE Edison Life Insurance Company, in
Tokyo, Japan. From January 1996 to March 2000 he was the
Managing Director of GEAM’s first non-U.S. subsidiary in
London. Prior thereto, Mr. Wright was the Vice President/Portfolio
Manager of International Fixed Income for GE Investments
Corporation from May 1993 to January 1996. Prior to joining GE,-
he was a global fixed income portfolio manager at Continental Asset
Management, a subsidiary of Continental Corporation, from 1985 .
t0 1993. From 1980 to 1985 he held various positions with Bankers
Trust Company. Mr. Wright received an MBA in Finance from New
York University Stern School of Business Administration in 1987, a
Diploma in Chinese Mandarin from Defense Language Institute,
and a B.A. in Political Science and East Asian Studies from
Wittenberg University in 1975. He is a member of both the New
York Society of Security Analysts and the Association of Investment
Management and Research.

FRANK J. BORELLI is 2 member of our board of directors. Mr.
Borelli has been a Senior Advisor to MMC Capital,'a wholly owned
subsidiary of Marsh & McLennan Companies, Inc., since his retire-
ment from Marsh & McLennan on January 2, 2001. Prior theréto,
hé was Senior Vice President of Marsh & McLennan from April to
December 2000 and Senior Vice President and. Chief Financial
Officer from' September 1984 to April 2000. He is a director and
Audit Committee Chairman of Express Scripts, Inc. and is Presiding
Director of the Interpublic Group of Companies. He was a Director -
of Marsh & McLennan from May 1988 to October 2000. Mr.
Borelli is past Chairman and Director of the Financial Executives
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International and is also Chairman Emeritus of the Board of

' . Trustees of the New York City Chapter of the National Multiple

Sclerosis Society, a Trustee of St. Thomas Aquinas College and

.Chairman of the Nyack Hospital. Mr. Borelli received a B.B.A. in
Business Administration from Bernard M. Baruch College, City
University of New York in 1956.

ELIZABETH J. COMSTOCK is a member of our board of direc-
tors. Ms. Comstock has been Vice President and Chief Marketmg
Officer of GE since July 2003. From 1998 to 2003 Ms. Comstack
was Vice President of Corporate Communications at GE. From
1996 to 1998 Ms. Comstock was Senior Vice President of NBC
Communications and from 1993 to 1996 was Vice President of
NBC News Communications. Prior thereto, Ms. Comstock served
as an entertainment media director at CBS Television from 1992 to
1993 and as the New York-based head of communications for
Turner Broadcasting from 1990 to 1992. Prior thereto, from 1986
to 1990 she held various positions at NBC News. Ms. Comstock
received a B.S. degree in Biology from the College of William and
Mary in 1982. Ms. Comstock was designated to our board of direc-

~ tors by GE. ‘

PAMELA DALEY is a member of our board of directors. Ms.

Daley has been Vice President, Corporate Business Development at
GE since July 2004, and was Vice President and Senior Counsel for
Transactions at GE from 1991 to 2004, was Senior Counsel for
Transactions at GE from 1990 to 1991 and was Tax and Finance
Counsel at GE from 1989 to 1990. Prior thereto, Ms. Daley was a
partner at Morgan, Lewis & Bockius LLB, from 1986 to 1989 and
an associate at that firm from 1979 to 1986. Ms. Daley received an
~ A.B. in Romance Languages and Literatures from Princeton
University in 1974 and a ].D. from the University of Pennsylvania
in 1979. Ms. Daley was designated to our board of directors by GE.

DENNIS D. DAMMERMAN i$ a member of our board of direc-

tors. Mr. Dammerman has been a Vice Chairman and Executive
Officer of GE and the Chairman of GE Capiral Services, Inc. since
1998. Mr. Dammerman has also been a Director of GE since 1994.
From 1984 to 1998 he was Senior Vice President — Finance and
Chief Financial Officer at GE, and from 1981 to 1984 he was Vice
President and General Manager of GE Capital’s Real Estate Financial
Services Division. Prior thereto, from 1967 to 1981 he had various
financial assignments in several GE businesses. Mr. Dammerman
received a B.A. from the University of Dubuque in 1967. Mr.
Dammerman was designated to our board of directors by GE.

_ J. ROBERT “BOB” KERREY is a member of our board of direc-
tors. Mr. Kerrey has been the President of New School University
since 2001. From January 1989 to December 2000, he was a U.S.
Senator for the State of Nebraska. Mr. Kerrey was a democratic can-
didate for President in 1992. From January 1982 to December 1987,
Mr. Kerrey served as Governor of Nebraska. Prior thereto, Mr.
Kerrey was an independent businessman and founder of a chain of
restaurants and health clubs. Mr. Kerrey served in Vietnam as a Navy
SEAL from 1966 to 1969, for which he received the Congressional
Medal of Honor. He serves on the boards of Jones Apparel Group,

Inc. and Tenet Healtheare Corporation. Mr. Kerrey received a B.S. in
Pharmacy from the University of Nebraska in 1966.

'DAVID R. NISSEN ‘is a member of our board of directors. Mr.
Nissen has been President and CEQO of GE Consumer Finance since
1993 and a Senior Vice President at GE since 2001. From 1990 to
1993, Mr. Nissen was General Manager of U.S. Consumer
Financial Services at Monogram Bank, an affiliate of GE. Prior
thereto, from 1980 to 1990 he held various management positions

" in several GE businesses. Mr. Nissen received a B.A. in Economics

from Northwestern University in 1973 and an M.B.A. from the
University of Chicago in 1975. Mr. Nissen was designated to our
board of directors by GE.

JAMES A. PARKE is a member of our board of directors. Mr.
Parke has been Vice Chairman and Chief Financial Officer of GE
Capital and a Senior Vice President at GE since 2002. From 1989 to
2002 he was Senior Vice President and Chief Financial Officer at
GE Capital and a Vice President of GE. Prior thereto, from 1981 to
1989 he held various management positions in several GE busi-
nesses. Mr. Parke received a B.A. in History, Political Science and
Economics from Concordia College in Minnesota in 1968. Mr.
Parke was designated to our board of directors by GE.

THOMAS B. WHEELER is a member of our board of directors.
Mr. Wheeler was a member of the Massachusetts Mutual (now
known as MassMutual Financial Group) field sales force from
May 1962 to June 1983, serving as-Agent and General Agent, and
served as Executive Vice President of Massachusetts Mutual’s insur-
ance and financial management line from July 1983 to December
1986. He became President and Chief Operating Officer of
MassMutual in January 1987, President and Chief Executive
Officer of MassMutual in October 1988 and Chairman and Chief
Executive Officer of MassMutual in March 1996. He retired as
Chief Executive Officer in January 1999 and retired as Chairman in
December 2000. Mr. Wheeler is a former director of BankBoston, a
director of EstateWorks and a director of Textron, Inc. He is a
trustee of the Basketball Hall of Fame, Conservancy of S.W. Florida
and the Woods Hole Oceanographic Institution. Mr. Wheeler
received a B.A. in American Studies from Yale University.

OTHER INFORMATION

We will provide the remaining information that is responsive -
to this Item 10 in our definitive proxy statement or in an amend-
ment to this Annual Report not later than 120 days after the end of
the fiscal year covered by this Annual Report, in either case under
the captions “Election of Directors,” “Corporate Governance,”
“Section 16(a) Beneficial Ownership Reporting Compliance,” and
possibly elsewhere therein. That information is incorporated into
this Irem 10 by reference.
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ITEM 11.
EXECUTIVE COMPENSATION

We will provide information that is responsive to this Irem 11
in our definitive proxy statement or in an amendment to this
Annual Report not later than 120 days after the end of the fiscal year
covered by this Annual Report, in either case under the captions
“Directors’ Compensation and Benefit Program,” “Executive
Compensation Practices,” “Contingent Long-Term Performance
Incentive Awards,” “Stock Options and Stock Appreciation Rights,”
“Summary Compensation Table,” “Retirement Benefits,” “Change
In Control Plan,” “Approval of the 2004 Genworth Financial, Inc.
Omnibus Incentive Plan,” and possibly elsewhere therein. That
information is incorporated into this Item 11 by reference.

ITEM 12.
SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

We will provide information that is responsive to this Irem 12
in our definitive proxy statement or in an amendment to this
Annual Report not later than 120 days after the end of the fiscal year
covered by this Annual Report, in either case under the caption
“Stock Ownership,” “Equity Compensation Plans” and possibly
elsewhere therein. That information is incorporated into this
Item 12 by reference.

ITEM 13.
CERTAIN RELATIONSHIPS AND
RELATED TRANSACTIONS

We will provide information that is responsive to this Item 13
in our definitive proxy statement or in an amendment to this Annual
Report not fater than 120 days after the end of the fiscal year covered
by this Annual Report, in either case under the caption “Certain
Relationships and Transactions,” and possibly elsewhere therein:
That information is incorporated into this [tem 13 by reference.

ITEM 14.
PRINCIPAL ACCOUNTANT
FEES AND SERVICES

We will provide information that is responsive to this Item 14
in our definitive proxy statement or in an amendment to this
Annual Report not later than 120 days after the end of the fiscal year
covered by this Annual Report, in cither case under the caption
“Independent Auditor,” and possibly elsewhere therein. That infor-
mation is incorporated into this Item 14 by reference. ’
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NUMBER

32

3.3

4.1

4.2

4.3

4.4

4.5

4.6

4.7

partlV

PART IV

ITEM 15.
EXHIBITS AND
FINANCIAL STATEMENT SCHEDULES

(a) Exhibirs

DESCRIPTION

Amended and Restated Certificate of Incorporation of
Genworth Financial, Inc. (incorporated by reference to
Exhibit 3.1 to the Current Report on Form 8-K dated
June 7, 2004) '

Amended and Restated Bylaws of Genworth Financial,
Inc. (incorporated by reference to Exhibit 3.2 to the
Current Report on Form 8-K dated December 3, 2004)
Certificate of Designations for Series A Cumulative
Preferred Stock (incorporated by reference to Exhibit 3.3

~ to the Current Reporc on Form 8-K dated June 7, 2004)

Specimen Class A Common Stock certificate (incorpo-
rated by reference to Exhibit 4.1 to the Registration
Statement on Form S-1 (No. 333-112009) (che
“Registration Statement”)

Indenture, dated as of June 26, 2001, between GE
Financial Assurance Holdings, Inc. and The Chase
Manhattan Bank, as Trustee (incorporated by reference to
Exhibit 4.2 to the Registration Statement)

First Supplemental Indenture, dated as of June 26, 2001,
among GE Financial Assurance Holdings, Inc., The
Chase Manhattan Bank, as Trustee, Paying Agent and
Exchange Rate Agent, and The Chase Manhattan Bank,
Luxembourg, S.A., as Paying Agent (incorporated by ref-
erence to Exhibit 4.3 to the Registration Statement)
Second Supplemental Indenture among GE Financial
Assurance Holdings, Inc., Genworth Financial, Inc. and
JPMorgan Chase Bank (formerly known as The Chase
Manhattan Bank.), as Trustee (incorporated by reference
to Exhibit 4.4 to the Current Report on Form 8-K dated
June 7, 2004)

ISDA Master Agreement, dated as of March 2, 2000,
between Morgan Stanley Derivative Products Inc. and GE
Financial Assurance Holdings, Inc. (incorporated by ref-
erence to Exhibit 4.5 to the Registration Statement)
Confirmation Letter, dated as of September 29, 2003,
from Morgan Stanley Derivative Products Inc. to GE
Financial Assurance Holdings, Inc. (incorporated by ref-
erence to Exhibit 4.6 to the Registration Statement)
Indenture between Genworth Financial, Inc. and The
Bank of New York, as Trustee (incorporated by reference
to Exhibit 4.7 to the Current Report on Form 8-K dated
June 7, 2004)

NUMBER

4.9

4.10

4.11

10.1

10.2

10.3

10.3.1

10.4
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DESCRIPTION

Supplemental Indenture No. I between Genworth
Financial, Inc. and The Bank of New York, as Trustee
(incorporated by reference to Exhibit 4.8 to the Current
Report on Form 8-K dated June 7, 2004)

Purchase Contract and Pledge Agreement between
Genworth Financial, Inc. and The Bank of New York, as
Purchase Contract Agent, Collateral Agent, Custodial
Agent and Securities Intermediary (incorporated by refer-
ence to Exhibit 4.9 to the Current Report on Form 8-K
dated June 7, 2004)

Indenture between Genworth Financial, Inc. and
JPMorgan Chase Bank, as Trustee (filed herewith)
Supplemental Indenture No. 1 between Genworth
Financial, Inc. and JPMorgan Chase Bank, as Trustee
(filed herewith)

Master Agreement among Genworth Financial, Inc.,
General Electric Company, General Electric Capital
Corporation, GEI, Inc. and GE Financial Assurance
Holdings, Inc. (incorporated by reference to Exhibit 10.1
to the Current Report on Form 8-K dated June 7, 2004)
Registration Rights Agreement between Genworth
Financial, Inc. and GE Financial Assurance Holdings,
Inc. (incorporated by reference to Exhibit 10.2 to the
Current Report on Form 8-K dated June 7, 2004)
Transition Services Agreement among General Electric
Company, General Electric Capital Corporation, GEI,
Inc., GE Financial Assurance Holdings, Inc., GNA
Corporation, GE Asset Management incorporated,
General Electric Mortgage Holdings LLC and Genworth
Financial, Inc. (incorporated by reference to Exhibit 10.3
to the Current Report on Form 8-K dated June 7, 2004)
Letter, dated August 18, 2004, from General Electric
Company to Genworth Financial, Inc., regarding the
Transition Services Agreement, dated May 24, 2004,
among General Electric Company, General Electric
Capital Corporation, GEI, Inc., GE Financial Assurance
Holdings, Inc., GNA Corporation, GE Asset
Management incorporated, General Electric Mortgage
Holdings LLC and Genworth Financial, Inc. (incorpo-
rated by reference to Exhibit 10.3.1 to the Quarterly
Report on Form 10-Q for the three months ended
September 30, 2004)

Liability and Portfolio Management Agreement between
Trinity Funding Company, LLC and Genworth Financial
Asset Management, LLC (incorporated by reference to
Exhibit 10.4 to the Current Report on Form 8-K dated
June 7, 2004)



NUMBER

10.67

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

DESCRIPTION

Liability and Portfolio Management Agreement among
FGIC Capital Market Services, Inc., Genworth Financial
Asset Management, LLC and General Electric Capital
Corporation (incorporated by reference to Exhibit 10.5 to
the Current Report on Form 8-K dated June 7, 2004)
Oursourcing Services Separation Agreement among
Genworth Financial, Inc., General Electric Company,
General Electric Capital Corporation and GE Capital
International Services, Inc. (incorporated by reference to
Exhibit 10.6 to the Current Report on Form 8-K dated
June 7, 2004)

Tax Matters Agreement by and among General Electric
Company, General Electric Capital Corporation, GE
Financial Assurance Holdings, Inc., GEI, Inc. and
Genworth Financial, Inc. (incorporated by reference to
Exhibit 10.7 to the Current Report on Form 8-K dated
June 7, 2004)

Employee Matters Agreement among Genworth
Financial, Inc., General Electric Company, General
Electric Capital Corporation, GEI, Inc. and GE Financial
Assurance Holdings, Inc. (incorporated by reference to
Exhibit 10.8 to the Current Report on Form 8-K dated
June 7, 2004) '
Transitional Trademark License Agreement between GE
Capital Registry, Inc. and Genworth Financial, Inc.
(incorporated by reference to Exhibit 10.9 to the Current
Report on Form 8-K dated June 7, 2004)

Intellectual Property Cross-License between Genworth
Financial, Inc. and General Electric Company (incorpo-
rated by reference to Exhibit 10.10 to the Current Report
on Form 8-K dated June 7, 2004)

Coinsurance Agreement, dated as of April 15, 2004, by and
between GE Life and Annuity Assurance Company and
Union Fidelity Life Insurance Company (incorporated by
reference to Exhibit 10.11 to the Registration Statement)
Coinsurance Agreement, dated as of April 15, 2004, by
and between Federal Home Life Insurance Company and
Union Fidelity Life Insurance Company (incorporated by
reference to Exhibit 10.12 to the Registration Statement)
Coinsurance Agreement, dated as of April 15, 2004, by
and berween General Electric Capital Assurance
Company and Union Fidelity Life Insurance Company
(incorporated by reference to Exhibit 10.13 to the
Registration Statement)

Coinsurance Agreement, dated as of April 15, 2004, by
and between GE Capital Life Assurance Company of
New York and Union Fidelity Life Insurance Company
(incorporated by reference to Exhibit 10.14 to the
Registration Statement)

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23"

10.24
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DESCRIPTION

Coinsurance Agreement, dated as of April 15, 2004, by
and between American Mayflower Life Insurance
Company of New York and Union Fidelity Life Insurance
Company (incorporated by reference to Exhibir 10.15 to
the Registration Statement)

Retrocession Agreement, dated as of April 15, 2004, by
and berween General Electric Capital Assurance
Company and Union Fidelity Life Insurance Company
(incorporated by reference to Exhibit 10.16 to the
Registration Statement)

Retrocession Agreement, dated as of April 15, 2004 by
and between GE Capital Life Assurance Company of
New York and Union Fidelity Life Insurance Company
(incorporated by reference to Exhibit 10.17 to the
Registration Statement)

Reinsurance Agreement, dated as of April 15, 2004, by and
between GE Life and Annuity Assurance Company and
Union Fidelity Life Insurance Company (incorporated by
reference to Exhibit 10.18 to the Registration Statement)
Reinsurance Agteement, dated as of April 15, 2004, by
and between GE Capital Life Assurance Company of
New York and Union Fidelity Life Insurance Company
(incorporated by reference to Exhibit 10.19 to the
Registration Statement)

Coinsurance Agreement, dated as of April 15, 2004, by
and between Union Fidelity Life Insurance Company and
Federal Home Life Insurance Company (incorporated by
reference to Exhibit 10.20 to the Registration Statement)
Capital Maintenance Agreement, dated as of January 1,
2004, by and berween Union Fidelity Life Insurance
Company and General Electric Capital Corporation
(incorporated by reference to Exhibit 10.21 to the
Registration Statement)

Mortgage Services Agreement by and among GE
Mortgage Services, LLC, GE Mortgage Holdings LLC,
GE Mortgage Contract Services Inc. and Genworth
Financial, Inc. (incorporated by reference to Exhibit 10.25
to the Current Report on Form 8-K dated June 7, 2004)
Framework Agreement between GEFA International
Holdings, Inc. and GE Capital Corporation (incorpo-
rated by reference to Exhibit 10.26 to the Current Report
on Form 8-K dated June 7, 2004)

Business Services Agreement between GNA Corporation
and Union Fidelity Life Insurance Company (incorpo-
rated by reference to Exhibit 10.27 to the Current Report
on Form 8-K dated June 7, 2004)




NUMBER

10.26

10.27

10.28

10.29°

10.30

10.31°

10.32

10.33'

10.34
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DESCRIPTION

Derivatives Management Services Agreement among GE
Life and Annuity Assurance Company, Federal Home Life
Insurance Company; First Colony Life Insurance
Company, General Electric Capital Assurance Company,
and Genworth Financial, Inc. and GNA Corporation and
General Electric Capital Corporation (incorporated by
reference to Exhibit 10.28 to the Current Report on
Form 8-K dated June 7, 2004)

Agreement Regarding Continued Reinsurance of
Insurance Products by and between General Electric
Capital Company and Viking Insurance Company Ltd.
(incorporated by reference to Exhibit 10.29 to the
Current Report on Form 8-K dated June 7, 2004)
Transitional Services Agreement between Financial
Insurance Group Services Limited and GE Life Services
Limited (incorporated by reference to Exhibit 10.30 to
the Current Report on Form 8-K dated June 7, 2004)
Amended and Restated Investment Management and
Services Agreement between General Electric Capital
Assurance Company and GE Asset Management incorpo-
rated (incorporated by reference to Exhibit 10.31 to the
Current Report on Form 8-K dated June 7, 2004)
Investment Management Agreement between Financial
Assurance Company Limited and GE Asset Management
Limited (incorporated by reference to Exhibit 10.32 to
the Current Report on Form 8-K dated June 7, 2004)
Asset Management Services Agreement, dated as of
January 1, 2004, by and among Genworth Financial, Inc.,
General Electric Financial Assurance Holdings, Inc. and
GE Asset Management incorporated (incorporated by ref-
erence to Exhibit 10.33 to the Registration Statement)
Amended and Restated Master Outsourcing Agreement

- by and between General Electric Capital Assurance

Company and GE Capiral International Services (incor-
porated by. reference to Exhibit 10.34 to the Current
Report on Form 8-K darted June 7, 2004)

Amended and Restated Master Outsourcing Agreement
by and between First Colony Life Insurance Company
and GE Capital International Services (incorporated by
reference to Exhibit 10.35 to the Current Report on Form
8-K dated June 7, 2004)

Amended and Restated Master Outsourcing Agreement
by and between GE Life and Annuity Assurance
Company and GE Capiral International Services (incot-
porated by reference to Exhibit 10.36 to the Current
Report on Form 8-K dated June 7, 2004)

Life Reinsurance Agreement between Financial Assurance
Company Limited and GE Pensions Limited (incorpo-
rated by reference to Exhibit 10.37 to the Registration
Statement)

NUMBER

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.42.1

10.43

form 10-k
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DESCRIPTION

180-Day Bridge Credit Agreement among Genworth
Financial, Inc., as borrower, and the Lenders Named
therein (incorporated by reference to Exhibit 10.38 to the
Current Report on Form 8-K dated June 7, 2004)
364-Day Credit Agreement among Genworth Financial,
Inc., as borrower, the Lenders Named therein, and
JPMorgan Chase Bank and Bank of America, N.A., as
Co-Administrative Agents (incorporared by reference ro
Exhibit 10.39 to the Current Report on Form 8-K dared
June 7, 2004)

Five-Year Credit Agreement among Genworth Financial,
Inc., as borrower, the Lenders Named therein, and
JPMorgan Chase Bank and Bank of America, N.A, as
Co-Administrative Agents (incorporated by reference to
Exhibit 10.40 to the Current Report on Form 8-K dated
June 7, 2004)

Form of Scheme for the Transfer to Financial New Life
Company Limited of the Insurance Business of Financial
Assurance Company Limited (pursuant to Part VII of the

" Financial Services and Markets Act 2000) (incorporated by

reference to Exhibir 10.41 to the Registration Statement)
Form of Agreement on Transfer of a Portfolio of Insurance
Contracts between Vie Plus and Financial New Life
Company Limited (incorporated by reference to Exhibit
10.42 to the Registration Statement) ‘

Form of Business Transfer Agreement berween Vie Plus
S.A. and Financial Néw Life Company Limited (incorpo-
rated by reference to Exhibit 10.43 to the Registration
Statement)

Administrative Services Agreement by and between GE
Group Life Assurance Company and Union Fidelity Life
Insurance Company (incorporated by reference to
Exhibit 10.45 to the Current Report on Form 8-K dated
June 7, 2004)

Subordinated Contingent Promissory Note between
Genworth Financial, Inc. and GE Financial Assurance
Holdings, Inc. {incorporated by reference to Exhibit
10.46 to the Current Report on Form 8-K dated June 7,
2004)

Amendment No. 1 to Subordinated Contingent Promissory
Note between Genworth Financial, Inc. and GE Financial
Assurance Holdings, Inc. (incorporated by reference to
Exhibit 10.46.1 to the Third Quarter 2004 10-Q)
Canadian Tax Marters Agreement among General Electric
Company, General Electric Capital Corporation,
GECMIC Holdings Inc., GE Capital Mortgage
Insurance Company (Canada) and Genworth Financial,
Inc. (incorporated by reference to Exhibit 10.47 to the
Current Report on Form 8-K dated June 7, 2004)




NUMBER

10.45

10.46

10.47

10.48

10.40

10.50

10.51

10.52¢

10.52.1¢

10.52.25

partlV

DESCRIPTION

Trust Agreement, dated as of April 15, 2004, among
Union Fidelity Life Insurance Company, General Electric
Capital Assurance Company and The Bank of New York
(incorporated by reference to Exhibit 10.48 to the
Registration Statement)

Trust Agreement, dated as of April 15, 2004, among
Union Fidelity Insurance Company, American Mayflower
Life Insurance Company of New York and The Bank of
New York (incorporated by reference to Exhibit 10.49 o
the Registration Statement)

Trust Agreement, dated as of April 15, 2004, among
Union Fidelity Life Insurance Company, GE Life and
Annuity Assurance Company and The Bank of New York
(incorporated by reference to Exhibit 10.50 to the
Registration Statement) ‘

Trust Agreement, dated as of April 15, 2004, among
Federal Home Life Insurance Company and The Bank of
New York (incorporated by reference to Exhibit 10.51 to
the Registration Statement)

Trust Agreement, dated as of April 15, 2004, among
Union Fidelity Life Insurance Company, GE Capital Life
Assurance Company of New York and The Bank of New
York (incorporated by reference to Exhibit 10.52 to the
Registration Statement) ‘

Trust Agreement, dated as of April 15, 2004, among
Union Fidelity Life Insurance Company, Fitst Colony
Life Insurance Company and The Bank of New York
(incorporated by reference to Exhibit 10.53 to the
Registration Statement)

Coinsurance Agreement, dated as of April 15, 2004,
between First Colony Life Insurance Company and
Union Fidelity Life Insurance Company (incorporated by
reference to Exhibit 10.54 to the Registration Statement)
Liability and Portfolio Management Agreement berween
Trinity Plus Funding Company, LLC and Genworth
Financial Asset Management, LLC (incorporated by refer-
ence to Exhibit 10.55 to the Current Report on Form 8-K
dated June 7, 2004) ‘
2004 Genworth Financial, Inc. Omnibus Incentive Plan
(incorporated by reference to Exhibit 10.56 to the
Registration Statement)

Form of Deferred Stock Unit Award Agreement under the
2004 Genworth Financial, Inc. Omnibus Incentive Plan
(incorporated by reference to Exhibit 10.56.1 to the
Current Report on Form 8-K dated December 30, 2004)
Form of Restricted Stock Unit Award Agreement under
the 2004 Genworth Financial, Inc. Omnibus Incentive
Plan (incorporated by reference to Exhibit 10.56.2 to the
Current Report on Form 8-K dated December 30, 2004)

NUMBER

10.52.35

10.52.45

10.53

10.54

10.55.1¢

10.55.25

10.55.35

10.55.4

10.55.5¢

10.55.65

form 10-k
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DESCRIPTION

Form of Stock Option Award Agreement under the 2004
Genworth Financial, Inc. Omnibus Incentive Plan (incor-
porated by reference to Exhibit 10.56.3 to the Current
Report on Form 8-K dated December 30, 2004)

Form of Stock Appreciation Rights Award Agreement under
the 2004 Genworth Financial, Inc. Omnibus Incentive Plan
(incorporated by reference to Exhibit 10.56.4 to the Current
Report on Form 8-K dated December 30, 2004)

European Tax Matters Agteement among General Electric
Company, General Electric Capiral Corporacion,
Financial Assurance Company Limited, Financial
Insurance Group. Services Limited, GEFA International
Holdings Inc., Genworth Financial, Inc., GEFA UK
Holdings Limited and other parties thereto (incorporated
by reference to Exhibit 10.57 to the Current Report on
Form 8-K dated June 7, 2004)

Australian Tax Matters Agreement between Genworth
Financial, Inc. and General Electric Capital Corporation
(incorporated by reference to Exhibit 10.58 to the
Current Report on Form 8-K dated June 7, 2004)
General Electric Incentive Compensation Plan, as
amended effective July 1, 1991 (incorporated by reference
to Exhibir 10(a) to General Electric Company's Annual
Report on Form 10-K (Commission file number 1-35)
for the fiscal year ended December 31, 1991)

General Electric 1991 Executive Deferred Salary Plan (incor-
porated by reference to Exhibit 10(n) to General Electric
Company’s Annual Report on Form 10-K (Commission file
number 1-35) for the fiscal year ended December 31, 1990)
General Electric 1994 Executive Deferred Salary Plan
(incorporated by reference to Exhibit 10(0) to General |
Electric Company’s Annual Report on Form 10-K
{Commission file number 1-35) for the fiscal year ended
December 31, 1993)

General Electric Leadership Life Insurance Program,
effective January 1, 1994 (incorporated by reference to
Exhibit 10(r) to General Electric Company’s Annual
Report on Form 10-K (Commission file number 1-35)
for the fiscal year ended December 31, 1993)

General Electric 1997 Executive Deferred Salary Plan
(incorporated by reference to Exhibit 10(t) to General
Electric Company’s Annual Report on Form 10-K
(Commission file number 1-35) for the fiscal year ended
December 31, 1997)

General Electric 1990 Long Term Incentive Plan as restated
and amended effective August 1, 1997 (incorporated by
reference to Exhibit 10(u) to General Electric Company’s
Annual Report on Form 10-K (Commission file number
1-35) for the fiscal year ended December 31, 1997)




NUMBER

10.55.7¢

10.55.8¢

10.55.9¢

part 1V
DESCRIPTION i eeeieieveieeeei ... NUMBER
General Electric 2000 Executive Deferred Salary Plan 10,565
(incorporated by reference to Exhibit 10(u) to General
Electric Company’s Annual Report on Form 10-K
(Commission file number 1-35) for the fiscal year ended  10.57
December 31, 2000)
General Electric Supplementary Pension Plan, as
amended effective July 1, 2000 (incorporated by reference  10.58
to Exhibit 10(v) to General Electric Company’s Annual
Report on Form 10-K (Commission file number 1-35)
for the fiscal year ended December 31, 2000)
Form of GE Executive Life Insurance Agreement provided  10.59
to GE officers, as revised September 2000 (incorporated
by reference to Exhibit 10(w) to General Electric 12
Company’s Annual Report on Form 10-K (Commission
file number 1-35) for the fiscal year ended December 31, 21
2000) 23
10.55.105 General Electric 2003 Executive Deferred Salary Plan 24
(incorporated by reference to Exhibit 10(x) to General 31.1
Electric Company’s Annual Report on Form 10-K
{Commission file number 1-35) for the fiscal year ended  31.2
December 31, 2002)
10.55.115 Amendment No. 1 to General Electric 1990 Long Term  32.1
Incentive Plan as restated and amended effective August 1,
1997 (incorporated by reference to Exhibit 10(y) to
General Electric Company’s Annual Report on Form 10-K = 32.2

(Commission file number 1-35) for the fiscal year ended
December 31, 2002)

DESCRIPTION

Genworth Financial, Inc. 2005 Change in Control Plan
(incorporated by reference to Exhibit 10.60 to the
Current Report on Form 8-K dated February 7, 2005)
Consideration Agreement, dated as of December 30,
2004, by and between Genworth Financial, Inc. and GE
Capital International (Mauritius) (filed herewith)

- Outsourcing Services Amendment Agreement, dated as of

December 30, 2004, by and berween Gecis International
Holdings, Luxembourg, Swiss Branch Zug, and
Genworth Financial, Inc. (filed herewith)

Guaranty, dated as of December 30, 2004, by Gecis Global
Holdings in favor of Genworth Financial, Inc. (filed herewith)
Computation of Ratio of Earnings to Fixed Charges
(filed herewith)

Subsidiaries of the registrant (filed herewith)

Consent of KPMG LLP (filed herewith)

Powers of Arttorney (filed herewith)

Certification Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 — Michael D. Fraizer (filed herewith)
Certification Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 — Richard P McKenney (filed herewith)
Certification Pursuant to Section 1350 of Chapter 63 of
Title 18 of the United States Code — Michael D. Fraizer
(filed herewith)

Certification Pursuant to Section 1350 of Chapter 63 of
Title 18 of the United States Code — Richard P.
McKenney (filed herewith)

$ Management contract or compensatory plan or arrangement.
1 Omits information for which confidential treatment has been granted.

Jorm 10-k
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part IV

Neither Genworth Financial, Inc., nor any of its consolidated
subsidiaries, has outstanding any instrument with respect to its
long-term debt, other than those filed as an exhibit to this Annual
Report, under which the total amount of securities authorized
exceeds 10% of the total assets of Genworth Financial, Inc. and its
subsidiaries on a consolidated basis. Genworth Financial, Inc.
hereby agrees to furnish to the Securities and Exchange
Commission, upon request, a copy of each instrument that defines
the rights of holders of such long-term debt that is not filed or
incorporated by reference as an exhibir to this Annual Report.

Genworth Financial, Inc. will furnish any exhibit upon the
payment of a reasonable fee, which fee shall be limited to Genworth
Financial, Inc.’s reasonable expenses in furnishing such exhibit.

(B) FINANCIAL STATEMENT SCHEDULES

NUMBER DESCRIPTION

Schedule I Genworth Financial, Inc. (Parent Only)
Financial Statements
Schedule IIT Supplementary Insurance Information

Jform 10-k
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: March 1, 2005
GENWORTH FINANCIAL, INC.

By: 78/ MICHAEL D. FRAIZER

Name: Michael D. Fraizer

Title: Chairman of the Board of Directors,
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the date indicated.

Dated: March 1, 2005

1S/ MICHAEL D. FRAIZER .
Michael D. Fraizer Chairman of the Board of Directors, President and
Chief Executive Officer (Principal Executive Officer)

/S{ RICHARD P. MCKENNEY
Richard P McKenney Senior Vice President — Chief Financial Officer
(Principal Financial Officer)

/$/ JAMIE S. MILLER
Jamie S. Miller Vice President and Controller
(Principal Accounting Officer)

*

Frank J. Borelli Director
Pamela Daley Director
*
J. Robert Kerrey Director
*
James A. Parke Director
*
Elizabeth J. Comstock Director
*
Dennis D. Dammerman Direcror
*
David R. Nissen Director
Thomas B. Wheeler Director
*By /S/ MICHAEL D. FRAIZER

Michael D. Fraizer

Attorney-in-Fact
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Genworth Financial, Inc.:

Under the date of February 11, 2005, we reported on the
statement of financial position of Genworth Financial, Inc. (the
Company) as of December 31, 2004 and 2003, and the related
statements of earnings, stockholders’ interest and cash flows for each
of the years in the three-year period ended December 31, 2004,
which are included herein. In connection with our audits of the
aforementioned financial statements, we also audited the related
financial statement schedules included herein. These financial state-
ment schedules are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on the financial
statement schedules based on our audits.

In our opinion, such financial statement schedules, when
considered in relation to the basic financial statements taken as a
whole, present fairly, in all material respects, the information set
forth therein.

As discussed in note 2 to the financial statements, the Company
changed its method of accounting for certain nontraditional long-
duration contracts and for separate accounts in 2004, variable interest
entities in 2003, and goodwill and other intangible assets in 2002.

1S/ KPMG LLP
Richmond, Virginia

February 11, 2005

form 10-k
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SCHEDULE I1

GENWORTH FINANCIAL, INC.

(PARENT COMPANY ONLY)

STATEMENT OF EARNINGS

(DOLLAR AMOUNTS IN MILLIONS)

Revenues:
Gain on outsourcing services agreement
Net investment income

YEAR ENDED
'DECEMBER 31,

partIV

Benefits and expenses:

Underwriting, acquisition, and
insurance expenses

Amortization of deferred acquisition costs
and intangibles

Loss before income taxes and equity in
earnings of subsidiaries
Benefit for income taxes

Ner earnings

See Notes to Financial Stazements

SCHEDULE I1

GENWORTH FINANCIAL, INC.

(PARENT COMPANY ONLY)

STATEMENT OF FINANCIAL POSITION

(DOLLAR AMOUNTS 1N MILLIONS)

£143

PERIOD FROM  DECEMBER 31, L2004 2003
OCTOBER 23,
200310 Assen
DECEMBER 31, Investments:
__________ 2003 Fixed maturities available-for-sale, at fair value $ 148 $-
Investment in subsidiaries 16,468
$- Otherinvestedasses 57 -
=~ Total investments 16,673
_ Cash and cash equivalents 100 -
Accrued investment income 1 -
Intangible assets 5 -
Deferred tax asset 126
" Tax receivable from subsidiary 450 -
Ortherassess . 20 -
_  Tortal assets $17,375 $-
_  Liabilities and Stockholders' Interest
Liabilities:
_ Tax payable to majority stockholder $ 380 $-
_ Other liabiliries 195 —
_ Borrowings from subsidiary 233 -
Short-texm borrowings 559 -
$- Long-term borrowings 2,442 -
Senior notes underlying equity units 600 -
Preferred stock 00 -
Total liabilivies 4509 -
Commitments and Contingencies
Stockholders’ interest:
Class A Common Stock, $0.001 par value;
1.5 billion shares authorized; 146.5 million shares
issued and outstanding $ - $-
Class B Common Stock, $0.001 par value;
700 million shares authorized; 343.1 million shares
issued and outstanding - -
Additional paid-incapial 10612 -
Accumulated non-owner changes in
stockholders’ interest:
Net unrealized investment gains 1,019 -
Derivatives qualifying as hedges 268 -
Foreign currency translation adjustments 322 -
Accumulated non-owner changes in
...Stockholders inerest 1,609 .. -
Reined earnings 645 . -
Total stockholders’ interese 12866 ... -
Total liabilities and stockholders’ interest $17,375 $-
See Notes to Financial Statements
form 10-k
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SCHEDULE II * - . ‘ ' v . SCHEDULE 11
GENWORTH' FINANCIAL; INC. ‘ ) GEI‘\IWO'RTH‘ FINANCIAL, INC.
(PARENT COMPANY ONLY) _ ' (PARENT COMPANY ONLY)
STATEMENT OF CASH FLOWS NOTES TO FINANCIAL STATEMENTS

(DDLLAR AMOUNTS IN MILLIONS)
Year Ended December 31, 2004 and the
perton rroM  Period From October 22, 2003 to December 31, 2003

OCTOBER 23,
YEAR ENDED © 200310 . :
DECEMBER 31, DECEMBER 31, 1. ORGANIZATION AND PURPOSE
........... 2004 . 2003 ‘ ‘
Cash flows from operating activities: ‘ .Genworth Financial, Inc. (“Genworth”) was incorporated-in
Net earnings : ) $ 709 $~  Delaware on October 23, 2003. In connection with its formation,
AdJ”StmeEts to r.zczn;']e niet earnings to Genworth issued 1,000 shares of common stock for $1,000 to GE
: tivities: . . : . « - .
fiet casth provided by operating activities Financial Assurance Holdings, Inc. (“GEFAHI”), an indirect sub-
.Earnings from subsidiaries (632) - di £ General Electric C “GE” :
Dividends from subsidiaries . 590 ~ - swdary of lsencr ectric om;?any ( )
Amortization of deferred acquisition Genworth was formed in preparation for the corporate
costs and intangibles L2 - reorganization of certain insurance and related subsidiaries of GE
Defetred income taxes (126) - = and an initial public offering of Genworth common stock.
Corporate overhead allocation 14 © = Genworth acquired substantially. all of the assets and liabilities of
Accrued investment income and other assets B ¢ L) -

GEFAH]J, a holding company for a group of companies that provide
annuities and other investment products, life insurance, long-term
care insurance, group life and health insurance and mortgage insur-'
ance. Genworth also acquired certain other insurance businesses
owned by other GE subsidiaries and entered into several significant
reinsurance transactions with an affiliate of GE. ‘

Cash flows from financing activities:

Payment of contingent note ‘ (550) - - 2. BORROWINGS AND COMMITMENTS
' Payments on short-term borrowings, net N (2,340) : - . : . ,
Proceeds from long-term borrowings 1,895 - o . . o .
X - ‘ . All of the consolidated borrowings of Genworth and its con-
Net commercial paper borrowings 499 -

solidated subsidiaries are borrowings of the Parent, except as indi-
cated below.

- On April 3, 2000, GEFAHI issued to a subsidiary a' senior
unsecured note with a principal amount of $233 million with an
interest rate of 7.85% maturing on November 30, 2010. As part of
our corporate reorganization, the note was assumed by Genworth.
This note is eliminated in consolidation. ‘

The statement of financial position of Genworth Financial,
Inc. and its consolidated subsidiaries as of December 31, 2004
includes $900 million of non-recourse funding obligations that are
not a liability of Genworth Financial (Parent only).

In addition to the guarantees discussed in note 20 to our con-
solidated financial statements, we have provided liquidity support
to some of our insurance subsidiaries in the form of guarantees of
certain (primarily insurance) obligations, in some cases subject to
annual scheduled adjustments, totaling $410 million as of
December 31, 2004. The majority of these obligations are backed
by assets held in our insurance subsidiaries which we believe suffi-

Cash and cash equivalents at end of year $100 $-
Ser Notes to Financial Statements :

ciently cover the underlying obligations.

Jform 10-k
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3. SUPPLEMENTAL CASH FLOW INFORMATION

4, INCOME TAXES

In connection with our corporate reorganization on May 24,
2004, we completed several non-cash transactions with our parent.

These transactions included non-cash.consideration paid to our.

then-sole stockholder through the issuance of debt and other liabili-
ties. The following table details these transactions as well as other
non-cash items:

YEAR ENDED
DECEMBER 31,

(POLLAR AMOUNTS 1N MILLIONS) - 2004 lished the $389 million discounted value of this $640 million obli-
Net assets acquired in connection wich our gation to'GE as a liability on its balance sheet. We have recorded the
. corporate reorganization, o $_15._9_4_8_ $329 million difference between the $718 million recorded benefic -
Other non-cash transactions in connection with and the $389 million recorded liability to GE as an increase in
" our corporate reorganization: ' ' stockholders interest.
Issuance of senior notes underlying equity unies $600 - - As of December 31, 2004 Genworth also holds assets of
Issuance of Series A preferred stock 100 $568 million in respect of these tax elections, comprised of a
Issuanee of contingent note 550 $118 million deferred tax asset and a $450 million receivable from
Issuance of note 2, 400 o e e . \
---------------------------------------------------------------------------------------------- its subsidiaries pursuant to tax allocation agreements. These
Totalother non-cash transactions in connection with amounts are undiscounted pursuant to the applicable rules govern-
....our.corporate reorganization ... $ 3830 ing deferred taxes and intercompany liabilities.
Non-cash transactions subsequent to our : . ‘ ‘
corporate reorganization : )
Dividend from subsidiary’ . X 8 151
Stock-based compensation : 29
Dividendsdeclared notyetpaid . .. 32
TotaJ non-cash transactions subsequent to our
. SOTPOIAIE IEOIGANIZALON. | $ 212
Jorm 10-k

Under the Tax Matters Agreement, Genworth is obligated to
make $640 million of payments to GE over the next 18 years. This
$640 million represents approximately 80%, subject to a maximum
amount, of the tax savings Genworth and its subsidiaries expect to

realize for periods after Genworth's separation from GE as a result
‘ p 1%

of the tax elections made in connection with that separation. These
tax savings have been recorded as a $718 million reduction of the
Genworth consolidated deferred tax liabilicy. Genworth has estab-
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GENWORTH FINANCIAL, INC.

part [V

SCHEDULE III

SUPPLEMENTAL INSURANCE INFORMATION

(DOLLAR AMOUNTS IN MILLIONS)

FUTURE
ANNUITY AND
CONTRACT
BENEFITS
LIABILITY FOR OTHER
DEFERRED POLICY AND POLICY-
ACQUISITION CONTRACT UNEARNED HOLDER PREMIUM
SEGMENT costs . CLAIMS PREMIUMS LIABILITIES  REVENUE
December 31, 2004
 Protection $4,311 $19,222 $1,997 $130 $4,481
Retirement Income and Investments 592 45,441 - 446 1,094
Mortgage Insurance 112 341 1,551 60 800
Affinity - - - - 88
Corporateand Other S 23 9 2. 96
Tortal $5,020 $65,027 $3,597 $638 $6,559
December 31, 2003
‘Protection $4,155 $17,871 $2,314 $63 $4,588
Retirement Income and Investments 1,249 43,744 - 351 1,049
Mortgage Insurance 89 340 1,216 44 716
Affinity 198 493 19 7 244
Corporatcand Other 7 e 8T 110
Total $5,788 $62,464 $3,616 $465 $6,707
December 31, 2002
Protection $4,088
Retirement Income and Investments 991
Mortgage Insurance 677
Affinity 247
Corporateand Other 104
Total $6,107

See Accompanying Report of Independent Registered Public Accounting Firm.
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GENWORTH FINANCIAL, INC.

pare IV

SCHEDULE III

SUPPLEMENTAL INSURANCE INFORMATION

(BOLLAK AMOUNTS {N MILLIONS)

INTEREST
CREDITED AND
BENEFITS
AND OTHER
NET CHANGES OF DEFERRED OTHER
INVESTMENT IN POLICY ACQUISITION OPERATING PREMIUMS
SEGMENT - INGOME RESERVES costs ] EXPENSES . WRITTEN
December 31, 2004
Protection $1,224 $3,252 $ 773 $1,205 $3,863
Retirement Income and Investments 1,996 2,703 144 277 1,094
Mortgage Insurance 254 165 41 272 1,073
Affinity 26 80 35 135 85
Comomeand Oher S T 8 3 79
Total $3,648 $6,236 $1,001 2,182 $6,194
December 31, 2003
Protection $1,199 $3,362 $ 889 $1,134 34,454
Retirement Income and Investments 2,511 3,145 166 263 1,050
Mortgage Insurance 218 115 33 303 950
Affinity 62 196 89 260 236
Corporarcand Other 61 76 5 265 124
Total $4,051 $6,894 $1,182 $2,225 $6,814
December 31, 2002
Protection $1,136 $2,992 $ 769 $1,007 $4,397
Retirement Income and Investments 2,522 3,052 168 263 989
Mortgage Insurance 231 46 37 235 840
Affinity 70 180 84 344 226
Corporate and Other ) 20 15 2 244 40
Total $3,979 $6,285 $1,060 $2,093 $6,492

See Accompanying Report of Independent Registered Public Accounting Firm.
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The following certifications were filed as exhibits to the Form 10-K:

CERTIFICATIONS

I, Michael D. Fraizer, certify that:

1. I have reviewed this annual report on Form 10-K of
Genworth Financial, Inc.;

2. Based on my knowledge, this report does not contain any
untrue statement of a material fact or omit to state a marerial fact
necessary to make the statements made, in light of the circum-
stances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other
financial information included in this report, fairly present in all mate-
rial respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this repost;

4. The registrant’s other certifying officer and I are responsible
for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)} for the registrant and have:

{a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaties, is made
known to us by others within those entities, particularly during the
period in which this report is being prepared;

(b) Designed such internal control over financial reporting,
or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with gener-
ally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure con-
trols and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s
internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has marerially affected,
or is reasonably likely to materially affect, the registranc’s incernal
control over financial reporting; and

5. The registrant’s other certifying officer and I have dis-
closed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit com-
mittee of the registranc’s board of directors (or persons performing
the equivalent functions):

{a) All significant deficiencies and material weaknesses in the
design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability
to record, process, summarize and report financial information; and

{b) Any fraud, whether or not material, that involves manage-
ment or other employees who have a significant role in the regis-
trant’s internal control over financial reporting.

Date: March 1, 2005

18/ MICHAEL D. FRAIZER
Michael D. Fraizer
Chairman, President and Chief Executive Officer
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part IV

CERTIFICATIONS

I, Richard P McKenney, certify that:

1. I have reviewed this annual report on Form 10-K of
Genworth Financial, Inc.;

2. Based on my knowledge, this report does not contain any
untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circum-
stances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other
financial information included in this report, faitly present in all mate-
rial respects the financial condition, results of operations and cash flows
of the regjstrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible
for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the
period in which this report is being prepared;

(b} Designed such internal control over financial reporting,
or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with gener-
ally accepted accounting principles;

(c) Evaluared the effectiveness of the registrant’s disclosure con-
trols and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s
internal control over financial reporting thar occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected,
or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and I have dis-
closed, based on our most recent evaluartion of internal control over
financial reporting, to the registrant’s audirors and the audit com-
mittee of the registrant’s board of directors (or persons performing
the equivalent functions):

(a) All significant deficiencies and material weaknesses in the
design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability
to record, process, summarize and report financial informarion; and

(b) Any fraud, whether or not material, chat involves manage-
ment or other employees who have a significant role in the regis-
trant’s internal control over financial reporting,

Date: March 1, 2005

/S/ RICHARD P. McKENNEY
Richard P McKenney
Senior Vice President — Chief Financial Officer
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partlV

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
(AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002)

I, Michael D. Fraizer, as Chairman, President and Chief
Executive Officer of Genworth Financial, Inc. (the “Company”), cer-
tify, pursuant to 18 U.S.C. Section 1350 (as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002), that to my knowledge:

(1) the accompanying Annual Report on Form 10-K of the
Company for the year ended December 31, 2004 (the “Report”),
filed with the U.S. Securities and Exchange Commission, fully com-
plies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended; and

(2) the informarion contained in the Report fairly presents,
in all material respects, the financial condition and results of opera-
tions of the Company.

Date: March 1, 2005

/S/ MICHAEL D, FRAIZER

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
(AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002)

I, Richard P. McKenney, as Senior Vice President — Chief
Financial Officer of Genworth Financial, Inc. (the “Company”), certify,
pursuant to 18 U.S.C. Section 1350 (as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002), that to my knowledge:

(1) the accompanying Annual Report on Form 10-K of the
Company for the year ended December 31, 2004 (the “Report”),
filed with the U.S. Securities and Exchange Commission, fully com-
plies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended; and

(2} the information conuined in the Report faitly presents,
in all material respects, the financial condition and results of opera-
tions of the Company.

Date: March 1, 2005

/S/ RICHARD P. McKENNEY

Michael D. Fraizer

Chairman, President and Chief Execurive Officer

Richard P McKenney
Senior Vice President — Chief Financial Officer
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GENWORTH FINANCIAL, INC.
6620 West Broad Street
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