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Financial Highlights

(in millions of $)

As of 12/31/04

Assets $7,000.8
Loss reserves $801.0
Unearned premiums $770.2
Stockholders’ equity $3,689.1
Market capitalization $4,913.0
Debt-to-capital ratio 16.3%
Net Income

Net income CAGR of 24.1% through 2004

600
500
400
300
200
100
1998 1999 2000 2001 2002 2003 2004
Net Income Mix W Mortgage Insurance

#® Financial Guaranty
Financial Services

2001 2002 2003 2004




NED
[y €

A

ping cllents and investors manage risk
enpertly acd prudently

Headquartered in Philadelphia with
significant operations in New York and
London, Radian Group Inc. (NYSE: RDN)
is a leading provider of credit enhancement
for the global financial and capital markets.
Built on a foundation of credit risk evaluation
and knowledge, the products and services
we provide In mortgage insurance, public
finance, structured finance, reinsurance and
other financial services help our clients and

investors manage risk expertly and prudently.
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Radian’s diversified
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results - and
generated record
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As a credit enhancement group, Radian has the broad-reaching
ability to insure credit risk related to a wide variety of assets. In
2004, the markets we participated in and the risks we guaranteed
continued to evolve — while the boundaries between financial
guaranty and mortgage insurance, our primary businesses,
continued to converge.

Throughout the year, market conditions were difficult. Low
interest rates and tight credit spreads led many clients and
investors, who typically look to Radian to help manage or
enhance credit risk, to attempt to boost their returns by either
using their own capital or experimenting with uninsured
products — albeit with greater associated risks.

A record year.

Despite these challenges, the strength of Radian’s diversified
business model, coupled with our prudent, disciplined approach
to managing risk, delivered strong results — and generated record
net income in 2004 of $519 million.

This record-breaking year reaffirmed our confidence in Radian’s
diversification strategy. Qur success clearly illustrates our ability
to weigh the risk and return of each of our businesses both
carefully and profitably. And it enables us to move forward in
2005 with certainty, in what promises to be another year of
growth and change for Radian.
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In 2004, we achieved record income and focused on maintaining
a balance of earnings and revenue across our financial guaranty,
mortgage insurance and financial services companies. By evaluating
risks and opportunities individually based on ROE (return on equity)
potential, we are able to create a balanced portfolio that protects us
against swings in any one business, market or product. Our diversified
business approach gives us the flexibility to allocate capital
where we feel it will be best applied, and pursue the most
profitable business and transactions. Our results illustrate
the benefits of this strategy:
o Net income per share for 2004 — a record $5.33
> Book value per share at December 31, 2004 at $39.98,
up 16.5% over last year
o For the year, our mortgage insurance business contributed 52%
of total net income, our financial guaranty business contributed
26% and our financial services segment contributed 22%.

Return on Equity
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We also made significant strides in each of our markets — both

individually, and by blending our expertise in financial guaranty

and mortgage insurance. As the company best positioned to take

advantage of convergence in these markets, we seized opportunities

where financial guaranty structures, combined with mortgage risk

expertise, offered a competitive advantage. This opened new doors

for Radian in 2004:

> A major national lender approached us seeking an alternative
to traditional credit enhancement on a multi-billion-dollar
pool of mortgage loans. The loans in this pool were mostly
prime, but held unique characteristics that required close
evaluation of and expertise in mortgage credit risk as well as
experience in financial guaranty structures. Armed with these
capabilities, Radian was able to customize a solution that was
cost-effective and operationally more efficient for the lender
than traditional options, as well as profitable for Radian.

> The CDO (collateralized debt obligation) segment of the ABS
(asset-backed securities) market has grown rapidly over the
past several years. Our analysis of these transactions has been
facilitated by our deep knowledge of the mortgage market.
In a recent transaction, Radian agreed to insure a $250 million
tranche of a high-grade CDO - on a $2 billion pool of bonds
with an average rating of AA. '

> Consistent with our risk-management efforts, in 2004 we
developed an innovative way to manage our non-prime mortgage
insurance exposure through the use of unaffiliated reinsurance
companies funded by the issuance of credit-linked notes in the
capital markets. In the first transaction, we ceded $86 million of
risk to a special-purpose Bermuda reinsurer — Smart Home
Reinsurance 2004-1 Limited. This reinsurance structure enables
us to transfer non-prime mortgage risk, while increasing capacity
and improving new business opportunities in the profitable and
rapidly growing non-prime segment of the market.

RADIAN | CHALLENGING CONVENTION 9







¢ Radian has a strong
foundation, sound
credit culture, savwy
management team
and solid risk
management

expertise. 99
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Building the business internationally.

We also expanded Radian’s international presence in several ways:

o We launched Radian Financial Products Limited, our new
broker-dealer subsidiary designed to boost Radian’s
structured products business in the United Kingdom and
other European countries. Clients of Radian Financial
Products will gain regulatory capital relief and can attract
a lower capital allocation for managing their own risk.

> Radian Asset Assurance Limited, our U.K. subsidiary that
earned its license in 2003, was rated AA by Standard &
Poor’s and Fitch Ratings.

> Radian partnered with Standard Chartered Bank in Hong Kong
to become its exclusive mortgage insurance provider and partner
in providing new options for home ownership to Hong Kong’s
growing residential mortgage market.

A prudent investment.

As we reviewed our opportunities for growth and capital
allocation throughout the year, we increasingly turned to our
stock repurchase program as a smart, prudent investment.
During 2004, we repurchased 2.2 million shares under a five-
million-share program, at a cost of approximately $102 million.
In the first quarter of 2005, we purchased the remaining 2.8
million shares authorized for that program, at a cost of
approximately $134 million. In February 2005, Radian
announced a new five-million-share repurchase program that
will allow us to continue to take advantage of this option.

RADIAN | CHALLENGING CONVENTION 11
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Cur mortgage insurance business performed well this year, with
defaults down slightly compared to 2003. The business environment
continued to show positive signs of credit performance, and paid
claims declined slightly as the year progressed.

Our MI reserves of $560 million are strong by any measure, and
persistency — which is the amount of business that stays on our
books for more than twelve months — was up slightly for the year,
ending at 58.8%.

In addition to the new structured solutions we’ve developed for
mortgage insurance, we believe that our expanded family of
LPMI (lender-paid mortgage insurance) products provides a
competitive alternative to piggyback loans. As the first company
to create and market LPMI, and gain investor and regulatory
approval in the early 1990s, Radian continues to be a leader in
this product category — which represented approximately 22%
of our traditional, or “flow,” MI business in 2004.

Radian continues to be flexible, smart and opportunistic — we
anticipate that mortgage insurance growth in 2005 will come
from non-prime and structured mortgage products.

RADIAN | CHALLENGING CONVENTION 13
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As the only AA financial guarantor, we have a unique opportunity.
We’re not just the only AA, we're a diversified, successful financial
guarantor that has the benefit of flexibility: In public finance, we
act as a niche player, taking on attractive but smaller deals. In
structured finance, we participate in markets that are not necessarily
ratings-driven, but are in need of creative product ideas, such as
CDOs of ABS.

An example of our success: While credit spreads remained tight
during the year and the industry experienced a notable slowdown
from record production over the last three years, we were able to
write more than $14 billion in gross par insured, with attractive
returns in each of our product areas. Consistent with our strategy
of writing more profitable direct business, less than half of that
$14 billion resulted from reinsurance.

In 2004, we merged our financial guaranty companies to

create a stronger counterparty with greater assets, claims-paying
resources, and liabilities and shareholder’s equity than either
company individually, as well as a stronger and more diversified
portfolio and base of revenues. The merged company, now
known as Radian Asset Assurance Inc., also has one of the lowest
risk-to-capital ratios in the industry and was rated by Moody’s for
the first time in 2004 — a rating of Aa3.

We expect to continue building our business in the growing
structured finance market, and also anticipate growth to come
from public finance in 2005, as we expand into new sectors such
as transportation, senior housing and tax-backed bonds.
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Sherman Financial and C-BASS continued to grow in 2004.
C-BASS specializes in acquiring, servicing and securitizing
credit-impaired residential mortgages, while Sherman Financial
is a leading purchaser and servicer of distressed consumer debt.
They continue to be strong contributors to Radian’s bottom line,
with pre-tax income of $96 million and $83 million attributable
to C-BASS and Sherman respectively in 2004.

We believe that C-BASS and Sherman Financial are perfect
complements to our core businesses, taking advantage of the
economic characteristics that challenged the financial guaranty
and mortgage insurance industries in 2004 — namely tight credit
spreads and low interest rates. Since their focus is on asset
classes that we may insure or wrap, we are able to gain and share
valuable information that helps us improve our knowledge of the
credit markets, which is essential to our business. We expect
continued success from these two great companies in the

years ahead.

Growth and change.

In November of 2004, I announced that I will retire as Chairman
and Chief Executive Officer of Radian of this year. I became
CEO in 1995, when the company was a small mortgage insurer
with net income of $28 million and revenues of $201 million.

In ten years, Radian has grown into a global credit enhancement
company with more than 1,200 employees worldwide, net income
of $519 million and revenues of $1.4 billion.

For me, the experience of leading this company through such
growth and change has been tremendously rewarding. And anyone
who has worked with me over the past decade knows that Radian
can only achieve its goals through change — the transition to a
new CEO at Radian will be just another opportunity to build on
our success and keep the company moving forward. I'm confi-
dent that we have the solid business platform, forward-thinking
executive management and flexible team at Radian to embrace
and make the most of this change.

RADIAN | CHALLENGING CONVENTION 17




What you should expect in 2005.

To put it simply, Radian will stay the course, and work to produce
the consistent earnings growth you’ve come to expect from us by
remaining true to our strategy and to our credit culture. We’ll
continue to balance our bold, creative approach to delivering new
products and ideas with our sound, stable business platform and
risk management expertise.

As I look back on my tenure at Radian, I am incredibly proud of
the success and growth that Radian has enjoyed. Scveral years
ago, we had a vision of creating a diversified credit enhancement
company with multiple sources of revenue and earnings. And we
made it a reality. Radian is well positioned to meet the chal-
lenges of 2005 and beyond, and I am proud to have been a part
of its success — there promises to be more ahead. Thank you for
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Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

All statements in this report that address operating performance, events or developments that we expect or
anticipate may occur in the future are “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, Section 21E of the Securities Exchange Act of 1934 and the U.S. Private Securities
Litigation Reform Act of 1995. These statements are made on the basis of management’s current views and
assumptions with respect to future events. The forward-looking statements, as well as our prospects as a whole,
are subject to risks and uncertainties including those described below. You also should refer to the risks
discussed in other documents we file with the SEC. We do not intend to and disclaim any duty or obligation to
update or revise any forward-looking statements made in this report to reflect new information or future events or
for any other reason.

Risks Affecting Our Company

Deterioration in general economic factors may increase our loss experience and decrease demand for
mortgage insurance and financial guaranties.

Our business tends to be cyclical and tends to track general economic and market conditions. Our loss
experience on the mortgage and financial guaranty insurance we write is subject to general economic factors that
are beyond our control and that we cannot anticipate, including extended national economic recessions, interest
rate changes or volatility, business failures, the impact of terrorist attacks or acts of war, or changes in investor
perceptions regarding the strength of private mortgage insurers or financial guaranty providers and the policies or
guaranties they offer. Deterioration of general economic conditions, such as increasing unemployment rates,
negatively affects our mortgage insurance business by increasing the likelihood that borrowers will not pay their
mortgages. Factors affecting individual borrowers, such as divorce or illness, also impact the ability of borrowers
to continue to pay their mortgages. Our financial guaranty business also is impacted by adverse economic
conditions due to the impact or perceived impact these conditions may have on the credit quality of
municipalities and corporations. The same events that increase our loss experience in each business also
generally lead to decreased activity in the market for mortgages and financial obligations, leading to decreased
demand for our mortgage insurance or financial guaranties. An increase in our loss experience or a decrease in
demand for our products due to adverse economic factors could have a material adverse effect on our business,
financial condition and operating results.

Because our business is geographically concentrated, deterioration in regional economic factors could
increase our losses or reduce demand for our insurance.

Much of our business is concentrated in relatively few states, which increases our vulnerability to economic
downturns in those states. A majority of our primary mortgage insurance in force is concentrated in ten states,
with the highest percentage being in California, Florida, New York and Texas. A large percentage of our second
mortgage insurance in force is concentrated in California. The recent low mortgage interest rate environment has
generated increased refinancing of mortgage loans. Refinancing activity could cause increased concentration of
our mortgage insurance in force in economically weaker areas because mortgage loans in areas experiencing low
property value appreciation are more likely to require mortgage insurance upon refinancing than are loans in
areas experiencing high property value appreciation. Our financial guaranty business also has a significant
portion of its insurance in force concentrated in a small number of states, principally including New York,
California, Texas and Florida, and is vulnerable to weakening economic conditions, catastrophic events, or acts
of terrorism in those states.

A downgrade or potential downgrade of the insurance financial strength ratings assigned to any of our
operating subsidiaries could weaken its competitive position.

The insurance financial strength ratings assigned to our subsidiaries may be downgraded by one or more of
S&P, Moody’s or Fitch if they believe that we or the applicable subsidiary has experienced adverse
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developments in our business, financial condition or operating results. These ratings are important to our ability
to market our products and to maintain our competitive position and customer confidence in our products. A
downgrade in these ratings could have a material adverse effect on our business, financial condition and
operating results. Our subsidiaries had been assigned the following ratings as of the date of this report:

MOODY’S S&P FITCH

MOODY’S OUTLOOK ﬂ OUTLOOK FITCH OUTLOOK
Radian Guaranty ........................ Aa3 Stable AA Stable  AA Stable
Radian Insurance ........................ Aa3 Stable AA Stable  AA Stable
Amerin Guaranty ........... .. . Aa3 Stable AA Stable  AA Stable
Radian Asset Assurance .................. Aa3 Stable AA  Negative  AA Stable
Radian Asset Assurance Limited . ........... — — AA Negative AA Stable

If the financial strength ratings assigned to any of our mortgage insurance subsidiaries were to fall below
“Aa3” from Moody’s or the “AA-" level from S&P and Fitch, then national mortgage lenders and a large
segment of the mortgage securitization market, including Fannie Mae and Freddie Mac, generally would not
purchase mortgages or mortgage-backed securities insured by that subsidiary. A downgrade of the ratings
assigned to our financial guaranty subsidiaries would limit the desirability of their respective direct insurance
products and would reduce the value of Radian Asset Assurance’s reinsurance, even to the point where primary
insurers may be unwilling to continue to cede insurance to Radian Asset Assurance. In addition, many of Radian
Asset Assurance’s reinsurance agreements give the primary insurers the right to recapture business ceded to
Radian Asset Assurance under these agreements, and in some cases the right to increase commissions charged to
Radian Asset Assurance, if Radian Asset Assurance’s insurance financial strength rating is downgraded below
specified levels. Accordingly, Radian Asset Assurance’s competitive position and prospects for future financial
guaranty reinsurance opportunities would be damaged by a downgrade in its ratings. For example. downgrades
that occurred in October 2002 and in May 2004 triggered these recapture rights. As a result of the May 2004
downgrade, two of the primary insurer customers of the financial guaranty reinsurance business had the right to
recapture previously written business ceded to our financial guaranty business. One of these customers has
agreed, without cost to or concessions by us, to waive its recapture rights. On November 8, 2004, the remaining
primary insurer customer with recapture rights notified us of its intent to recapture, effective February 28, 2005,
$6.4 billion of par in force that it had ceded to our financial guaranty business through December 31, 2004. In
March of 2005, without cost to or concessions by us, this customer waived its remaining right to recapture $5.2
billion of additional par in force that it had ceded to our financial guaranty business through December 31, 2004.

An increase in our subsidiaries’ risk-to-capital or leverage ratios may prevent them from writing new
insurance. '

Rating agencies and state insurance regulators impose capital requirements on our subsidiaries. These
capital requirements include risk-to-capital ratios, leverage ratios and surplus requirements that limit the amount
of insurance that these subsidiaries may write. For example, Moody’s and S&P have entered into an agreement
with Radian Guaranty that obligates Radian Guaranty to maintain specified levels of capital in Radian Insurance
as a condition of the issuance and maintenance of Radian I[nsurance’s ratings. A material reduction in the
statutory capital and surplus of a subsidiary, whether resulting from underwriting or investment losses or
otherwise, or a disproportionate increase in risk in force, could increase a subsidiary’s risk-to-capital ratio or
leverage ratio. This in turn could limit that subsidiary’s ability to write new business or require that subsidiary to
lower its ratios by obtaining capital contributions from us, reinsuring existing business or reducing the amount of
new business it writes, which could have a material adverse effect on our business, financial condition and
operating results.




If the estimates we use in establishing loss reserves for our mortgage insurance or financial guaranty
business are incorrect, we may be required to take unexpected charges to income and our ratings may be
lowered.

We establish loss reserves in both our mortgage insurance and financial guaranty businesses to provide for
the estimated cost of claims. However, our loss reserves may be inadequate to protect us from the full amount of
claims we may have to pay. Setting our loss reserves involves significant reliance on estimates of the likelihood,
magnitude and timing of anticipated losses. The models and estimates we use to establish loss reserves may
prove to be inaccurate, especially during an extended economic downturn. Further, if our estimates are
inadequate, we may be forced by insurance and other regulators or rating agencies to increase our reserves, which
could result in a downgrade of our insurance financial strength ratings. Failure to establish adequate reserves or a
requirement that we increase our reserves could have a material adverse effect on our business, financial
condition and operating results.

In our mortgage insurance business, we generally do not establish reserves until we are notified that a
borrower has failed to make at least two payments when due. Once two payments have been missed, we establish
a loss reserve by using historical models based on a variety of loan characteristics, including the status of the loan
as reported by the servicer of the loan, economic conditions, the estimated amount recoverable by foreclosure
and the estimated foreclosure period in the area where a default exists. These reserves are therefore based on a
number of assumptions and estimates that may prove to be inaccurate.

It is even more difficult to estimate the appropriate loss reserves for our financial guaranty business because
of the nature of potential losses in that business. We establish both case and non-specific reserves for losses. We
increase case reserves when we determine that a default has occurred. We also establish non-specific reserves to
reflect deterioration of our insured credits for which we have not provided specific reserves.

In January and February of 2005, we discussed with the SEC staff, both separately and together with other
members of the financial guaranty industry, the differences in loss reserve practices followed by different
financial guaranty industry participants. We understand from those discussions that the Financial Accounting
Standards Board staff is considering whether additional accounting guidance is necessary to address the financial
guaranty industry. When and if the FASB or the SEC reaches a conclusion on this issue, we and the rest of the
financial guaranty industry may be required to change some aspects of our accounting policies. If the FASB or
the SEC were to determine that we should account for our financial guaranty contracts differently, for example
by requiring them to be treated solely as one or the other of short-duration or long-duration contracts under SFAS
No. 60, this determination could impact our accounting for loss reserves, premium revenue and deferred
acquisition costs, all of which are covered by SFAS No. 60. Management is unable to estimate what impact, if
any, the ultimate resolution of this issue will have on our financial condition or operating results.

Qur success depends on our ability to assess and manage our underwriting risks.

Our mortgage insurance and financial guaranty premium rates may not adequately cover future losses. Our
mortgage insurance premiums are based upon our expected risk of claims on insured loans, and take into account,
among other factors, each loan’s loan-to-value ratio (or “LTV”), type, term, occupancy status and coverage
percentage. Similarly, our financial guaranty premiums are based upon our expected risk of claim on the insured
obligation, and take into account, among other factors, the rating and creditworthiness of the issuer of the insured
obligations, the type of insured obligation, the policy term and the structure of the transaction being insured. In
addition, our premium rates take into account expected cancellation rates, operating expenses and reinsurance
costs, as well as profit and capital needs and the prices that we expect our competitors to offer. We generally
cannot cancel the mortgage insurance or financial guaranty insurance coverage we provide and, because we
generally fix premium rates for the life of a policy when issued, we cannot adjust renewal premiums or otherwise
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adjust premiums over the life of a policy. If the risk underlying a particular mortgage insurance or financial
guaranty coverage develops more adversely than we anticipate, or if national and regional economies undergo
unanticipated stress, we generally cannot increase premium rates on in-force business or cancel coverage to
mitigate the effects of these adverse developments. Despite the analytical methods we employ, our premiums
earned and the associated investment income on those premiums may ultimately prove to be inadequate to
compensate for losses we may incur. This could have a material adverse effect on our business, financial
condition and operating results.

Our success depends on our ability to manage our investment risks.

Our income from our investment portfolio is one of our primary sources of cash flow to support our
operations and claim payments. If we incorrectly calculate our policy liabilities, or if we improperly structure our
investments to meet those liabilities, we could have unexpected losses, including losses resulting from forced
liquidation of investments before their maturity. Our investments and investment policies and those of our
subsidiaries are subject to state insurance laws, and may change depending upon regulatory, economic and
market conditions and the existing or anticipated financial condition and operating requirements, including the
tax position, of our business segments.

We cannot assure you that our investment objectives will be achieved. Although our portfolio consists
primarily of highly rated investments that comply with applicable regulatory requirements, the success of our
investment activity is affected by general economic conditions, which may adversely affect the markets for
interest-rate-sensitive securities, including the extent and timing of investor participation in these markets, the
level and volatility of interest rates and, consequently, the value of our fixed-income securities. Volatility or
illiquidity in the markets in which we directly or indirectly hold positions could have a material adverse effect on
our business, financial condition and operating results.

As a holding company, we depend on our subsidiaries’ ability to transfer funds to us to pay dividends and to
meet our obligations.

We act primarily as a holding company for our insurance subsidiaries and do not have any significant
operations of our own. Dividends from our subsidiaries and permitted payments to us under our tax sharing
arrangements with our subsidiaries, along with income from our investment portfolio and dividends from our
affiliates (C-BASS and Sherman), are our principal sources of cash to pay stockholder dividends and to meet our
obligations. These obligations include our operating expenses and interest and principal payments on debt. The
payment of dividends and other distributions to us by our insurance subsidiaries is regulated by insurance laws
and regulations. In general, dividends in excess of prescribed limits are deemed “extraordinary” and require
insurance regulatory approval. In addition, our insurance subsidiaries’ ability to pay dividends to us, and our
ability to pay dividends to our stockholders, is subject to various conditions imposed by the rating agencies for us
to maintain our ratings. If the cash we receive from our subsidiaries pursuant to dividend payment and
tax-sharing arrangements is insufficient for us to fund our obligations, we may be required to seek capital by
incurring additional debt, by issuing additional equity or by selling assets, which we may be unable to do on
favorable terms, if at all. The need to raise additional capital or the failure to make timely payments on our
obligations could have a material adverse effect on our business, financial condition and operating results.

Our reported earnings are subject to fluctuations based on guarterly changes in our credit derivatives that
require us to adjust their fair market value as reflected on our income statement.

Our financial guaranty business includes the provision of credit enhancement in the form of derivative
financial guaranty contracts. The gains and losses on these derivative financial guaranty contracts are derived
from internally generated models, which may differ from other models. We estimate fair value amounts using
market information, to the extent available, and valuation methodologies that we deem appropriate. The gains
and losses on assumed derivative financial guaranty contracts are provided by the primary insurance companies.
Considerable judgment is required to interpret available market data to develop the estimates of fair value.
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Accordingly, our estimates are not necessarily indicative of amounts we could realize in a current market
exchange, due to, among other factors, the lack of a liquid market. Temporary market changes as well as actual
credit improvement or deterioration in these contracts are reflected in the mark-to-market gains and losses.
Because these adjustments are reflected on our income statement, they affect our reported earnings and create
earnings volatility even though they might not have a cash flow effect.

The performance of our strategic investments could harm our financial results.

Part of our business involves strategic investments in other companies, and we generally do not have control
over the way that these companies run their day-to-day operations. At December 31, 2004, we had investments in
affiliates of $393.0 million. The performance of our strategic investments could be harmed by:

> the performance of our strategic partners;

o changes in the financial markets generally and in the industries in which our strategic partners operate;
and

> changes in interest rates.

In addition, our ability to engage in additional strategic investments is subject to the availability of capital
and maintenance of our insurance financial strength ratings.

We may not be able to effectively manage our growth.

We seek to expand our business internationally and into new markets. International expansion often requires
the receipt of foreign regulatory approval that may be difficult to obtain. Our expansion into new markets
presents us with different risks and management challenges. We may not be able to effectively manage new
operations or successfully integrate them into our existing operations, which could have a material adverse effect
on our business, financial condition and operating results.

Our business could be harmed if members of our senior management team or other key personnel terminate
their employment with us.

Our future success depends, to a significant extent, upon the continued services of our senior management
team and other key employees. In particular, our Chairman and Chief Executive Officer, Frank P. Filipps, is
scheduled to retire on or before June 30, 2005. We cannot assure you that we will be able to identify and retain a
suitable replacement for Mr. Filipps in a timely manner. The loss of Mr. Filipps® services or those of one or more
of the other members of our senior management team or other key personnel could have a material adverse effect
on our business and our prospects.

Our business may suffer if we are unable to meet our customers’ technological demands.

Participants in the mortgage insurance and financial guaranty industries rely on e-commerce and other
technologies to provide and expand their products and services. Our customers generally require that we provide
aspects of our products and services electronically, and the percentage of our new insurance written and claims
processing that we deliver electronically has increased. We expect this trend to continue and, accordingly, we
may be unable to satisfy our customers if we fail to invest sufficient resources or otherwise are unable to
maintain and upgrade our technological capabilities.

Qur information technology systems may not be configured to process information regarding new and
emerging products.

Many of our information technology systems have been in place for a number of years, and many of them
originally were designed to process information regarding traditional products. As products such as reduced
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documentation or interest only mortgages with new features emerge, or when we insure structured transactions
with unique features, our systems may require modification in order to recognize these features to allow us to
price or bill for our insurance of these products appropriately. Our systems also may not be capable of recording,
or may incorrectly record, information about these products that may be important to our risk management and
other functions. In addition, our customers may encounter similar technological issues that prevent them from
sending us complete information about the products or transactions that we insure. Making appropriate
modifications to our systems involves inherent time lags and may require us to incur significant expenses. An
inability to make necessary modifications to our systems in a timely and cost-effective manner may have adverse
effects on our business, financial condition and operating results.

Risks Particular to Our Mortgage Insurance Business

Because our mortgage insurance business is concentrated ameng relatively few major customers, our
revenues could decline if we lose any significant customer.

Our mortgage insurance business depends on a small number of customers. Our top ten mortgage insurance
customers are generally responsible for approximately half of both our primary new insurance written in a given
year and our direct primary risk in force, based on the aggregate principal amount of the mortgage loans we
insure multiplied by the coverage percentage. This concentration of business may increase as a result of mergers
of those customers or other factors. Qur master policies and related lender agreements do not, and by law cannot,
require our mortgage insurance customers to do business with us. The loss of business from even one of our
major customers could have a material adverse effect on our business, financial condition and operating results.

A large portion of our mortgage insurance risk in force consists of loans with high loan-to-value ratics and
loans that are non-prime, or both, which generally result in more and larger claims than loans with lower
loan-to-value ratios and prime loans.

We generally provide private mortgage insurance on mortgage products that have more risk than
conforming mortgage products. A large portion of our mortgage insurance in force consists of insurance on
mortgage loans with LTVs at origination of more than 90%. LTV is the ratio of the original loan amount to the
value of the property. Mortgage loans with L'TVs greater than 90% are expected to default substantially more
often than those with lower LTVs. In addition, when we are required to pay a claim on a higher LTV loan, it is
generally more difficult to recover our costs from the underlying property, especially in areas with declining
property values. Also, a large portion of our mortgage insurance in force is on adjustable-rate mortgage loans,
which generally have higher default rates than fixed-rate loans.

We insure non-prime loans, which are more likely to go into default and require us to pay claims. The
majority of the non-prime loans we insure are loans, known as “Alt-A” loans, which have credit scores
commensurate with prime loans but are processed with reduced or no documentation. Alt-A loans also tend to
have larger loan balances relative to our other loans. Our other non-prime loans are “A minus” or “B/C” loans,
which enable borrowers with substandard credit histories to obtain mortgages and mortgage insurance. Due to
competition for prime loan business from lenders offering alternative arrangements, such as simultaneous second
mortgages, which sometimes are referred to as “80-10-10 loans,” a large percentage of our mortgage insurance in
force is written on non-prime loans, which we believe to be the largest area for growth in the private mortgage
insurance industry. In 2004, non-prime business accounted for $16.4 billion or 36.6% of our new primary
mortgage insurance written (61.9% of which was Alt-A), compared to $27.4 billion or 40.1% in 2003 (73.0% of
which was Alt-A). At December 31, 2004, non-prime insurance in force was $35.7 billion or 31.0% of total
primary insurance in force, compared to $37.8 billion or 31.5% of primary insurance in force at December 31,
2003. Although we historically have limited the insurance of these non-prime loans to those made by lenders
with good results and servicing experience in this area, because of the lack of data regarding the performance of
non-prime loans, and our relative inexperience in insuring these loans, we may fail to estimate default rates
properly and may incur larger losses than we anticipate, which could have a material adverse effect on our
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business, financial condition and operating results. Further, we cannot assure you that the increased premiums
that we charge for mortgage insurance on non-prime loans will be adequate to compensate us for the losses we
incur on these products.

Sorme of our mortgage insurance products are riskier than traditional mortgage insurance.

We offer pool mortgage insurance, which exposes us to different risks than the risks applicable to primary
mortgage insurance. Our pool mortgage insurance products generally cover all losses in a pool of loans up to our
aggregate exposure limit, which generally is between 1% and 10% of the initial aggregate loan balance of the
entire pool of loans. Under pool insurance, we could be required to pay the full amount of every loan in the pool
within our exposure limits that is in default and upon which a claim is made until the aggregate limit is reached,
rather than a percentage of the loan amount as is the case with traditional primary mortgage insurance. At
December 31, 2004, $2.4 billion of our mortgage insurance risk in force was attributable to pool insurance.

In addition, we insure interest-only mortgages, where the borrower pays only the interest charge on a
mortgage for a specified period of time, usually five to ten years, after which the loan payment increases to
include principal payments. These loans may have a heightened propensity to default because of possible
“payment shocks” after the initial low-payment period expires and because the borrower does not automatically
build equity as payments are made.

We also write credit insurance on non-traditional, mortgage-related assets such as second mortgages, home
equity loans and mortgages with LTVs above 100%, provide credit enhancement to mortgage-related capital
market transactions such as net interest margin securities, and have in the past and may again write credit
insurance on manufactured housing loans. These types of insurance generally have higher claim payouts than
traditional mortgage insurance products. We have less experience writing these types of insurance and less
performance data on this business, which could lead to greater losses than we anticipate. Greater than anticipated
losses could have a material adverse effect on our business, financial condition and operating results.

An increasing concentration of servicers in the mertgage lending industry could lead to disruptions in the
servicing of mortgage loans that we insure, resulting in increased delinquencies.

We depend on reliable, consistent third-party servicing of the loans that we insure. A recent trend in the
mortgage lending and mortgage loan servicing industry has been toward consolidation of loan servicers,
particularly with respect to “specialized” servicing such as for manufactured housing loans. This reduction in the
number of servicers could lead to disruptions in the servicing of mortgage loans covered by our insurance
policies, which in turn could contribute to a rise in delinquencies among those loans and could have a material
adverse effect on our business, financial condition and operating results.

We face the possibility of higher claims as our morigage insurance policies age.

Historically, most claims under private mortgage insurance policies on prime loans occur during the third
through fifth year after issuance of the policies, and under policies on non-prime loans during the second through
fourth year after issuance of the policies. Low mortgage interest rate environments tend to lead to increased
refinancing of mortgage loans and to lower the average age of our mortgage insurance policies. On the other
hand, increased interest rates tend to reduce mortgage refinancings and cause a greater percentage of our
mortgage insurance risk in force to reach its anticipated highest claim frequency years. In addition, periods of
growth tend to reduce the average age of our policies, and the relatively recent growth of our non-prime
mortgage insurance business means that a significant percentage of our insurance in force on non-prime loans has
not yet reached its anticipated highest claim frequency years. If the growth of our new business were to slow or
decline, a greater percentage of our total mortgage insurance in force could reach its anticipated highest claim
frequency years. A resulting increase in claims could have a material adverse effect on our business, financial
condition and operating results.




Our revenues from mortgage insurance depend on the renewals of policies that policyholders instead may
terminate or fail to renew.

Most of our mortgage insurance premiums each month have been derived from the monthly renewal of
policies that we previously have written. Recently, the rate of nonrenewal has been very high. Factors that could
cause an increase in nonrenewals of our mortgage insurance policies include falling mortgage interest rates
(which tends to lead to increased refinancings and associated cancellations of mortgage insurance), appreciating
home values, and changes in the mortgage insurance cancellation requirements applicable to mortgage lenders
and homeowners. A decrease in the length of time that our mortgage insurance policies remain in force reduces
our revenues and could have a material adverse effect on our business, financial condition and operating results.

Our delegated underwriting program may subject our morigage insurance business to unanticipated claims.

In our mortgage insurance business, we permit many of our mortgage lender customers to commit us to
insure loans using pre-established underwriting guidelines. Once we accept a lender into our delegated
underwriting program, we generally insure a loan originated by that lender even if the lender has not followed
our specified underwriting guidelines. Under this program, a lender could commit us to insure a material number
of loans with unacceptable risk profiles before we discover the problem and terminate that lender’s delegated
underwriting authority. Even if we terminate a lender’s underwriting authority, we remain at risk for any loans
previously insured on our behalf by the lender before that termination. The performance of loans insured through
programs of delegated underwriting has not been tested over a period of extended adverse economic conditions,
meaning that the program could lead to greater losses than we anticipate. Greater than anticipated losses could
have a material adverse effect on our business, financial condition and operating results.

We face risks associated with our contract underwriting business.

As part of our mortgage insurance business, we provide contract underwriting services to some of our
mortgage lender customers, even with respect to loans for which we are not providing mortgage insurance. If we
make mistakes in connection with these underwriting services, in some cases the mortgage lender may require us
to purchase the loans or issue mortgage insurance on the loans, or to indemnify it against future loss associated
with the loans. Accordingly, we assume some credit risk and interest rate risk if we make an error. In a rising
interest rate environment, the value of loans that we are required to repurchase could decrease, and consequently,
our costs of those repurchases could increase. In 2004, we underwrote $6.7 billion in principal amount of loans
through contract underwriting. If the independent contractors who we rely on to perform contract underwriting
for us make more mistakes than we anticipate, the resulting need to provide greater than anticipated recourse to
mortgage lenders could have a material adverse effect on our business, financial condition and operating results.

If housing values fail to appreciate, we may be less able to recover amounts paid on defaulted mortgages.

If a borrower defaults under our standard mortgage insurance policy, generally we have the option of paying
the entire loss amount and taking title to a mortgaged property or paying our coverage percentage in full
satisfaction of our obligations under the policy. In the strong housing market of recent years, we have been able
to take title to the properties underlying many defaulted loans and to sell the properties quickly at prices that have
allowed us to recover most or all of our losses. If housing values fail to appreciate or begin to decline, our ability
to mitigate our losses on defaulted mortgages may be reduced, which could have a material adverse effect on our
business, financial condition and operating results.

Our mortgage insurance business faces intense competition from other mortgage insurance providers and
Jrom alternative products.

The United States mortgage insurance industry is highly dynamic and intensely competitive. Our
competitors include:

» other private mortgage insurers, some of which are subsidiaries of well capitalized companies with
stronger insurance financial strength ratings and greater access to capital than we have;
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o federal and state governmental and quasi-governmental agencies, principally the Veterans
Administration and the Federal Housing Administration, which recently has increased its competitive
position in areas with higher home prices by streamlining its down-payment formula and reducing the
premiums it charges; and

o mortgage lenders that demand increased participation in revenue sharing arrangements such as captive
reinsurance arrangements.

In addition, there are an increasing number of alternatives to traditional private mortgage insurance, and
new alternatives may develop, which could reduce the demand for our mortgage insurance. Existing alternatives
include:

o mortgage lenders structuring mortgage originations to avoid private mortgage insurance, such as a first
mortgage with an 80% LTV and a second mortgage with a 10% LTV - which is referred to as a
simultaneous second mortgage or as an “80-10-10 loan” ~ rather than a first mortgage with a 90% LTV.
We believe that the use of 80-10-10 loans has increased significantly during recent years and is likely to
continue to be a competitive alternative to private mortgage insurance, particularly with respect to prime
loans;

° investors using credit enhancements as a partial or complete substitute for private mortgage insurance;

o mortgage lenders and other intermediaries that forego third-party insurance coverage and retain the full
risk of loss on their high-LTV loans; and

o member institutions providing credit enhancement on loans sold to a Federal Home Loan Bank.

Much of the competition described above is directed at prime loans, which has led us to shift more of our
business to insuring riskier, non-prime loans. The inability to compete with other providers and alternatives, or
increased losses that may result from insuring more non-prime loans, could have a material adverse effect on our
business, financial condition and operating results.

Because many of the mortgage loans that we insure are sold to Fannie Mae and Freddie Mac, changes in
their business practices could significantly impact our mortgage insurance business.

Fannie Mae and Freddie Mac are the beneficiaries of the majority of our mortgage insurance policies, so
their business practices have a significant influence on us. Changes in their practices could reduce the number of
policies they purchase that are insured by us and consequently reduce our revenues. Some of Fannie Mae and
Freddie Mac’s more recent programs require less insurance coverage than they historically have required, and
they have the ability to further reduce coverage requirements, which could reduce demand for mortgage
insurance and have a material adverse effect on our business, financial condition and operating results.

Fannie Mae and Freddie Mac also have the ability to implement new eligibility requirements for mortgage
insurers and to alter or liberalize underwriting standards on low-down-payment mortgages they purchase. We
cannot predict the extent to which any new requirements may be enacted or how they may affect the operations
of our mortgage insurance business, our capital requirements and our products.

Additionally, Fannie Mae and Freddie Mac could decide to differentiate between mortgage insurance
companies rated “AAA” rather than “AA” based on risk-based capital regulations issued by the Office of Federal
Housing Enterprise Oversight that took effect in 2002. Such a decision could impair our “AA”-rated subsidiaries’
ability to compete with “AAA”-rated companies (of which there currently is one) and could have a material
adverse effect on our business, financial condition and operating results.

Legislation and regulatory changes and interpretations could harm our mortgage insurance business.

Our business and legal liabilities may be affected by the application of existing federal or state consumer
lending and insurance laws and regulations, or by unfavorable changes in these laws and regulations. For
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example, recent regulatory changes have reduced demand for private mortgage insurance by increasing the
maximum loan amount that the Federal Housing Administration can insure and reducing the premiums it
charges. Also, we have been subject to consumer lawsuits alleging violations of the provisions of the Real Estate
Settlement Procedures Act (“RESPA”) that prohibit the giving of any fee, kickback or thing of value under any
agreement or understanding that real estate settlement services will be referred. In addition, proposed changes to
the application of RESPA could harm our competitive position. The U.S. Department of Housing and Urban
Development (*“HUD”) proposed an exemption under RESPA for lenders that, at the time a borrower submits a
loan application, give the borrower a firm, guaranteed price for all the settlement services associated with the
loan, commonly referred to as “bundling.” In 2003, HUD withdrew the proposed rule and submitted another rule
to the Office of Management and Budget, the contents of which have not yet been made public. If bundling is
exempted from RESPA, mortgage lenders may have increased leverage over us and the premiums we are able to
charge for mortgage insurance could be negatively affected.

Our international morigage insurance operations subject us to numerous risks.

We have committed and may in the future commit additional significant resources to expand our
international operations, particularly in the United Kingdom. We also are in the process of applying to commence
operations in Hong Kong. Accordingly, we are subject to a number of risks associated with our international
business activities, including:

» risks of war and civil disturbances or other events that may limit or disrupt markets;

¢ dependence on regulatory and third-party approvals;

« changes in rating or outlooks assigned to our foreign subsidiaries by rating agencies;

» challenges in attracting and retaining key foreign-based employees, customers and business partners in
international markets;

» foreign governments’ monetary policies and regulatory requirements;
* economic downturns in targeted foreign mortgage origination markets;
* interest rate volatility in a variety of countries;

+ the burdens of complying with a wide variety of foreign regulations and laws, which may change
unexpectedly;

+ potentially adverse tax consequences;

* restrictions on the repatriation of earnings;

» foreign currency exchange rate fluctuations; and

* the need to develop and market products appropriate to the foreign market.

Any one or more of the risks listed above could render us unable to develop our international operations
profitably.

Risks Particular to Our Financial Guaranty Business

Our financial guaranty business may subject us to significant risks from the failure of a single company,
municipality or other entity whose obligations we have insured.

The breadth of our financial guaranty business exposes us to potential losses in a variety of our products as a
result of a credit problem at one counterparty. For example, we could be exposed to an individual corporate
credit risk in multiple transactions if the credit is contained in multiple portfolios of collateralized debt
obligations that we have insured, or if one counterparty (or its affiliates) acts as the originator or servicer of the
underlying assets or loans backing any of the structured securities that we have insured. Although we track our
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aggregate exposure to single counterparties in our various lines of business and have established underwriting
criteria to manage aggregate risk from a single counterparty, we cannot assure you that our ultimate exposure to a
single counterparty will not exceed our underwriting guidelines, due to merger or otherwise, or that an event with
respect to a single counterparty will not cause a significant loss in one or more of the transactions in which we
face risk to such counterparty. In addition, because we insure and reinsure municipal obligations, we can have
significant exposures to individual municipal entities, directly or indirectly through explicit or implicit support of
related entities. Even though we believe that the risk of a complete loss on some municipal obligations generally
is lower than for corporate credits because some municipal bonds are backed by taxes or other pledged revenues,
a single default by a municipality could cause a significant lack of liquidity or could result in a large or even
complete loss that could have a material adverse effect on our business, financial condition and operating results.

Our financial guaranty business is concentrated among relatively few major customers, meaning that our
revenues could decline if we lose any significant customer.

Cur financial guaranty business derives a significant percentage of its annual gross premiums from a small
number of customers. A loss of business from even one of our major customers could have a material adverse
effect on our business, financial condition and operating results. As a result of a downgrade by S&P in October
2002, one of the few primary insurer customers of our financial guaranty reinsurance business exercised its right,
effective in the first quarter of 2004, to recapture substantially all of the financial guaranty insurance ceded to us.
After excluding the effect of this recapture, one single customer of our financial guaranty business accounted for
over 15.2% of the premiums by our financial guaranty business in 2004. In November of 2004, as a result of a
ratings downgrade in May 2004 associated with the merger of our principal financial guaranty operating
subsidiaries, another customer of our financial guaranty reinsurance business exercised its right, effective
February 28, 2005, to recapture significant reinsurance ceded to us. Further downgrades could trigger similar
recapture rights in our other primary insurer customers, or we may lose a customer for other reasons, which could
have a material adverse effect on our business, financial condition and operating results.

Some of our financial guaranty products are riskier than traditional guaranties of public finance
obligations.

In addition to the traditional guaranties of public finance bonds, we write guaranties involving structured
finance transactions that expose us to a variety of complex credit risks, and indirectly to market, political and
other risks beyond those that generally apply to financial guaranties of public finance obligations. We issue
financial guaranties connected with certain asset-backed transactions and securitizations secured by one or a few
classes of assets, such as residential mortgages, auto loans and leases, credit card receivables and other consumer
assets, obligations under credit default swaps, both funded and synthetic, and in the past have issued financial
guaranties covering utility mortgage bonds and multi-family housing bonds. We also provide trade credit
reinsurance, which protects sellers of goods under certain circumstances against non-payment of their accounts
receivable. These guaranties expose us to the risk of buyer nonpayment, which could be triggered by many
factors, including the failure of a buyer’s business. These guaranties may cover receivables where the buyer and
seller are in the same country as well as cross-border receivables. In the case of cross-border transactions, we
sometimes grant coverage that effectively provides coverage to losses that could result from political risks, such
as foreign currency controls and expropriation, which could interfere with the payment from the buyer. Losses
associated with these non-public finance financial guaranty products are extremely difficult to predict accurately,
and a failure to properly anticipate those losses could have a material adverse effect on our business, financial
condition and operating results.

We may be forced to reinsure greater risks than we desire due to adverse selection by ceding companies.

A portion of our financial guaranty reinsurance business is written under treaties that generally give the
ceding company some ability to select the risks that they cede to us within the terms of the treaty. There is a risk
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under these treaties that the ceding companies will decide to cede to us exposures that have higher rating agency
capital charges or that the ceding companies expect to be less profitable, which could have a material adverse
effect on our business, financial condition and operating results. We attempt to mitigate this risk in a number of
ways, including requiring ceding companies to retain a specified minimum percentage on a pro-rata basis of the
ceded business, but we cannot assure you that our mitigation attempts will succeed.

Our financial guaranty business faces intense competition.

The financial guaranty industry is highly competitive. The principal sources of direct and indirect
competition are:

* other financial guaranty insurance companies;

* multiline insurers that have increased their participation in financial guaranty reinsurance, some of
which have formed strategic alliances with some of the U.S. primary financial guaranty insurers;

» other forms of credit enhancement, including letters of credit, guaranties and credit default swaps
provided primarily by foreign and domestic banks and other financial institutions, some of which are
governmental enterprises, that have been assigned the highest ratings awarded by one or more of the
major rating agencies or have agreed to post collateral to support their risk position;

* in 2004, the laws applicable to New York domiciled monoline financial guarantors were amended to
permit such financial guarantors to use certain credit default swaps meeting applicable requirements as
statutory collateral to offset such financial guarantor’s statutory single risk limits, aggregate risk limits,
aggregate net liability calculations and contingency reserve requirements. This regulatory change, which
makes credit default swaps a more attractive alternative to traditional financial guaranty reinsurance,
may result in a reduced demand for traditional monoline financial guaranty reinsurance in the future;
and

+ alternate transaction structures that permit issuers to securitize assets more cost-effectively without the
need for other credit enhancement.

Competition in the financial guaranty reinsurance business is based on many factors, including overall
financial strength, financial strength ratings, pricing and service. The rating agencies allow credit to a ceding
company’s capital requirements and single risk limits for reinsurance ceded in an amount that is in part
determined by the financial strength rating of the reinsurer. Some of our competitors have greater financial
resources than we have and are better capitalized than we are and/or have been assigned higher ratings by one or
more of the major rating agencies. In addition, the rating agency could change the level of credit they will allow a
ceding company to take for our and/or similarly rated reinsurers. An inability to compete for desirable financial
guaranty business could have a material adverse effect on our business, financial condition and operating results.

Legislation and regulatory changes and interpretations could harm our financial guaranty business.

The Jaws and regulations affecting the municipal, asset-backed and trade credit debt markets, as well as
other governmental regulations, could be changed in ways that subject us to additional legal liability or affect the
demand for the primary financial guaranty insurance and reinsurance that we provide. Any such change could
have a material adverse effect on our business, financial condition and operating results.

Changes in tax laws could reduce the demand for or profitability of financial guaranty insurance, which
could harm our business.

Any material change in the U.S. tax treatment of municipal securities, or the imposition of a “flat tax” or a
national sales tax in lieu of the current federal income tax structure in the United States, could adversely affect
the market for municipal obligations and, consequently, reduce the demand for related financial guaranty
insurance and reinsurance. For example, the Jobs and Growth Tax Relief Reconciliation Act of 2003, enacted in
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May 2003, significantly reduced the federal income tax rate for individuals on dividends and long-term capital
gains. This tax change may reduce demand for municipal obligations and, in turn, may reduce the demand for
financial guaranty insurance and reinsurance of these obligations by increasing the comparative yield on
dividend-paying equity securities. Future potential changes in U.S. tax laws, including current efforts to eliminate
the federal income tax on dividends, might also affect demand for municipal obligations and for financial
guaranty insurance and reinsurance of those obligations.

We may be unable to develop or sustain our financial guaranty business if it cannot obtain reinsurance or
other forms of capital,

In order to comply with regulatory, rating agency and internal capital and single risk retention limits as our
financial guaranty business grows, we need access to sufficient reinsurance or other capital capacity to
underwrite transactions. The market for reinsurance recently has become more concentrated because several
participants have exited the industry. If we are unable to obtain sufficient reinsurance or other forms of capital,
we may be unable to issue new policies and grow our business.

The merger of Radian Reinsurance with and irto Radian Asset Assurance exposes us to risks.

In June 2004, we merged Radian Reinsurance, which primarily had conducted our financial guaranty
reinsurance business, with and into Radian Asset Assurance, which primarily conducted our financial guaranty
direct insurance business. The merger combined the assets and liabilities of the two companies, creating one
larger company. Our reinsurance customers may view the combined entity as more of a competitor and a threat
to their business and prospects because Radian Asset Assurance not only reinsures their obligations, but also
could directly insure larger obligations in competition with them. As a result, any of our reinsurance customers
could:

o compete with us more vigorously than they do now on the direct financial gunaranty transactions or other
transactions we insure;

o materially reduce or eliminate the reinsurance that they currently cede to us; or

o become more reluctant to partner with us on transactions.

Consequently, we may experience a reduction in the number of transactions entered into, the premiums

received and/or the premium rate relative to the insurance exposure on future transactions or in future reinsurance
premiums written and earned.
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Part 1
Item 1. Business

General

Radian Group Inc. is a credit enhancement provider to the global financial and capital markets. Our
subsidiaries provide products and services through three primary business lines: mortgage insurance, financial
guaranty and other financial services. Our mortgage insurance business provides private mortgage insurance and
risk management services to mortgage lending institutions. Our financial guaranty business provides guaranties
for full and timely payment of principal and interest when due, to the holders of public and structured finance
obligations and provides credit protection in the form of credit default swaps, and reinsures public finance,
structured finance and trade credit obligations. Our financial services business consists primarily of our 46%
ownership interest in Credit-Based Asset Servicing and Securitization LLC - a mortgage investment and
servicing firm specializing in credit-sensitive, single-family residential mortgage assets and residential mortgage-
backed securities — and our 41.5% interest in Sherman Financial Services Group LLC — a consumer asset and
servicing firm specializing in charged-off and bankruptcy plan consumer assets. The following table shows the
percentage contributions to net income attributable to each of these businesses in 2004:

Net
Income
Mortgage INSUIance . ... ... o e 52%
Financial Guaranty . . ... ... ... i e e 26%
Financial SErviCes ... ... ...t 22%

Our strategic objective is to be a diversified global credit enhancement and financial services company
focused on returns on risk-adjusted equity. The key components of this strategy are to:

* continue to prudently grow our mortgage insurance and financial guaranty businesses;
» leverage our core competencies in new product offerings, both domestically and internationally; and

+ focus on providing value-added service to our clients in the most efficient and cost-effective manner
possible, including through innovation and sound risk management.

We began conducting business as CMAC Investment Corporation, a Delaware corporation, following our
spin-off from Commonwealth Land Title Insurance Company through an initial public offering on November 6,
1992. On June 9, 1999, we merged with Amerin Corporation and were renamed Radian Group Inc. As further
described below, on February 28, 2001, we acquired Enhance Financial Services Group Inc., principally a
provider of financial guaranty insurance and reinsurance. Our principal executive offices are located at
1601 Market Street, Philadelphia, Pennsylvania 19103, and our telephone number is (215) 564-6600.

We maintain a website with the address www .radian.biz. We are not including or incorporating by reference
the information contained on our website into this report. We make available on our website, free of charge and
as soon as reasonably practicable after filing with the SEC, copies of our most recently filed Annual Report on
Form 10-K and all Quarterly Reports on Form 10-Q and Current Reports on Form 8-K filed during each year,
including all amendments to those reports. In addition, copies of our guidelines of corporate governance, code of
business conduct and ethics (which includes the code of ethics applicable to our chief executive officer, principal
financial officer and principal accounting officer) and the governing charters for the audit, compensation,
executive, governance and investment committees of our board of directors are available free of charge on our
website, as well as in print to any stockholder upon request.

Mortgage Insurance Business

We provide private mortgage insurance and risk management services to mortgage lending institutions
located throughout the United States and select countries overseas through our wholly owned subsidiaries,
Radian Guaranty Inc. (“Radian Guaranty”), Radian Insurance Inc. (“Radian Insurance”) and Amerin Guaranty
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Corporation (“Amerin Guaranty”). Private mortgage insurance protects mortgage lenders from all or a portion of
default-related losses on residential first mortgage loans made primarily to home buyers who make down
payments of less than 20% of the home’s purchase price. Private mortgage insurance also facilitates the sale of
these mortgage loans in the secondary mortgage market, principally to Freddie Mac and Fannie Mae (which we
sometimes refer to as Government Sponsored Enterprises or “GSEs”). Our mortgage insurance business, through
Radian Guaranty, offers primary and pool private mortgage insurance coverage on residential, first-lien
mortgages. At December 31, 2004, primary insurance on first-lien mortgages made up 88.3% of our total
mortgage insurance risk in force and pool insurance on first-lien mortgages made up 7.8% of our total mortgage
insurance risk in force. We use Radian Insurance to provide credit enhancement for mortgage-related capital
market transactions and to write credit insurance on mortgage-related assets that monoline mortgage guaranty
insurers are not permitted to insure, including second mortgages, home equity loans, net interest margin
securities (“NIMs”), international insurance transactions and mortgages with loan-to-value ratios above 100%.
We also insure second-lien mortgages through Amerin Guaranty. At December 31, 2004, the risk in force of
Radian Insurance and Amerin Guaranty represented 3.9% of our total mortgage insurance risk in force.

Premium Rates

We cannot change our premium rates after we issue coverage. Accordingly, we determine premium rates in
our mortgage insurance business on a risk-adjusted basis that includes borrower, loan and property
characteristics. We use proprietary default and prepayment models to project the premiums we should charge, the
losses and expenses we should expect to incur and the capital we need to hold in support of our risk. We establish
pricing in an amount that we expect will allow a reasonable return on allocated capital. We insure mortgages
either on an individual basis, which we refer to as “flow business,” or on a group basis, which we refer to as
“structured business.” We generally price our borrower-paid flow business based on rates that we have filed with
the various state insurance departments. We generally price our structured business and some lender-paid
insurance based on the specific characteristics of the insured portfolio, which can vary significantly from
portfolio to portfolio depending on a variety of factors including the quality of the underlying loans, the credit
history of the borrowers, the amount of coverage required and the amount, if any, of credit protection in front of
our risk exposure.

Primary Mortgage Insurance

We provide primary mortgage insurance on both a flow basis and a structured basis. Primary mortgage
insurance provides mortgage default protection on prime and non-prime mortgages at a specified coverage
percentage. When there is a claim, the coverage percentage is applied to the claim amount — which consists of the
unpaid loan principal, plus past due interest and certain expenses associated with the default — to determine our
maximum liability. Upon a claim or foreclosure, we have three basic settlement options as described in “Defaults
and Claims — Claims.” In 2004, we wrote $44.8 billion of primary mortgage insurance of which 81.1% was
originated on a flow basis and 18.9% was originated on a structured basis, compared to $68.4 billion of primary
mortgage insurance written in 2003 of which 72.4% was originated on a flow basis and 27.6% was originated on
a structured basis.

Persistency rates, defined as the percentage of insurance in force that remains on a company’s books after
any 12-month period, are a key indicator for the primary mortgage insurance industry. Because most of our
insurance premiums are earned over time, higher persistency rates enable us to recover our policy acquisition
costs and then start earning a profit on the business. Therefore, higher persistency rates tend to increase the
profitability for a mortgage insurer. On the other hand, high persistency rates also can indicate that mortgage
insurance risk in force is concentrated in borrowers who are less able to eliminate their private mortgage
insurance through refinancing or home value appreciation. These borrowers may be riskier because they may
have relatively low credit scores or reside in geographic areas experiencing relatively poor economic conditions
or stagnant home values. At December 31, 2004, the persistency rate of our primary mortgage insurance was
58.8%, compared to 46.7% at December 31, 2003. Both of these figures are low relative to historical levels and
reflect the high levels of refinancing in the mortgage market.
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Pool Insurance

We offer pool insurance on a selective basis. Pool insurance differs from primary insurance in that our
maximum liability is not limited to a specific coverage percentage on each individual prime or non-prime
mortgage in an insured pool of mortgages. Instead, an aggregate exposure limit, or “stop loss,” generally between
1% and 10%, is applied to the pool’s initial aggregate loan balance. We also write modified pool insurance,
which has a stop loss feature as well as an exposure limit on each individual loan. An insured pool of mortgages
may contain mortgages with and without primary mortgage insurance, and the pool insurance is secondary to any
primary mortgage insurance that exists on mortgages within the pool.

We write the majority of our pool insurance in the form of credit enhancement on mortgage loans included
in mortgage-backed securities, whole loan sales and other structured transactions. This form of pool insurance
has a very low stop loss, generally 1.0% to 1.5% of the pool’s initial aggregate loan balance. We include both our
pool insurance on mortgages as well as our pool insurance on other mortgage-related assets in our financial
results and other statistics related to our pool insurance.

Premium rates on pool insurance business are generally lower than primary mortgage insurance rates.
Because of the generally lower premium rates and lack of exposure limits on individual loans associated with
much of our pool insurance, the rating agency capital requirements for this product are more restrictive than for
primary insurance. In 2004, we wrote $304 million of pool insurance risk, compared to $933 million of pool
insurance risk written in 2003,

Structured Transactions

Structured transactions generally involve insuring a large group of existing loans or issuing & commitment
to insure new loans that are to be originated under negotiated terms. In structured mortgage insurance
transactions, we insure the individual mortgages included in the structured portfolio up to specified levels of
coverage. Most structured mortgage insurance transactions that we insure involve non-traditional mortgages,
such as non-prime mortgages or mortgages with higher than average balances. A single structured mortgage
insurance transaction may include primary insurance or pool insurance, and an increasing number of structured
transactions have both primary and pool components. We also insure mortgage-related assets, such as mortgage-
backed securities, in structured transactions. Some structured transactions include a risk-sharing component
under which the insured or a third-party assumes a first-loss position or shares in losses in some other manner.

Opportunities for structured transactions depend on a number of macroeconomic factors and thus the
volume of structured transactions we close can vary significantly from year to year, and we expect this to
continue. In 2004, we wrote $8.5 billion of primary mortgage insurance in structured transactions, consisting of
approximately 42.9% prime loans and 57.1% non-prime loans, compared to $18.9 billion of primary new
insurance written in structured transactions in 2003. Also in 2004, we wrote $6.3 billion of pool mortgage
insurance in structured transactions compared to $5.4 billion in 2003. Including both primary and pool insurance,
we wrote $14.8 billion of mortgage insurance in structured transactions in 2004, compared to $24.3 billion
written in 2003.

Second-Lien Mortgages

In addition to insuring first-lien mortgages, to a lesser extent we also provide traditional or modified pool
insurance on second-lien mortgages. Beginning in 2004, we began limiting most of our participation in these
transactions to situations where there is a loss deductible or other first-loss protection that precedes our loss
exposure. We wrote $154 million of second-lien mortgage insurance risk in 2004. At December 31, 2004, we had
$673 million of risk in force on second-lien mortgages, compared to $725 million of risk at December 31, 2003.
We present certain of our financial results and other statistics related to second-lien mortgages separately from
our presentation of financial results and other statistics related to primary insurance.
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Credit Enhancement on Net Interest Margin Securities

‘We provide credit enhancement on NIMs. A NIM represents the securitization of the excess cash flow from
a mortgage-backed transaction. The majority of this excess cash flow consists of the spread between the interest
rate on the mortgage-backed security and the interest rate on the underlying mortgages. Historically, mortgage
issuers would have earned this excess interest over time as mortgages age, but recent market efficiencies have
enabled mortgage issuers to sell their residual interests to investors in the form of NIM bonds. We provide credit
enhancement on these bonds. In 2004, we wrote $273 million of insurance risk on NIMs. At December 31, 2004,
we had $312 million of risk in force on NIMs, compared to $299 million at December 31, 2003.

Non-Prime Loans

We believe that non-prime lending programs represent the largest area for future growth in the mortgage
insurance industry, and we have increased and expect to continue to increase our insurance written in this area.
During 2004, non-prime business accounted for $16.4 billion or 36.6% of our primary new insurance written in
our mortgage insurance business (61.9% of which was Alt-A), compared to $27.4 billion or 40.1% in 2003
(73.0% of which was Alt-A). At December 31, 2004, non-prime insurance in force was $35.7 billion or 31.0% of
total primary insurance in force, compared to $37.8 billion or 31.5% of total primary insurance in force at
December 31, 2003.

Within our non-prime lending program, we have defined three categories of loans that we insure: Alt-A, A
minus and B/C loans. We use credit-scoring mechanisms to assist us in predicting loan performance and in
categorizing loans as Alt-A, A minus or B/C loans. The Fair Isaac and Company (“FICO”) model calculates a
credit score based on a borrower’s credit history among other factors. This credit score is used to estimate the
future performance of a loan over a one- or two-year time horizon. The higher the credit score, the lower the
likelihood that a borrower will default on a loan. We have continued to limit our participation in these non-prime
markets to mostly Alt-A and A minus loans rather than B/C loans and we have targeted the business insured to
specific lenders with proven good results and servicing experience in this area.

Alt-A Loans. We define Alt-A loans as loans where the borrower’s FICO score is 620 or higher and where
the loan documentation has been reduced or eliminated. Alt-A borrowers generally have a similar credit profile
to prime borrowers, but these loans are underwritten with reduced or no documentation and verification of
information. We typically charge a higher premium rate for this business due to the reduced documentation. Alt-
A loans tend to have higher balances than other loans that we insure. We consider Alt-A business to be more
risky than prime business, particularly Alt-A loans to borrowers with FICO scores below 660. We insure Alt-A
loans with FICO scores ranging from 620 to 660, but we have measures in place to limit this exposure and we
charge a significantly higher premium for the level of increased risk on these loans. Alt-A loans represented
19.1% of total primary mortgage risk in force at the end of 2004 and made up 22.7% of our primary new
insurance written in 2004, compared to 29.3% of primary new insurance written in 2003. The delinquency rate
on Alt-A loans was 6.5% at December 31, 2004, compared to 5.3% at December 31, 2003. Claims paid on Alt-A
loans were $85.1 million in 2004, compared to $56.2 million in 2003.

A Minus Loans. We define A minus loans as loans where the borrower’s FICO score ranges from 570 to
619. This product comes to us through structured transactions where the insurance typically is lender-paid and
through flow business where the borrower pays the insurance premium. We also receive a significantly higher
premium for insuring this product that is commensurate with the increased default risk. We also classify certain
Fannie Mae Desktop Underwriter and Freddie Mac Loan Prospector automated underwriting system loan-level
responses as A minus, regardless of the FICO score. Our pricing of A minus loans is tiered into four levels based
on the FICO score, with increased premiums at each descending tier of FICO score. A minus loans represented
10.4% of our total primary mortgage risk in force at the end of 2004 and made up 11.2% of our primary new
insurance written in 2004, compared to 9.7% of primary new insurance written in 2003. The delinquency rate on
A minus loans was 11.2% at December 31, 2004, compared to 9.6% at December 31, 2003. Claims paid on A
minus loans were $69.6 million in 2004, compared to $47.3 million in 2003.
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B/C Loans. We define B/C loans as loans where the borrower’s FICO score is below 570, and we have no
approved programs to insure B/C loans. However, some pools of loans submitted for insurance as structured
transactions contain B/C loans. We price these structured transactions to reflect a higher premium on B/C loans
due to the increased default risk associated with these types of loans. B/C loans represented 2.4% of total primary
mortgage risk in force at the end of 2004 and made up approximately 2.8% of total primary new insurance
written during 2004, compared to 1.1% of total primary new insurance written in 2003. The delinquency rate on
B/C loans was 15.7% at December 31, 2004, compared to 17.2% at December 31, 2003. Claims paid on B/C
loans were $25.8 million in 2004, compared to $24.4 million in 2003,

Reinsurance of Non-Prime Risk

In 2004, we developed an innovative way to manage our internal credit limits through unaffiliated
reinsurance companies funded by the issuance of credit-linked notes in the capital markets. On August 3, 2004,
we entered into a reinsurance agreement under which we ceded a significant portion of the risk associated with
an $882 million portfolio of first-lien, non-prime residential mortgage loans that we insure. Our counterparty
under the reinsurance agreement is SMART HOME Reinsurance 2004-1 Limited (“Smart Home”), a Bermuda
reinsurance company that is not affiliated with us and was formed solely to enter into the reinsurance
arrangement. Smart Home was funded in the capital markets by the issuance of credit-linked notes rated between
AA and BB by S&P, and between Aa2 and Bal by Moody’s, that were issued in separate classes related to loss
coverage levels on the reinsured portfolio. We anticipate retaining the risk associated with the first loss coverage
levels and may retain or sell, in a separate risk transfer agreement, the risk associated with the AAA-rated
coverage level.

Holders of the Smart Home credit-linked notes bear the risk of loss from losses paid to us under the
reinsurance agreement. Smart Home will invest the proceeds of the notes in high-quality short-term investments
approved by S&P and Moody’s. Income earned on those investments and a portion of the reinsurance premiums
we pay will be applied to pay interest on the notes as well as certain of Smart Home’s expenses. The liquidation
proceeds from the investments will be used to pay reinsured loss amounts to us, and any remaining proceeds will
be applied to pay principal on the notes.

In February of 2005, we completed a second reinsurance agreement under which we ceded a portion of the
risk associated with a $1.68 billion portfolio of first-lien, non-prime mortgages that we insured.

Captive Reinsurance

In captive reinsurance, a mortgage lender sets up a reinsurance company that assumes part of the risk
associated with the mortgage lender’s mortgages insured on a flow basis. In return for the reinsurance company’s
assumption of risk, the mortgage insurer cedes a portion of its mortgage insurance premiums to the reinsurance
company. In most cases, the risk assumed by the reinsurer is an excess layer of aggregate losses that would be
penetrated only in a situation of adverse loss development, in effect providing the mortgage insurer with a form
of stressed loss coverage. Captive reinsurance arrangements continue to grow in popularity, and a larger
percentage of our business participates in these arrangements at increasing percentage levels. We believe that
these arrangements provide an incentive for lenders to funnel relatively high-quality loans into captives. They
also provide risk sharing and capital relief for us. Given the complexity of these arrangements and their impact
on our profitability, we evaluate the level of revenue sharing against the risk sharing on a customer-by-customer
basis.

We had approximately 52 active captive reinsurance agreements in place at December 31, 2004, compared
to 45 that were in place at December 31, 2003. We may enter into several new agreements or modify existing
agreements in 2005, some with large national lenders. Premiums ceded to captive reinsurance companies in 2004
were $87.3 million, representing 11.3% of total direct mortgage insurance premiums earned, as compared to
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$73.6 million, or 10% in 2003. Primary new insurance written in 2004 that had captive reinsurance associated

with it was $17.8 billion, or 39.7% of our total primary new insurance written, as compared to $21.9 billion, or
32.1% in 2003.

We have entered into risk/revenue sharing arrangements with the GSEs whereby the primary insurance
coverage amount on certain loans is recast and our overall risk is reduced in return for a payment made to the
GSEs. Premiums ceded under these programs in 2004 were not significant.

Delegated Underwriting

We have a delegated underwriting program with a significant number of our customers. QOur delegated
underwriting program currently involves only lenders that are approved by our risk management area. The
delegated underwriting program allows the lender to commit us to insure loans that meet agreed-upon
underwriting guidelines. Delegated loans are submitted to us in various ways—fax, electronic data interchange
and through the Internet. We routinely audit loans submitted under this program. As of December 31, 2004,
approximately 30% of the risk in force on our books was originated on a delegated basis, compared to 27% as of
December 31, 2003.

Contract Underwriting

We utilize our underwriting skills to provide an outsourced underwriting service to our customers, known as
contract underwriting. For a fee, we underwrite fully documented loan files for secondary market compliance,
while concurrently assessing the file for mortgage insurance if applicable. Contract underwriting continues to be
a popular service to mortgage insurance customers. During 2004, loans underwritten via contract underwriting
accounted for 20.6% of applications, 19.6% of commitments for insurance and 17.9% of insurance certificates
1ssued. We provide recourse to our customers on loans we underwrite for compliance. If we make a material
error in underwriting a loan, we agree to provide a remedy of either placing mortgage insurance coverage on the
loan or purchasing the loan. During 2004, we processed requests for remedies on less than 1% of the loans
underwritten and sold a number of loans previously acquired as part of the remedy process. We had total losses
from sales and remedies in 2004 of approximately $3.5 million. Providing these remedies means we assume
some credit risk and interest rate risk if an error is found during the limited remedy period in the agreements
governing our provision of contract underwriting services. Rising mortgage interest rates or an economic
downturn may expose the mortgage insurance business to higher losses. In 2003, we had provisions for contract
underwriting remedies of $2.9 million. In 2004, our provisions were approximately $12.0 million and our reserve
at December 31, 2004 was $7.3 million. We closely monitor this risk and negotiate our underwriting fee structure
and recourse agreements on a client-by-client basis.

International Mortgage Insurance Operations

We carefully review and assess international markets for opportunities to expand our mortgage insurance
operations. On several occasions, through our domestic subsidiaries, we have provided credit protection on pools
of mortgages in the United Kingdom and in the Netherlands, and we are in the process of applying for
authorization to conduct operations in the United Kingdom. In 2004 and early 2005, we entered into two
mortgage reinsurance transactions in Australia. In early 2005, we entered into a relationship with Standard
Charter Bank (Hong Kong) Limited, one of the largest mortgage lenders in Hong Kong, to serve as its exclusive
provider of mortgage insurance. We are in the process of applying for branch authorization in Hong Kong, which
will enable us to expand our international business in the Asian markets.

Financial Guaranty Business

We entered the financial guaranty business through our 2001 acquisition of Enhance Financial Services
Group Inc. (“EFSG”), a New York-based insurance holding company that primarily insures and reinsures credit-
based risks. Financial guaranty insurance provides an unconditional and irrevocable guaranty to the holder of a
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financial obligation of full and timely payment of principal and interest when due. Financial guaranty reinsurance
provides for reimbursement to the primary insurer when that insurer is obligated to pay principal and interest on
an insured obligation. In the event of default, payments under the insurance policy generally may not be
accelerated without the insurer’s approval, and the holder continues to receive payments of principal and interest
as if no default had occurred. Also, the insurer often has recourse against the issuer and/or any related collateral
for amounts the insurer pays under the terms of the policy. Premiums almost always are non-refundable and are
invested upon receipt. Premiums paid in full at inception are recorded as revenue (“earned”) over the life of the
obligation (or the coverage period if shorter). Premiums paid in installments generally are recorded as revenue in
the accounting period in which coverage is provided. This long and relatively predictable premium earnings
pattern is characteristic of the financial guaranty insurance industry and provides a relatively predictable source
of future revenues.

The issuer of an obligation generally pays the premiums for financial guaranty insurance either in full at the
inception of the policy or, in the case of most structured finance transactions, in monthly, quarterly, semi-annual
or annual installments from the cash flow of the related collateral. For public finance transactions, premium rates
typically are stated as a percentage of debt service, which includes total principal and interest. For structured
finance transactions, premium rates typically are stated as a percentage of the total principal. The establishment
of a premium rate for a transaction reflects some or all of the following factors:

» issuer-related factors, such as the issuer’s credit strength and sources of income;

* obligation-related factors, such as the type of issue, the type and amount of collateral pledged, the
revenue sources and amounts, the nature of any restrictive covenants and the length of time until the
obligation’s stated maturity; and

* insurer- and market-related factors, such as rating agency capital charges, competition, if any, from
other insurers and the credit spreads in the market available to pay premiums.

The majority of insured public finance and structured finance transactions are guaranteed by AAA-rated
monoline financial guaranty insurers. As a AA-rated company, our financial guaranty business targets distinct
markets. There generally is a higher interest cost to the issuer by using AA credit enhancement as compared to
AAA, but in some cases the additional overall cost to the issuer of AAA credit enhancement exceeds the higher
interest costs an issuer may incur with AA enhancement. AA insurance also can provide significant value over
uninsured executions in select markets. Finally, in some markets, issuers and other counterparties receive no
additional rating agency credit for purposes of capital requirements and single risk limits from a AAA
enhancement level as compared to a AA enhancement level.

Our financial guaranty business offers the following products:

* insurance of public finance obligations, which include tax-exempt and taxable indebtedness of states,
counties, cities, utility districts and other political subdivisions, bonds issued by sovereign and sub-
sovereign entities and project financings for obligors such as airports, higher education and health care
facilities, where the issuers and the insured obligations predominantly are rated investment-grade;

* insurance of structured finance transactions, consisting of funded and synthetic asset-backed obligations
that are payable from or tied to the performance of a specific pool of assets and that offer a defined cash
flow. Examples include residential and commercial mortgages, a variety of consumer loans, corporate
loans and bonds, trade and export receivables and equipment, real property leases and collateralized
corporate debt obligations, including obligations of counterparties under derivative transactions and
credit default swaps. Either the servicers of these obligations or our counterparty, as applicable, is
generally rated investment-grade, as are the insured obligations; and

» reinsurance of public finance, structured finance and trade credit obligations in which we generally rely
on the underwriting performed by the primary insurer.
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The following table summarizes the net premiums written and earned for the indicated financial guaranty
lines of business for 2004, 2003 and 2002:

Year Ended December 31
2004 2003 2002
(in thousands)

Net Premiums Written:

Public Finance DIreCt . ... oo ottt e $ 52,279 $ 85,178 $ 62,849
Public Finance Remnsurance . ......... . o 74,777 81,877 48,130
Structured Direct . ... ... .. 94,423 88,053 66,644
Structured ReINSUIANCE ... . ot vt e e e 32,112 48,702 60,297
Trade Credit REINSUTANCE . . . . . . oot e e e e et 59,262 64,827 48,416
312,853 368,637 286,336

Impact of Recapture (1) .. ... .ot e 96,417) — —
Total net premiums Written ..................ciiiii.... $216,436 $368,637 $286,336

Net Premiums Earned:

Public Finance DITECt . . . ... oo it e $ 26,643 $ 18,277 $ 14,717
Public Finance Reinsurance .. ..............iiiiinunininenn... 41,651 51,118 39,228
Structured Direct .. ... 78,292 73,720 42,534
Structured ReINSUIANCE . ..\ vttt e et e e e e i 33,001 48,497 57,597
Trade Credit ReINSUTANICE . . ... oottt it e e e et 60,236 56,951 32,557
239,823 248,563 186,633

Impactof Recapture (1) . ... (24,892) — —

Total net premiums earned .. ... ... $214,931 $243,563 $186,633

(1) Amounts represent the immediate impact of the recapture of previously ceded business by one of the
primary insurer customers of our financial guaranty reinsurance business in the first quarter of 2004.

Credit derivatives are classified as derivatives under Statement of Financial Accounting Standards No. 133.
The mark-to-market position on derivatives must be accounted for as either assets or liabilities on the
Consolidated Balance Sheets, and measured at fair value. Although there is no cash flow from “marking-to-
market,” net changes in the fair value of the derivatives are reported in the Consolidated Statements of Income.
Structured direct net premiums written and earned for 2004 included $66.1 million and $50.3 million,
respectively, of credit enhancement fees on derivative financial guaranty contracts, compared to $54.1 million
and $42.0 million in 2003 and $40.4 million and $19.8 million in 2002.

Merger of Radian Asset Assurance and Radian Reinsurance

In June 2004, we merged our two main financial guaranty operating subsidiaries, Radian Asset Assurance
Inc. (“Radian Asset Assurance”) and Radian Reinsurance Inc. (“Radian Reinsurance Inc.”) with Radian Asset
Assurance as the surviving company. Through this merger, the financial guaranty reinsurance business formerly
conducted by Radian Reinsurance was combined with the direct financial guaranty business conducted by Radian
Asset Assurance. The merger combined the assets, liabilities and shareholder’s equity of the two companies and
the combined company is rated Aa3 (stable outlook) by Moody’s Investor Service (“Moody’s”), AA (negative
ountlook) by Standard & Poor’s Insurance Rating Service (“S&P”) and AA (stable outlook) by Fitch Ratings
(“Fitch™), which correspond to the ratings assigned to Radian Asset Assurance immediately before the merger. In
May 2004, Moody’s provided Radian Asset Assurance with an initial insurance financial strength rating of Aa3.
Concurrently, and in anticipation of the merger, Moody’s downgraded the insurance financial strength rating of
Radian Reinsurance from Aa2 to Aa3. As a result of this downgrade, two of the primary insurer customers of our
financial guaranty reinsurance business had the right to recapture previously written business ceded to our
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financial guaranty business. One of these customers has agreed, without cost to or concessions by us, to waive its
recapture rights. On November 8, 2004, the remaining primary insurer customer with recapture rights notified us
of its intent to recapture, effective February 28, 2005, $6.4 billion of par in force that it had ceded to our financial
guaranty business through December 31, 2004. Despite the recapture, the primary insurer customer also
informally advised us that, going forward, the customer intends to continue its reinsurance relationship with us
on the same terms as before the May 2004 downgrade. In March of 2005, without cost to or concessions by us,
this customer waived its remaining right to recapture $5.2 billion of additional par in force that it had ceded to
our financial guaranty business through December 31, 2004.

Public Finance

Financial guaranty of public finance obligations provides credit enhancement of bonds, notes and other
evidences of indebtedness issued by states and their political subdivisions (for example, counties, cities, or
towns), utility districts, public and private non-profit universities and hospitals, public housing and transportation
authorities, and other public and quasi-public entities. Municipal bonds are supported by the issuer’s taxing
power in the case of general obligation bonds, dedicated taxes, or by its ability to impose and collect fees and
charges for public services or specific projects in the case of most revenue bonds. Insurance provided to the
public finance market has been and continues to be a major source of revenue for our financial guaranty business.
Public Finance direct represented 16.7% of Financial Guaranty net premiums written in 2004 (excluding the
impact of the recapture that occurred in the first quarter of 2004), down from 23.1% in 2003.

The drop in premiums was primarily attributable to three factors: a decrease in new issue volume,
competition from other financial guaranty companies and a tightening credit-spread environment. Municipal
issuance declined 6% to $360.2 billion from a record $383.7 billion in 2003, but was up slightly compared to
$358.8 billion issued in 2002. Insured penetration by the AAA-rated insurers reached a record high of 53.5% in
2004, resulting in fewer opportunities for us to add value while maintaining adequate returns on capital. We were
faced with increased competition from relatively new entrants to the financial guaranty market. In addition,
existing financial guaranty companies began insuring credits that we may have insured in recent years. Finally,
due to compression in spreads between insured and uninsured execution, premium rates dropped to an average of
153 basis points, down from 192 basis points, and insured par decreased by 20% year-over-year.

Structured Finance

The structured finance market includes the market for both synthetic and funded asset-backed obligations,
as well as the market for collateralized debt obligations. At December 31, 2004, we had $10.7 billion of notional
exposure related to the direct insurance of 71 structured transactions, compared to $7.2 billion related to
46 transactions at December 31, 2003.

Funded asset-backed obligations usually take the form of a secured interest in a pool of assets, such as
residential or commercial mortgages or credit card or auto loan receivables. Funded asset-backed securities also
may be secured by a few specific assets, such as utility mortgage bonds and multi-family housing bonds. In low
interest rate environments and when credit spreads are tight, as was the case in 2004, our ability to participate in
the funded asset-backed market is severely limited.

Synthetic transactions are tied to the performance of a pool of assets, but are not secured by those assets.
Most of the synthetic transactions we insure are collateralized debt obligations, where we assume credit risk on
defined portfolios of corporate credits, some of which consist of synthetic mortgage-backed securities or other
synthetic consumer asset-backed securities. The transfer of this type of credit risk is referred to as a synthetic
credit default swap. Credit default swaps may require settlement of a credit event without financial loss actually
being incurred by the counterparty and are accounted for as derivatives in accordance with Statement of
Financial Accounting Standards No. 133.
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With respect to collateralized debt obligations, we generally are required to make payments to our
counterparty upon the occurrence of specified credit-related events related to the senior unsubordinated debt
obligations or the bankruptcy of the issuer contained within investment-grade pools. These investment-grade
pools can range in size from 50 to 500 or more obligors. Typically, we provide protection up to a specified
exposure amount that tends to range from $10.0 million to $15.0 million per obligor, with an aggregate exposure
of $20.0 million to $450.0 million per transaction, though the exposure amounts vary on a
transaction-by-transaction basis. To manage the amount of risk we incur on these transactions, we have set
internal limits as to the aggregate risk per obligor, industry sector and tranche size that we are willing to insure,
and we comply with applicable insurance regulations limiting the size and composition of the pools we insure.
We also have developed a methodology for aggregating risk across insured pools. See “Risk
Management ~Financial Guaranty” for additional information regarding our risk management.

The same obligor may exist in a number of our structured finance transactions. The 10 largest corporate
obligors, measured by gross nominal exposures, in our direct written book as of December 31, 2004 ranged from
$487.0 million to $640.0 million, compared to a range of $313.0 million to $390.5 million as of December 31,
2003. However, because each transaction has a distinct subordination requirement, prior credit events would have
to occur with respect to other obligors in the pool before we would have an obligation to pay in respect of any
particular obligor, meaning that our actual exposure to each corporate obligor is significantly less than our
nominal exposure. We monitor not only the nominal exposure for each obligor for which we provide protection,
but also risk-adjusted measures, taking into account, among other factors, our assessments of the relative risk that
would be represented by direct exposure to the particular obligor and the remaining subordination in the
transactions in which we are exposed to a particular obligor. Initial subordination before we are obligated to pay
ranges from 2.0% to 30.7% of the initial total pool size. As of December 31, 2004, the initial subordination for
our directly written protection ranged from $13.0 million to $460.0 million, and the subordination remaining for
these transactions ranged from $4.0 million to $460.0 million.

The following table shows the gross par amounts of structured finance transactions we originated in each of
the years presented:

Type 2004 2003 2002
- (in millions)
Collateralized debt obligations . .. ... ...t $4,.630 $ 4986 $ 4456
Asset-backed obligations . ... ... .. 2,010 5,507 5,926
OtNeT o e 379 395 546
Total structured fiNANCE .. ... o ottt $7,019 $10.888 $10,928

The following table shows the gross par outstanding on structured finance transactions for each of the years
presented:

Type 2004 2003 2002
- (in millions)
Collateralized debt obligations . ... ... ... . i $13,156 $10,187 $ 6,659
Asset-backed obligations .. ........ ... 7,927 14,019 11,347
O REr .« oo 912 1,010 1,168
Total structured finance . ........ ..ot $21,995 $25.216 $19,174

The net par outstanding is not materially different from the gross par outstanding.

Financial Guaranty Reinsurance

We provide reinsurance on direct financial guarantees written by other primary insurers. Reinsurance is the
commitment by one insurance company, the “reinsurer,” to reimburse another insurance company, the “ceding
company,” for a specified portion of the insurance risks underwritten by the ceding company. Because the
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insured party contracts for coverage solely with the ceding company, the failure of the reinsurer to perform does
not relieve the ceding company of its obligation to the insured party under the terms of the insurance contract.
Similarly, the failure of the ceding company to perform does not relieve the reinsurer’s obligations to the ceding
company under the reinsurance contract.

We have reinsurance agreements with each of the monoline financial guaranty primary insurers. These
reinsurance agreements generally are subject to termination (i) upon written notice (ranging from 90 to 120 days)
before the specified deadline for renewal, (ii) at the option of the ceding company if we fail to maintain certain
financial, regulatory and rating agency criteria that are equivalent to or more stringent than those that our
financial guaranty operating subsidiaries are otherwise required to maintain for their own compliance with the
New York insurance law and to maintain a specified financial strength rating for the particular insurance
subsidiary or (iii) upon certain changes of control. Upon termination under the conditions set forth in (ii) and (iii)
above, we may be required (under some of the reinsurance agreements) to return to the ceding company all
unearned premiums, less ceding commissions, attributable to reinsurance ceded pursuant to these agreements.
Upon the occurrence of the conditions set forth in (ii) above, whether or not an agreement is terminated, we may
be required to obtain a letter of credit or alternative form of security to collateralize our obligation to perform
under that agreement or we may be obligated to increase the level of ceding commissions paid. These and other
matters associated with a downgrade in our subsidiaries’ ratings are discussed in further detail in the section
entitled “Ratings” below.

Reinsurance allows a ceding company to write greater single risks and greater aggregate risks while
remaining in compliance with the risk limits and capital requirements of applicable state insurance laws and
rating agency guidelines. State insurance regulators alow ceding companies to reduce the liabilities appearing on
their balance sheets to the extent of reinsurance coverage obtained from licensed reinsurers or from unlicensed
reinsurers meeting certain solvency and other financial criteria. Similarly, the rating agencies permit a reduction
in both exposures and liabilities ceded under reinsurance agreements, with the amount of credit permitted
dependent on the financial strength rating of the reinsurer.

The principal forms of reinsurance are treaty and facultative. Under a treaty arrangement, the ceding
company is obligated to cede, and the reinsurer is obligated to assume, a specified portion of all risks, within
ranges, of transactions deemed eligible for cession by the terms of the treaty. Limitations on transactions deemed
eligible for cession typically focus on size, security and ratings of the insured obligation. Each treaty is entered
into for a defined term, generally one year, with renewals upon mutual consent and rights to early termination
under certain circumstances (although the reinsurance risk thereafter extends for the life of the respective
underlying obligations). In treaty reinsurance, there is a risk that the ceding company may select weaker credits
or proportionally larger amounts to cede to reinsurers. However, we mitigate this risk by requiring the ceding
company to retain a sizable minimum portion of each ceded risk and include limitations on individual
transactions and on aggregate amounts within each type of transaction. Under a facultative agreement, the ceding
company has the option to offer, and the reinsurer has the option to accept, a portion of specific risks, usually in
connection with particular obligations. Unlike under a treaty agreement, where the reinsurer generally relies on
the ceding company’s credit analysis, under a facultative agreement, the reinsurer often performs its own
underwriting and credit analysis to determine whether to accept the particular risk. The majority of our financial
guaranty reinsurance is provided under treaty arrangements.

Reinsurance typically is written on either a proportional or non-proportional basis. Proportional
relationships are those in which the ceding company and the reinsurer share a proportionate amount of the
premiums and the losses of the risk group subject to reinsurance. In addition, the reinsurer generally pays the
ceding company a commission, which typically is related to the ceding company’s underwriting and other
expenses in connection with obtaining the business being reinsured. Non-proportional reinsurance can be done on
an excess-of-loss or first-loss basis. An excess-of-loss reinsurance agreement provides coverage to a ceding
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company up to a specified dollar limit for losses, if any, incurred by the ceding company in excess of a specified
threshold amount. A first-loss reinsurance agreement is a form of structural credit enhancement that provides
coverage to the ceding company on the first dollar of loss. The majority of our financial guaranty business is
originated on a proportional basis.

European Operations

Cur financial guaranty segment includes Radian Asset Assurance Limited (“RAAL”), a subsidiary of
Radian Asset Assurance that is authorized to enter into insurance transactions in the United Kingdom. We
believe that, through RAAL, we will have additional opportunities to write financial guaranty insurance in the
United Kingdom and, subject to compliance with the European passporting rules, in seven other countries in the
European Union. In July of 2004, RAAL received initial ratings of AA (negative outlook) from S&P and AA
from Fitch. We expect that these ratings will better position RAAL to continue to build its structured products
business in the United Kingdom and throughout the European Union through the European passport system. In
September 2004, the Financial Services Authority granted a license to Radian Financial Products Limited,
another subsidiary of Radian Asset Assurance, to trade as a Category A Securities and Futures Firm, allowing us
to develop a range of derivatives-based credit-risk solutions for clients in the United Kingdom and throughout the
European Union.

Other Financial Guaranty Businesses

Our financial guaranty business provides reinsurance to many of the major primary insurers of trade credit
exposures. Trade credit insurance protects sellers of goods under certain circumstances against non-payment of
their receivables, and covers receivables where the buyer and seller are in the same country, as well as
cross-border receivables. In the latter instance, the coverage sometimes extends to certain political risks (foreign
currency controls, expropriation, etc.) that potentially could interfere with the payment from the buyer.

We owned a 36.0% interest in EIC Corporation Ltd. (“Exporters™), an insurance holding company that,
through its wholly owned insurance subsidiary licensed in Bermuda, insures primarily foreign trade receivables
for multinational companies. In December 2004, we sold our interest in Exporters for $4.0 million, recording a
loss of $1.2 million on the sale. We have provided significant reinsurance capacity to Exporters on a quota-share,
surplus-share and excess-of-loss basis, through Radian Reinsurance (Bermuda) Limited. The amount of this
reinsurance exposure at December 31, 2004 was $137.2 million and will run off over a period of approximately
seven years. We currently have reserves of $11.9 million for this exposure.

Financial Services

Our financial services business consists primarily of our 46% ownership interest in Credit-Based Asset
Servicing and Securitization LLC (“C-BASS”) and our 41.5% interest in Sherman Financial Services Group LLC
(“Sherman”). Effective January 1, 2003, Sherman’s management exercised its right to acquire additional
ownership of Sherman, reducing our ownership interest from 45.5% to 41.5%. C-BASS is a mortgage investment
and servicing firm specializing in credit-sensitive, single-family residential mortgage assets and residential
mortgage-backed securities. C-BASS invests in whole loans, single-family residential properties that have been,
or are being, foreclosed and subordinated securities, known as “B pieces,” collateralized by residential loans and
seller-financed notes. By using sophisticated analytics, C-BASS essentially seeks to take advantage of what it
believes to be the mispricing of credit risk for certain of these assets in the marketplace. In addition, C-BASS’s
residential mortgage servicing company, Litton Loan Servicing LP (“Litton”), which specializes in loss
mitigation, default collection, collection of insurance 'claims and guaranty collections under
government-sponsored mortgage programs, services whole loans and real estate. Litton’s subsidiaries service,
buy and sell seller-financed loans. As part of its investment strategy, C-BASS holds some assets on its books,
securitizes certain assets and sells other assets directly into the secondary market. We also engage C-BASS in the
management of the acquisition and sale of certain residential mortgage-backed securities, for which we pay them
a fee. These securities are included in other invested assets on our consolidated balance sheets.
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Sherman is a consumer asset and servicing firm specializing in purchases of and services related to
charged-off and bankruptcy plan consumer assets and charged-off high loan-to-value mortgage receivables that it
purchases at deep discounts from national financial institutions and major retail corporations. We have provided
to Sherman a $150 million financial guaranty policy in connection with a structured financing of a pool of
receivables previously acquired by Sherman.

In December 2003, we announced that we would cease operations at RadianExpress.com Inc.
(“RadianExpress”). Our decision followed our receipt in July 2003 of a decision by the California Commissioner
of Insurance sustaining a California cease and desist order applicable to our offering of our Radian Lien
Protection product. The California Superior Court’s denial is on appeal, but the decision significantly reduced the
potential for increased revenues at RadianExpress, which was the entity through which Radian Lien Protection
sales would have been processed. During the first quarter of 2004, RadianExpress ceased processing new orders
and is completing the final processing of remaining transactions.

We are seeking to sell or otherwise dispose of the remaining assets and operations of Singer Asset Finance
Company L.L.C. (“Singer”), an entity acquired in connection with our acquisition of EFSG. We have sold
portions of the business to the extent possible. The remainder of the business is operating on a run-off basis.
Singer had been engaged in the purchase, servicing and securitization of assets including state lottery awards and
structured settlement payments. Its operations consist of servicing and/or disposing of Singer’s previously
originated assets and servicing of Singer’s non-consolidated special-purpose vehicles.

Defaults and Claims

Defaults

The default and claim cycle in the mortgage insurance business begins with the mortgage insurer’s receipt
of a default notice from the insured. Generally, our master policy of insurance requires the insured to notify us of
a default within 15 days after the loan has become 60 days past due. The insured must notify us within 45 days if
the borrower fails to remit his or her first payment. Defaults occur due to a variety of factors, including death or
illness, unemployment or other events reducing the borrower’s income, such as divorce or other marital
problems.
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The following table shows the number of primary and pool loans insured, related loans in default and the
percentage of loans in default (default or delinquency rate) as of the dates indicated:

December 31
2004 2003 2002

Primary Insurance:
Prime

Number of insured loansinforce . ......... ... .. ... R 610,480 640,778 698,910

Number of loans indefault (1) ......... ... .. .. i i, 19,434 22,156 21,483

Percentage of loans indefault ......... . ... ... .. ... .. ... ... ... 3.2% 3.5% 3.1%
Alt-A

Number of insured loans inforce . ........ ... .. .. i, 128,010 138,571 102,839

Number of loansindefault (1) ......... .. .. .. .. .. 8,339 7,343 5,300

Percentage of loans indefault .......... ... ... ... ... ... . .. 6.5% 53% 5.2%
A Minus and below

Number of insured loans in force . . ... . o 104,672 110,054 79,871

Number of loansindefault (1) ......... . ... . . i 12,678 12,497 9,005

Percentage of loansindefault ...... ... ... .. .. .. .. . L, 12.1% 11.4% 11.3%
Total Primary Insurance

Number of insured loans inforce . ........ ... .. ... .. 843,162 889,403 881,620

Number of loansindefault (1) ......... ... ... ... ... .. . . . ... 40,451 41,996 35,788

Percentage of loans indefault ......... .. ... ... ... i 4.8% 4.7% 4.1%
Pool Insurance (2):

Number of insured loansinforce . ........ ... ... ... .. ... .. .. ... ... .... 583,568 599,140 593,405

Number of loansindefault (1) ......... ... ... ... ... . . .. . . i .. 6,749 5,738 6,554

Percentage of loans indefault ......... ... ... ... .. . ool 1.2% 0.9% 1.1%

(1) Loans in default exclude loans 60 days or fewer past due and loans in default for which we believed it to be
doubtful that we would be liable for a claim payment, in each case as of December 31 of each year.
(2) Includes traditional and modified pool insurance of prime and non-prime first-lien mortgages.

Regions of the United States may experience different default rates due to varying economic conditions. The
following table shows the primary mortgage insurance default rates by our defined regions as of the dates
indicated, including prime and non-prime loans:

December 31
064 200 200
East of MISSISSIPPL .« ..o vttt 5.45% 5.24% 4.48%
West Of MISSISSIPPI « ¢ vttt e et e e e e 390 385 337
Other (1) . oo 385 375 3.08

(1) Includes Alaska, Hawaii and Guam.

As of December 31, 2004, primary mortgage insurance default rates for our two largest states measured by
risk in force, California and Florida, were 2.1% and 4.1% respectively, compared to 2.4% and 4.5% respectively,
at December 31, 2003.
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Claims

Depending on applicable state foreclosure law, a claim generally is not paid until 12 to 18 months following
default on a mortgage. In our mortgage insurance business, the insured lender is required to obtain title to the
property before submitting a claim. Upon receipt of a valid claim, we generally have the following three
settlement options:

(1) pay the maximum liability — determined by multiplying the claim amount by the applicable coverage
percentage — and allow the insured lender to keep title to the property;

(2) pay the deficiency amount (not to exceed our maximum liability) following an approved sale; or

(3) pay the full claim amount and acquire title to the property.

In general, we base our selection of a settlement option on the value of the property. In 2004, we settled
73% of claims by paying the maximum lability, 26% by paying the deficiency amount following approved sale
and less than 1% by paying the full claim amount and acquiring title to the property. Strong property values over
the past few years have presented us with increased loss mitigation opportunities, thereby allowing us to avoid
paying the maximum liability in a significant percentage of cases.

Mortgage insurance claim volume is influenced by the circumstances surrounding the defauit. Claim volume
also is affected by local housing prices and housing supply, interest rates and unemployment levels. Claim
volume in our mortgage insurance business is not evenly spread through the coverage period of our book of
business. Historically, most claims under mortgage insurance policies on prime loans occur during the third
through fifth year after issuance of the policies, and on non-prime loans during the second through fourth year
after issuance of the policies. After those peak years, the number of claims received historically has declined at a
gradual rate, although the rate of decline can be affected by macroeconomic factors. Approximately 80.4% of the
primary risk in force, including most of our risk in force on alternative products, and approximately 30.4% of the
pool risk in force at December 31, 2004 had not yet reached its anticipated highest claim frequency years.
Because it is difficult to predict both the timing of originating new business and the run-off rate of existing
business, it also is difficult to predict, at any given time, the percentage of risk in force that will reach its highest
claim frequency years on any future date.

The following table shows claims paid information for primary mortgage insurance for the periods
indicated:
Year Ended December 31
2004 2003
(in thousands)

Direct claims paid:

P . . o $140,822 $120,150
Al A 85,124 56,203
Aminus and below ... ... 95,438 71,655
SeCOnds . ... 42,969 23,148
TOtal .o $364,353 $271,156
States with highest claims paid:
TEXAS v ottt e e e $ 32,783 $ 19,870
L€ 1T 4 VSO 31,874 26,552
OO0 . . 21,149 11,725
North Carolina . .. ... i e e e e e 21,127 13,153
Coloradn .. h e e 18,681 9,949
Average claim paid:
PrimE . o $ 241 § 242
Al A 38.6 40.1
Aminus and below . ... . e e 27.1 26.1
SECONAS . . e e e 27.0 26.0
8171 P $ 277 $ 271




The disproportionately higher incidence of claims in Georgia is directly related to a significant amount of
defaulted loans with reported property values that our risk management department believed to be questionable.
Our risk management department identified this issue several years ago and has implemented several property
valuation checks and balances, such as the use of fraud detection software intended to prevent it from recurring.
We are applying these same techniques to all of our mortgage insurance transactions. We expect the higher
incidence of claims in Georgia to continue until loans originated in Georgia before we implemented these
preventive measures become sufficiently seasoned. The higher incidence of claims in Texas resulted in part from
unemployment levels that were higher than the national average and lower home price appreciation. We believe
that claims in the Midwest and Southeast have been rising and will continue to rise due to the weak industrial
sector of the economy.

In our direct financial guaranty business and with respect to some of the mortgage-backed securities insured
by our mortgage insurance business, we typically are obligated to pay claims in an amount equal to defaulied
payments on insured obligations on their respective due dates. In certain transactions insuring mortgage-backed
securities, we also are obligated to pay principal when and if, but only to the extent, the outstanding principal
balance of the insured obligations exceeds the value of the collateral insuring the bonds at the end of a reporting
period (either monthly or quarterly). In our financial guaranty reinsurance business, net claim payments due to
the ceding companies are typically deducted from premium amounts due us. For public finance, asset-backed and
other structured products insured by our financial guaranty business, we underwrite to a remote-expected loss
standard, which means that in a normal economic and operating environment, the assets underlying the financial
guaranty perform within the range anticipated at origination and the transaction matures with no loss paid.
However, in a stressed or unexpectedly negative economic or operating environment exceeding conditions that
were reasonably anticipated at origination of the risk, losses may occur. Accordingly, the patterns of claim
payments tend to fluctuate and may be low in frequency and high in severity. For trade credit protection
reinsurance, we underwrite and price to encompass historical loss patterns experienced by us and by ceding
companies in similar businesses. The claim payments in trade credit tend to follow the historical loss pattern of
overall global economic conditions.

Loss Mitigation

Our mortgage insurance claims department consists of over 20 full-time employees dedicated to avoiding or
minimizing losses. These experienced specialists pursue opportunities to mitigate loss before and after claims are
received.

For pre-claim default situations, specialists focus on the following activities to reduce losses:

° communication with the insured or the insured’s servicer to assure the timely and accurate reporting of
default information;

o prompt and appropriate responses to all loss mitigation opportunities presented by the mortgage
servicer; and

e proactive communication with the borrower, realtor or other individuals to maximize results and to
increase the likelihood of a completed loss mitigation transaction.

For post-claim default situations, specialists focus on:

o reviewing and processing valid claims in an accurate and timely manner;
= promptly responding to post-sale savings presented by the insured; and

> aggressively acting to dispose of real estate that we acquire through the payment of claims.

In our financial guaranty business, our risk management surveillance group is responsible for detecting any
deterioration in credit quality or changes in the economic or political environment that could affect the timely
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payment of debt service on an insured transaction. Our surveillance procedures include periodic review of all
exposures, focusing on those exposures with which we may have concerns. The specific procedures vary
depending on whether the risk is public finance or structured finance, direct or reinsurance, but the general
procedures we follow for surveillance of risks include:

» defining the scope and depth of individual transaction review based on the credit profile of the
transaction, its size and the specific transaction characteristics;

« daily review of any changes to the rating for those transactions that have a public rating by any of the
major rating agencies;

¢ regular review of available news and other information, including from subscription services and public
sources, regarding the issuer, the specific insured transaction or the related industry;

» periodic meetings between risk management and the staff of the relevant business line to discuss issues;

« review of financial and other information, including periodic audited financial statements, that we
require the relevant issuer to supply, and such other information as it becomes publicly or otherwise
available regarding the issuer or the specific insured transaction, and the preparation of annual written
reports including that information, an internal credit scoring and a report on transaction performance
against expectation. We also review compliance with transaction-specific covenants; and

* additional scrutiny of transactions over a specified amount or for which a covenant or compliance
breach has occurred, including consideration of additional monitoring, discussion with industry experts,
investment bankers, and others, and discussions with management and/or site visits.

Our financial guaranty business conducts periodic reviews of direct insured transactions, at least annually, to
determine their credit quality and performance. These reviews include an examination of the financial results,
compliance and other factors that may be useful or necessary to consider. However, in our financial guaranty
reinsurance business, the primary obligation for the determination and mitigation of claims rests with the primary
insurer that ceded the risk to us. As a result, we rely on the primary insurers for loss determination and
mitigation. We and the rating agencies conduct extensive reviews of the ceding companies and their procedures
for determining and mitigating losses. Moreover, to help align the ceding company’s interests with our interests,
the ceding company typically is required to retain at least 25% of the exposure on any single risk that we
reinsure. As a part of its surveillance for reinsurance transactions, our financial guaranty business periodically re-
evaluates the risk underwriting and management of treaty customers and monitors the reinsured portfolio’s
performance.

As soon as our risk management department detects a problem, it works with the appropriate parties in an
attempt to avoid a default. Claims generally can be mitigated by restructuring the obligation, enforcing in a
timely fashion any security arrangements, and working with the issuer to solve management or potential political
problems and, if appropriate, exercising applicable rights to replace problem parties. Issuers typically are under
no obligation to restructure insured transactions to prevent losses, but oftentimes do not want to be associated
with an obligation that experiences losses. We believe that early detection and continued involvement by our risk
management group has reduced claims.

Loss Reserves — General

We have determined that the establishment of loss reserves in our businesses constitutes a critical
accounting policy. Accordingly, more detailed descriptions of our policies are contained in “Management’s
Discussion and Analysis of Results of Operations and Financial Condition” included in Part II, Item 7 of this
report and in the Notes to the Consolidated Financial Statements included in Part I, Item 8 of this report.




Loss Reserves — Mortgage Insurance

In our mortgage insurance business, we establish reserves for losses and loss adjustment expenses (“LAE”)
on defaults that have been reported and on an estimated number of defaults that we believe have occurred but
have not been reported. LAE consists of the estimated cost of settling claims, including legal and other fees and
expenses associated with administering the claims process. Statement of Financial Accounting Standards
(“SFAS”) No. 60 specifically excludes mortgage guaranty insurance from its guidance relating to the reserve for
losses. Consistent with accounting principles generally accepted in the United States of America (“GAAP”) and
industry accounting practices, we do not establish loss reserves for future claims on insured loans that are not in
default or believed to be in default. In determining the liability for unpaid losses related to reported outstanding
defaults, we establish loss reserves on a case-by-case basis after we are notified that a borrower has failed to
make at least two consecutive payments when due. The amount reserved for any particular loan depends on the
loan’s characteristics, its status as reported by its servicer, and the economic conditions and estimated foreclosure
period in the geographical area in which the default exists. We do not record reserves for mortgages that are in
default if we believe it to be doubtful that we will be liable for the payment of a claim with respect to that default,
With respect to delinquent loans that are in the early stage of delinquency, considerable judgment is exercised as
to the adequacy of reserve levels. We rely on our historical models and make adjustments to our estimates based
on current economic conditions and recent trend information. These adjustments in estimates for delinquent loans
in the early stage of delinquency are more judgmental in nature than for loans that are in the later stage of
delinquency. As the default progresses closer to foreclosure, the amount of loss reserve for that particular loan is
increased, in stages, to approximately 100% of our exposure. If a default is cured, the reserve for that loan is
removed from the reserve for losses and LAE. The curing process could cause an appearance of a reduction in
reserves from prior years. We also reserve for defaults that have occurred but have not been reported using
historical information on defaults not reported on a timely basis by lending institutions. We review these
estimates on an ongoing basis and adjust the related liabilities as necessary.

The following table presents information relating to our liability for unpaid mortgage insurance claims and
related expenses:

2004 2003 2002
(in millions)

Balance atJanuary 1 .. ... .. $513.5 $484.7 $ 4654
Add losses and LAE incurred in respect of default notices received in:

O3] 5 (< 11 7Y P 3869 329.0 320.1

Prior Years .. ..o 140 (197 (125.6)
Total incurred ... ... e 4009 3093 194.5
Deduct losses and LAE paid in respect of default notices received in:

CUITENE YEAT .. .ottt ettt e e e e 455 394 224

Prior years ... ... 309.3  241.1 152.8
Total paid . ... 3548 2805 175.2
Balance at December 31 ... ... e $559.6 $5135 § 484.7

The following table shows our mortgage insurance reserves by category:

Year Ended December 31
2004 2003
(in thousands)

Primary Insurance

P o o e $204,780 $215,358
A A e e 133,194 110,711
Aminusand below .. ... ... 121,171 104,143
POOLINSUTANCE . .. . i 58,233 48,069
Seconds/NIMS/Other . ...t e e 42,254 35,192

$559,632 $513,473
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Loss Reserves — Financial Guaranty

We establish reserves for losses and LAE in our financial guaranty business based on our estimate of case
and non-specific losses, including expenses associated with settling losses on our insured and reinsured
obligations. We record case reserves and related LAE when we determine that a default has occurred. The non-
specific reserves represent our estimate of total expected losses, less provisions for case reserves. Generally,
when a case reserve is established or adjusted, an offsetting adjustment is made to the non-specific reserve.

In January and February of 2005, we discussed with the SEC staff, both separately and together with other
members of the financial guaranty industry, the differences in loss reserve practices followed by different
financial guaranty industry participants. We understand from those discussions that the Financial Accounting
Standards Board (the “FASB”) staff is considering whether additional accounting guidance is necessary to
address the financial guaranty industry. When and if the FASB or the SEC reaches a conclusion on this issue, we
and the rest of the financial guaranty industry may be required to change some aspects of our accounting policies.
If the FASB or the SEC were to determine that we should account for our financial guaranty contracts differently,
for example by requiring them to be treated solely as one or the other of short-duration or long-duration contracts
under Statement of Financial Accounting Standards No. 60 (“SFAS No. 60”), this determination could impact
our accounting for loss reserves, premium revenue and deferred acquisition costs, all of which are covered by
SFAS No. 60. Management is unable to estimate what impact, if any, the ultimate resolution of this issue will
have on our financial condition or operating resulits.

Our financial guaranty business generally experiences relatively higher loss levels in certain of its other
insurance businesses, such as trade credit reinsurance, than in its financial guaranty business. We believe that the
higher premiums we receive in these businesses, as well as the lower relative capital charges, adequately
compensate us for the risks involved. Reserves for losses and LAE for trade credit reinsurance are based on
reports and individual loss estimates received from ceding companies, net of anticipated estimated recoveries
under salvage and subrogation rights. In addition, a reserve is included for losses and LAE incurred but not
reported on trade credit reinsurance.
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The following table shows information regarding the loss experience of our financial guaranty business for
the years indicated:
Year Ended December 31
2004 2003 2002
(in millions)

Reserve forlosses and LAE atJanvary 1 ......... .. ... ... ... $2769 $1399 §$123.2
Less reinsurance recoverables . ... . i 2.3 2.2 0.2
Reserve forlosses and LAE, net .. ... .. . e 2746  137.7 123.0
Provision for losses and LAE
Occurring N CUITENE YEAT . .. o\ttt e e ettt it e e e et e e e et a e 507 1711 45.0
Occurring in Prior YEAIS . ..ottt et ettt e e 52 (4.3) 3.8
TOtal .o e 559 166.8 48.8
Payments for losses and LAE
Oceurring in CUTTENEL YEAT . .. oo o vttt ittt et e et e aas 5.0 8.4 8.7
OcCcurring in PriOT YEATS . . oo vttt e et et et e et 88.5 21.5 254
TOMAL © oo e 935 299 341
Foreign exchange adjustment .. .......... ... .. i 2.1 — —
Reserve forlosses and LAE, net ... ... i e 2391 2746 137.7
Add reinsurance recoverables ... ... ... e 2.3 2.3 2.2
Reserve for losses and LAE at December 31 . ... ... . . L ... $2414 352769 $1399

The provision for losses in 2004, 2003 and 2002 included $34.3 million, $38.7 million and $36.3 million,
respectively, in connection with our trade credit and surety businesses. In addition, the provision for losses in
2003 includes $111.0 million related to a single manufactured housing transaction originated and serviced by
Conseco Finance Corp.

The following table shows our financial guaranty reserves by category:

Yéar Ended December 31
2004 2003 2002
(in thousands)
SPECIIC . ettt $ 52,142 $ 88,128 $ 76,869
Conseco Finance Corp. ... ..ot e 80,343 111,000 —_
Non-Specific/IBNR . ... .o e 108,895 77,779 63,003
Total .. e $241,380 $276,907 $139,872

Risk Management - General

We consider effective risk management to be critical to our long-term financial stability. Market analysis,
prudent underwriting, the use of automated risk evaluation models and quality control are all important elements
of our risk management process. We also evaluate our risk by reviewing our credit risk, market or funding risk,
currency risk, interest rate risk, operational risk, and legal risk across all of our businesses, and developing risk-
adjusted return on capital (“RAROC”") models where the measure of capital is based on economic stress capital.

During 2003, we implemented a redesigned credit committee structure applicable to both our mortgage
insurance and financial guaranty businesses. Under this structure, an enterprise credit committee, consisting
primarily of members of company-wide senior management, oversees individual credit committees organized by
product line that include representatives of the product line, along with members of our credit policy, finance and
legal departments. We believe that this redesigned credit committee structure enables us to more fully utilize the
intelligence, knowledge, experience and skills available throughout our company to evaluate the risk in each
subsidiary’s insurance in force and in proposed transactions.
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Risk Management — Mortgage Insurance

Risk Management Personnel

Our mortgage insurance business has a comprehensive credit policy department responsible for overall
portfolio monitoring/management, policy setting, policy/guidelines communication and comprehensive analytics.
In addition to the centralized risk staff, our mortgage insurance business maintains a staff of operations risk
managers throughout its geographic territories who partner both with its lenders and its field service center
offices. The operations risk managers work with individual customers in evaluating loan programs, processes
particular to risk and specific lender book of business performance. This effort is conducted along with our
quality assurance department to ensure that guidelines, policies and procedures are adhered to on a regular basis.
The mortgage insurance business employs an underwriting and support staff of approximately 98 persons who
are located in our mortgage insurance business’s nine service centers. There also is a specific risk manager who
has direct contact and oversight for the risk taken by its agency operations in the states of Alaska and Hawaii.

Underwriting Process

We generally accept applications for primary mortgage insurance (other than in connection with structured
transactions) under three basic programs: the traditional fully documented program, a limited documentation
program and the delegated underwriting program. Programs that involve less than fully documented file
submissions have become more prevalent in recent years.

Mortgage Scoring Models

As discussed in “Mortgage Insurance Business ~ Non-Prime Loans,” we use FICO scores to assist us in
predicting loan performance. Our proprietary Prophet Scoree model begins with a FICO score, then adds specific
additional data regarding the borrower, the loan and the property such as LTV, loan type, loan amount, property
type, occupancy status and borrower employment. We believe that this additional mortgage data expands the
integrity of our Prophet Scoree model over the entire life of the loan.

Reinsurance of Non-Prime Risk

As discussed in “Mortgage Insurance — Reinsurance of Non-Prime Risk” we developed an innovative way
to manage our internal credit limits through unaffiliated reinsurance companies funded by the issuance of credit-
linked notes.

Portfolio Quality Assurance

As part of our system of internal control, our risk credit policy department maintains a Portfolio Quality
Assurance (“PQA”) function. Among its other activities, the PQA function is responsible for ensuring that
operational risks that impact the quality of our portfolio of insured products and the quality of loans underwritten
by us or our delegated lenders are identified, investigated and communicated to minimize our exposure to
controllable risk. The PQA function accomplishes this objective primarily by performing contract underwriting
audits, delegated lender audits, third-party originator audits and mortgage fraud investigations.

The PQA function routinely audits the performance of our contract underwriters to ensure that customers
receive quality underwriting services. To ensure the most effective use and allocation of audit resources, we have
developed a risk assessment model that identifies high-, medium- and low-risk contract underwriters by applying
five weighted risk factors to each underwriter. We frequently update these models with current information.
Audit rotation is more frequent for high-risk underwriters and less frequent for those classified as low-risk. Audit
results are communicated to management and influence whether additional targeted training is necessary or
whether termination of the underwriter’s services is appropriate.
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Through our PQA function, we conduct a periodic, on-site review of selected delegated lenders’ insured
delegated underwriting business. Loans originated through our delegated lender program are selected for review
on a random sample basis, and this sample may be augmented by a targeted sample based on specific risk factors
or trends identified through the monitoring process described above. The size of the random sample is
determined using statistical techniques. Delegated lenders that pose significant risk concerns, as identified in past
reviews and through our regular risk reporting and analysis, or lenders with a relatively high volume of business
with us, may be reviewed more frequently. The objectives of the loan review are to identify errors in the loan
data transmitted to us, to determine lender compliance with our underwriting guidelines and eligible loan criteria,
to assess the quality of a lender’s underwriting decisions, and to rate the risk of the individual loans insured. We
have developed a proprietary data collection and risk analysis application to facilitate these reviews. Audits are
graded based on the risk ratings of the loans reviewed, lender compliance and data integrity. The results of each
audit are summarized in a report to the lender and to our management. The audit results are used as a means to
improve the quality of the business the lender submits to us for insurance. Issues that are raised in the reports and
that are not resolved in a manner and within a time period acceptable to us may result in restriction or termination
of the lender’s delegated underwriting authority.

Our PQA function also coordinates and conducts third-party originator audits, also known as broker audits.
Loan-level audits of broker-originated files help minimize our exposure to brokers who originate poor quality
loans, or loans containing some form of misrepresentation.

The PQA function also includes a separate group of investigators known as the Special Investigations Unit
(“SIU”). The SIU is responsible for identification and investigation of insured loans involving non-compliance
with the terms of our master policy of insurance (or commitment letter for structured transactions) to ensure that
claims are ultimately paid for agreed-upon, valid and insurable risks. Much of the SIU’s efforts involve the
identification, investigation and reporting of mortgage fraud schemes that impact us. The SIU often coordinates
its activities with legal counsel, law enforcement and fraud prevention organizations, and works to promote
mortgage fraud awareness, detection and prevention among our personnel and client lenders.

Due Diligence on Structured Transactions

Our credit desk function, in conjunction with other members of our risk management department, performs
due diligence on structured transactions. These due diligence reviews may be precipitated either by a desire to
develop an ongoing relationship with selected lenders, or by the submission of a proposed transaction by a given
lender. Due diligence can take two forms: business-level and loan-level.

We believe that understanding our business partners is a key component of managing the risks posed by
potential business deals. Our objective in business-level due diligence is to understand the lender’s business
model in sufficient depth to determine whether we should have confidence in the lender as a potential long-term
business partner and customer. Business-level due diligence may be performed on any prospective lender with
whom a structured deal is contemplated and with whom we have had no recent business experience.
Business-level due diligence includes a review of the lender’s organizational structure, management, business
philosophy, financial health, credit management processes, quality control processes, and servicing relations.

Loan-level due diligence is conducted on pending structured transactions to determine whether appropriate
underwriting guidelines have been adhered to and whether loans conform to our guidelines, to evaluate data
integrity and to detect any fraudulent loans. Loans are selected for audit on a sample basis, and audit results are
communicated to our management. The results of loan-level due diligence assist management in determining
whether the pending deal should be consummated and, if it should be consummated, provide data that can be
used to determine appropriate pricing. The results also provide management with a database of information on
the quality of a particular lender’s underwriting practices for future reference.

The results of these due diligence reviews are summarized in reports to management. Letter grades are
assigned to each section of the business- and loan-level reviews. Weights are then assigned to each section of the
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review (e.g., corporate, credit, quality control, servicing) that vary based on the product under review (e.g., prime
first liens, A minus first liens, prime second liens, etc.) which results in an overall letter grade assigned to the
lender. The grade conveys to management our risk management department’s opinion as to a lender’s overall risk
profile and the relative appeal of a potential relationship with that lender.

Risk Management - Financial Guaranty

We believe our financial guaranty underwriting discipline is critical to the profitability and growth of our
financial guaranty business. We have a structured underwriting process to determine the characteristics and
creditworthiness of risks that we directly insure or reinsure. Our financial guaranty business conducts periodic
reviews of its insured transactions to determine their credit quality and performance. This review includes an
examination of an issuer’s financial results, compliance and other factors. The underwriting process is performed
at a transaction level for direct insurance transactions, and all transactions are subject to formal approval by
credit committees. To ensure quality control, emphasis is placed on extensive credit analysis and stringent legal
structuring. Insurability is determined both on an individual and portfolio basis. As a result, we analyze the credit
characteristics of specific transactions as well as how the credit fits into our portfolio, including sector and
geographic concentrations. Each transaction is supported by our legal department (or by outside counsel
supervised by our legal department) from the underwriting phase through the closing phase.

The size of the direct insurance transactions underwritten and insured by our financial guaranty business is
subject to single risk exposure limitations. These limitations are derived from state insurance regulations, rating
agency guidelines and internally established criteria. The primary factor in determining single risk capacity is the
class or sector of business being underwritten. Our policy is to use the lowest of the internally derived, regulatory
or rating agency limit. We also manage our risk through subordination and other protections such that our risk
attachment point and risk layer are set no lower than our internally determined minimum tranche rating, which
we generally set at a AA or AAA attachment point as defined by at least one of the major rating agencies. To
estimate this level, we use several internal and publicly available tools to model the risk associated with the
transaction, including rating agency models such as S&P’s CDO Evaluator Model. We also seek a rating from
the relevant rating agency on each transaction. We further evaluate each deal by analyzing the individual obligors
in the pool, including the concentration of industries in which they operate, the number of the obligors on credit
watch for downgrade, if any, and a comparison of spreads on the debt obligations of these obligors to the market
norm for similar companies.

On individual underwritings, our credit committees may limit insurance or reinsurance participation to an
amount below that allowed by the single risk guidelines noted above. Moreover, we rely on ongoing oversight by
our credit committees with input from our risk management department to avoid undue exposure concentration in
any given sector or geographic area, or to any obligor or type of obligation.

Notwithstanding our reviews of our insured parties in our financial guaranty reinsurance transactions, the
entire underwriting responsibility rests with the primary insurer. As a result, primary insurers participate more
actively than we participate in the structuring of the transaction and conduct more detailed reviews of the parties
to the transaction. We conduct periodic reviews of our financial guaranty primary insurer customers and other
carriers with which we conduct treaty or facultative business. Those reviews entail an examination of the ceding
company’s operating, underwriting and surveillance procedures, personnel, organization and existing book of
business, as well as the ceding company’s underwriting of a sample of business assumed under the treaty. We
review facultative transactions individually under procedures adopted by our credit committees. Any
underwriting issues are discussed internally by the credit committee and with the ceding company’s personnel.
Our surveillance procedures include reviews of reinsured exposures that we have identified as posing concerns.
We also maintain regular communication with the surveillance departments of the ceding companies. Moreover,
the ceding company typically is required to retain at least 25% of the exposure on any single risk that we assume.
We evaluate carefully the risk underwriting and management of treaty customers, monitor the insured portfolio
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performance and conduct an underwriting review of the facultative reinsurance we write. Facultative reinsurance
underwriting, like direct underwriting, is performed at a transaction level. In addition, we rely on the reviews
performed by the primary insurers for loss determination and mitigation.

Risk in Force

Mortgage Insurance Business

In recent years, we have faced increasing competition for traditional prime mortgages. As a result, we have
been required to offer mortgage insurance on increasing levels of non-prime mortgages, as well as new and
emerging products such as interest-only loans and non-traditional arrangements such as structured transactions,
second mortgages and NIMs. Because we have limited historical data regarding these products and transactions,
we attempt to limit our exposure to these transactions until we can perform rigorous risk analytics and generate
enough data to assist us in predicting the attendant risks and adjusting our pricing accordingly. We analyze our
portfolio in a number of ways to identify any concentrations or imbalances in risk dispersion. We believe the
performance of our mortgage insurance portfolio is affected significantly by:

o the geographic dispersion of the properties securing the insured loans;
o the quality of loan originations;

o the characteristics of the loans insured (including LTV, purpose of the loan, type of loan instrument and
type of underlying property securing the loan); and

o the age of the loans insured.

Primary Risk in Force by Policy Year

The following table shows the percentage of our primary mortgage insurance risk in force by policy
origination year as of December 31, 2004:

1999 and prior . .. .. oo e 7.9%
2000 . 1.7
200 L e 6.0
200 o e 12.6
2003 L 335
200 e 383
100.0%

Geographic Dispersion

The following tables show the percentage of direct primary mortgage insurance risk in force by location of
property for the top 10 states and top 15 metropolitan statistical areas (“MSAs”) as of December 31, 2004 and
2003:

December 31

2004 2003

California . . ..o 13.0% 14.7%
Florida . ..o e 9.1 8.4
NeW YOrK ..o 5.7 6.0
T XS .« .o 5.5 53
€ 15103 ¢ - T P 4.6 4.6
ATIZONA . e 44 44
TIHNOIS .« oot e 43 4.1
O o et e e 35 33
N W JOrS Y .« ot e 33 33
Pennsylvania . ... ... e 3.0 29

TOtal e 56.4% 57.0%



December 31

Top Fifteen MSAs 2004 2003
Chicago, I .. 37% 3.9%
AlANTa, G A .o e e e 34 38
Phoenix/Mesa, AZ . ... e e e e e 33 39
Los Angeles-Long Beach, CA ... .. i e 25 37
New York, NY o e 24 30
Washington, DC ~ MDD — VA ... e e e 21 26
Riverside-San Bernardino, CA .. ... i i e e e e 20 26
Philadelphia, PA ~ NJ ... .. 1.7 1.8
Miami ~ Hialeah, FL . ... ... e e 1.7 1.8
San Diego, CA .. e 1.7 1.7
Boston, MA — NH ... e e e 16 19
Las Vegas, NV o e e 1.6 1.9
Detroit, Ml . .o e e e e e 1.6 1.8
Houston, T X .. e e e 1.6 1.7
Nassal/Suffolk, NY ... e e e e e 1.5 19
TOtal . e e 32.4% 38.0%

Lender and Product Characteristics

Although geographic dispersion is an important component of overall risk dispersion and our strategy has
been to limit our exposure in the top 10 states and top 15 MSAs, we believe the quality of the risk in force should
be considered in conjunction with other elements of risk dispersion, such as product distribution, as well as our
risk management and underwriting practices.

One of the most important determinants of claim incidence is the relative amount of borrower’s equity, or
down payment, in a home securing the insured mortgage. The expectation of claim incidence on mortgages with
LTVs between 90.01% and 95% (*‘95s”) is approximately two times the expected claim incidence on mortgages
with LTVs between 85.01% and 90% (“90s”). We believe that the higher premium rates we charge on 95s
adequately reflect the additional risk on these loans. We, along with the rest of our industry, have been insuring
loans with LTVs between 95.01% and 97% (“97s”) since 1995 and loans with an LTV of between 97.01% and
100% (*“100s”) since 2000. These loans are expected to have a higher claim incidence than 95s. Premium rates on
100s and 97s are higher than on 95s in an amount that we believe is commensurate with the additional risk and
the higher expected frequency and severity of claims. We insure an insignificant amount of loans having an LTV
over 100%.

We believe that the risk of claim on non-prime loans is significantly higher than that on prime loans.
Non-prime loans generally include Alt-A and A minus products and, although higher premium rates and
surcharges are charged to compensate for the additional risk, these products are relatively new and have not been
fully tested in adverse economic situations, so we cannot assure you that the premium rates we charge are
adequate or that the loss performance will be at, or close to, expected levels.

Our claim frequency on insured ARMs has been higher than on fixed-rate loans due to monthly payment
increases that occur when interest rates rise.

We believe that 15-year mortgages present a lower risk than 30-year mortgages, primarily as a result of the
faster amortization and the more rapid accumulation of borrower equity in the property. Premium rates for
15-year mortgages are lower to reflect the lower risk.

We believe that the risk of claim also is affected by the type of property securing the insured loan. Loans on
single-family detached housing are subject to less risk of claim incidence than loans on other types of properties.
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Conversely, we generally consider loans on attached housing types, particularly condominiums and cooperatives,
to be a higher risk, due to the higher density of these properties and because a detached unit is the preferred
housing type in most areas. Cur more stringent underwriting guidelines on condominiums and cooperatives
reflect this higher expected risk.

We believe that the risk of claim on loans to borrowers who are relocating and loans originated by credit
unions is low and we offer lower premium rates on these loans commensurate with the lower risk.

We believe that loans on non-owner-occupied homes purchased for investment purposes represent a
substantially higher risk of claim incidence, and are subject to greater value declines, than loans on either
primary or second homes. Accordingly, we underwrite loans on non-owner-occupied homes more stringently and
we charge a significantly higher premium rate than the rate charged for insuring loans on owner-occupied homes.

We believe that higher-priced properties experience wider fluctuations in value than moderately priced
residences and that the high incomes of many people who buy higher-priced homes are less stable than that of
people with moderate incomes. Underwriting guidelines for these higher-priced properties reflect this concern.

In addition, we insure interest-only mortgages, where the borrower pays only the interest charge on a
mortgage for a specified period of time, usually five to ten years, after which the loan payment increases to
include principal payments. These loans may have a heightened propensity to default because of possible
“payment shocks” after the initial low-payment period expires and because the borrower does not automatically
build equity as payments are made.

The following table shows the percentage of our direct mortgage insurance risk in force (as determined on
the basis of information available on the date of mortgage origination) by the categories indicated as of
December 31, 2004 and 2003:

December 31
2004 2003
Product Type:
PrimArY 919% 91.8%
PoOl (1) L e e 8.1 8.2
Total 100.0% 100.0%
Direct Primary Risk in Force (dollars inmillions) ........... ... ... ... ... ...... $27,012 $27,106
Lender Concentration:
Top 10 lenders (by original applicant) ............. .o, 422%  42.5%
Top 20 lenders (by original applicant) . ............. it 58.0% 57.4%
LTV:
95.01% t0 100.00% . ... ..o e 12.7% 11.3%
90.01% 10 95.00% . . ..o\t e 364 37.6
85.01% 10 90.00% . .. ... 38.1 37.0
85.00% and BeloW . ... o 12.8 14.1
FOtal e 100.0% 100.0%
Loan Grade:
PrIME .. o e 68.2% 68.0%
Al A e 19.1 19.4
Aminus and below ... 12.7 12.6
Total .. e 100.0% 100.0%




December 31

2004 2003
Loan Type:
FIxed . oo e 69.3% 75.9%
Adjustable-rate mortgage (“ARM”) (fully indexed)(2) ......... .. ... ... .. ... ... 299 236
ARM (potential negative amortization)(3) . ...... ... e 0.8 0.5
100.0% 100.0%
FICO Score:
=20 o 02% 0.2%
21000 L e e 120 127
B20-6070 .. e e 328 324
B80-730 L 337 336
ST L e e 213 211
TOtal ot e 100.0% 100.0%
Mortgage Term:
ISyearsand Under. . .. .. oot e 36% 4.2%
OVET 15 YEATS o .ottt ettt et et e e e e e e e 964 958
TOtal L e 100.0% 100.0%
Property Type:
Non-condominium (principally single-family detached) ........................... ..., 99.8% 99.8%
Condominium OF COOPETALIVE . ... v .v ittt ettt ettt e e 0.2 0.2
TOtAl . ottt e 100.0% 100.0%
Occupancy Status:
Primary residence . ... ... it e 927% 94.4%
Second home . ... ... 26 20
Non-owner-occupied . ... .. ... 4.7 3.6
Total o e 100.0% 100.0%
Mortgage Amount:
Less than $300,000 . . ..ottt e e 86.9% 89.3%
$300,000 and OVET . . ...t e 131 107
TOtal .. 100.0% 100.0%
Loan Purpose:
PUICASE . oo e e 63.2% 63.9%
Refinance . . ... ... e 19.3  21.1
Cash-out refinance . . .. ... ... e 175 150
Total o 100.0% 100.0%

(1) Includes traditional and modified pool insurance.

(2) Refers to loans where payment adjustments are the same as mortgage interest rate adjustments.

(3) Loans with potential negative amortization will not have increasing principal balances unless interest rates
increase as contrasted with scheduled negative amortization where an increase in loan balance will occur
even if interest rates do not change.
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Financial Guaranty Business

The following table shows the distribution of our net financial guaranty insurance in force by type of issue
and as a percentage of total financial guaranty insurance in force as of December 31, 2004 and 2003:

Insurance in Force (1)
Type of Obligatien 2004 ‘ 2003
Amount Percent Amount Percent

(in billions)

Public finance:
General obligation and other tax-supported . ... ............ ... ... $ 294 289% § 305 259%
Healthcare ....... ... . . . e 16.3 16.0 17.7 15.0
Water/sewer/electric/gas and other investor-owned utilities . ......... 136 134 182 154
AIrports/transSportation .. ...t i e 9.1 9.0 12.8 10.9
Education . ....... ..o e 6.4 6.3 6.7 5.7
Other municipal (2) . ... .. 31 3.1 3.3 2.8
HOUSING TEVENMUE . ...ttt et et 1.3 1.3 2.6 22
Total publicfinance .......... ... ... .. ... il 792 780 918 779
Structured finance:
Collateralized debt obligations .................. ... ... ....... 134 132 10.6 9.0
Asset-backed ... ... . ... 7.6 7.5 13.8 11.7
Other .. 1.4 1.3 1.7 14
Total structured finance ........... ... ... i 224 220 26.1 22.1
Total .. e $101.6 100.0% $117.9 100.0%

(1) Represents our proportionate share of the aggregate outstanding principal and interest payable on insured
obligations.

(2) Represents other types of municipal obligations, none of which individually constitutes a material amount of
our financial guaranty insurance in force.

The following table shows information regarding our 10 largest single risk financial guaranty insurance in
force by par amounts outstanding as of December 31, 2004 and the credit rating assigned by S&P as of that date
(in the absence of financial guaranty insurance) to each issuer:

Aggregate
Net Par in
Force as of
Credit December 31,
Credit Rating Obligation Type 2004 (1)

(in millions)

U.S. Static Synthetic Investment-Grade

CDO .. AAA Collateralized Debt Obligations $450.0
U.S. Static Synthetic Investment-Grade

CDO ... AAA Collateralized Debt Obligations 406.7
Cityof New York ............. ... ..... A General Debt Obligations 402.8
CDO of Asset-Backed Security ........... AA Collateralized Debt Obligations 390.2
U.S. Static Synthetic Investment-Grade

CDO ... AAA Collateralized Debt Obligations 380.7
State of California ..................... A General Debt Obligations 379.8
U.S. Static Synthetic Investment-Grade

CDO .. BB+ Collateralized Debt Obligations 350.0
New York & New Jersey Port Auth-

Consolidated Bonds . ................. AA- Airports 348.1
U.S. Static Synthetic Investment-Grade

CDO .. AA Collateralized Debt Obligations 340.0
Long Island Power Authority . ............ A- Water, Sewer, Electric and Gas Systems 317.0

(1) All of the above exposure on collateralized debt obligations are aggregate exposures whose underlying
assets consist of a large number of corporate names whose individual exposures are much smaller than our
aggregate, typically $10-15 million.
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The following table identifies our financial guaranty insurance in force amount outstanding at December 31,
2004 and 2003 by credit rating assigned by S&P to each issuer:

As of December 31,
2004 2003
Insurance Insurance

in force Percent in force Percent

(in billions)

AAA e $ 12,6 124% $ 124 10.5%
AA 214 211 22.9 19.4
A 35.6 350 42.3 359
BBB .. 243 239 303 25.7
G 1.1 1.1 15 1.3
NIG 3.1 3.1 3.5 3.0
Notrated ........ .. 35 34 5.0 42
Total L $101.6  100.0% $117.9 100.0%

The following table shows the distribution by state of our financial guaranty insurance in force as of
December 31, 2004 and 2003:

December 31

New YOork (1) oo e 187% 14.1%
CalifOrmIa . ..t 8.9 9.2
XS . it e e e 5.8 5.6
Florida . ... e e 4.6 4.6
Pennsylvania ... ... ... e 4.4 4.2
D00S . . e e e e e 4.2 4.1
Massachusetts .. ... S 2.9 3.4
Other () o 505 54.8

Total . 100.0% 100.0%

(1) Includes the financial guaranty business structured products transactions that are classified as New York-
based risks because they generally are issued in New York.

(2) Represents all remaining states, the District of Columbia and several foreign countries, in which obligations
insured and reinsured by our financial guaranty business arise, none of which individually constitutes
greater than 2.5% and 3.1% of our financial guaranty insurance in force as of December 31, 2004 or 2003,
respectively.

For each of the years ended December 31, 2004, 2003 and 2002, premiums written attributable to foreign
countries were approximately 6% of total premiums written.

Customers

Mortgage Insurance Business

The principal customers of our mortgage insurance business are mortgage originators, such as mortgage
bankers, mortgage brokers, commercial banks and savings institutions, even though individual mortgage
borrowers generally incur the cost of primary mortgage insurance coverage. We also offer lender-paid mortgage
insurance, where the mortgage lender or loan servicer pays the mortgage insurance premiums; the interest rate to
the borrower usually is higher to compensate for the mortgage insurance premium that the lender is paying. In
2004, approximately 46% of our primary mortgage insurance was originated on a lender-paid basis, compared to
approximately 50% in 2003, much of which consisted of structured transactions. This lender-paid business is
highly concentrated among a few large mortgage-lending customers.
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To obtain primary mortgage insurance from us, a mortgage lender must first apply for and receive a master
policy. Our approval of a lender as a master policyholder is based, among other factors, on our evaluation of the
lender’s financial position and demonstrated adherence to sound loan origination practices. Our quality PQA
function then monitors the master policyhelder based on a number of criteria.

The number of individual primary mortgage insurance policies we had in force was 843,162 at December
31, 2004, 889,403 at December 31, 2003 and 881,620 at December 31, 2002.

The top 10 mortgage insurance customers were responsible for 46.7% of our primary new insurance written
in 2004, compared to 53.3% in 2003 and 46.5% in 2002. The largest single mortgage insurance customer
(including branches and affiliates), measured by primary new insurance written, accounted for 9.6% of primary
new insurance written during 2004, compared to 10.4% in 2003 and 8.1% in 2002.

Financial Guaranty Business

Qur direct financial guaranty insurance customers consist of many of the major global financial institutions
that structure, underwrite or trade securities issued in public finance and structured finance transactions. These
institutions typically are large commercial or investment banks that focus on high-quality deals in the public
finance and structured finance markets. Although we write financial guaranty insurance for obligations issued by
or on behalf of many public finance and structured finance entities, these issuers are not our primary customers
because the financial institutions underwriting or placing their securities generally are the ones who solicit the
financial guaranty insurance for these transactions.

Our financial guaranty business has maintained close and long-standing relationships with all of the largest
primary financial guaranty insurers. We believe that these long-term relationships provide our financial guaranty
business with a comprehensive understanding of the market, and of the financial guaranty insurers’ underwriting
procedures and reinsurance requirements. This allows our financial guaranty clients to use their underwriting
expertise effectively, which adds value to the services we render. We also believe that our long-standing
commitment to the financial guaranty reinsurance market is a strength because ceding companies rely on our
financial strength rating and ability to meet obligations over the life of their reinsured transactions.

Our financial guaranty reinsurance customers consist primarily of the largest primary insurance companies
licensed to write financial guaranty insurance, including Ambac Assurance Corporation (*Ambac™); Financial
Security Assurance Inc. (“FSA”); Financial Guaranty Insurance Company (“FGIC”); and MBIA Insurance
Corporation (“MBIA”). Primary trade credit insurers also provide a significant portion of our premiums.

Two of the primary insurers discussed above were responsible for 37.2% of the total gross premiums written
in 2004 by our financial guaranty business (including the impact of the recapture of business previously ceded to
us by one of the primary insurer customers that occurred in the first quarter of 2004). This percentage was 25.9%
in 2004 excluding the impact of the recapture compared to 30.9% in 2003 and 26.7% in 2002. This customer
concentration results from the small number of primary insurance companies that are licensed to write financial
guaranty insurance. In recent years, our financial guaranty business has increased the amount of direct business it
writes, thereby reducing its dependence on reinsuring transactions insured by the largest financial guaranty
primary insurers. The largest single customer of our financial guaranty business, measured by gross premiums
written, accounted for 21.8% of gross premiums written during 2004 (15.2% excluding the recapture of business
previously ceded to us by one of the primary insurer customers), compared to 12.1% in 2003 and 10.4% in 2002.
Five trade credit primary insurers were responsible for 25.1% of gross premiums written during 2004 (including
the impact of the recapture). This percentage was 17.5% in 2004 excluding the impact of the recapture compared
to 13.7% in 2003.
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Sales and Marketing

Mortgage Insurance Business

We employ a mortgage insurance field sales force of approximately 65 persons, organized into two regions,
providing local sales representation throughout the United States. Each of the two regions is supervised by a
divisional sales manager who is directly responsible for several regional sales managers. The divisional sales
managers are responsible for managing the profitability of business in their regions including premiums, losses and
expenses. The regional sales managers are responsible for managing a small sales force in different areas within the
region. Key account managers manage specific accounts within a region that are not national accounts but that need
more targeted oversight and attention. In addition to securing business from small and mid-size regional customers,
the mortgage insurance business regions provide support to the national account effort in the field.

In recognition of the increased consolidation in the mortgage lending business and the large proportional
amount of mortgage business done by large national accounts, we have a focused strategic accounts team
consisting of six strategic account managers and a dedicated Risk Operations Manager that is directly and solely
responsible for supporting strategic accounts. Each strategic account manager is responsible for a select group of
dedicated accounts and is compensated based on the results for those accounts as well as our results. There has
been a trend among strategic accounts to move to more centralized decision-making about mortgage insurance
that is subject to captive reinsurance and other services provided by the mortgage insurance companies. We also
have a dedicated strategic account manager who primarily is responsible for relationships with and programs
implemented with Fannie Mae and Freddie Mac. Strategic accounts business represented approximately 57% of
our primary new insurance written in 2004, compared to 52% in 2003.

Mortgage insurance sales personnel are compensated by salary, account profitability, commissions on new
insurance written and a production incentive based on the achievement of various goals. During 2004, these goals
were related to volume, market share and growth of insurance in force from flow mortgage insurance business.
This is expected to change in 2005 to become more focused on profitability and RAROC.

We recently reorganized our sales and marketing efforts to focus on four separate channels of customers:
retail, wholesale, non-traditional and international. Customers are grouped into the above categories and they are
serviced by four separate business units.

Financial Guaranty Business

Our financial guaranty business is derived from relationships we have established and maintained with
many global financial institutions and primary insurance companies. These relationships provide us with
financial guaranty business in the following major areas: (1) deal flow on public finance transactions, asset-
backed securities, collateralized debt obligations and other structured products; (2) reinsurance for public finance
bonds and asset-backed securities; and (3) trade credit reinsurance.

Our financial guaranty business develops its public finance business primarily through relationships with
those investment banks, commercial banks and financial advisors that provide financial and debt management
services to, and intermediate transactions with, public finance borrowers. A dedicated public finance business
development team, which reports directly to the head of our financial guaranty business’s public finance group,
markets directly to these intermediaries, and we do not pay or otherwise reimburse these intermediaries for their
services. Our financial guaranty business originates its structured finance transaction flow principally by
developing and maintaining strong relationships with the financial institutions, both in the United States and
abroad, that are actively involved in the structured finance market. Our financial guaranty business develops its
structured finance business through two primary business development units, one for asset-backed securities and
the other for credit default swaps and other financial guaranties of structured finance transactions. In addition,
our financial guaranty business has a London-based team of structured finance professionals responsible for sales
and marketing for European structured finance transactions.
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Qur financial guaranty reinsurance business markets directly to primary monoline insurers that write credit
enhancement business. Trade credit reinsurance opportunities, on the other hand, usually are presented to our
financial guaranty business by reinsurance intermediaries that specialize in this product line, most of whom are
located in London. Working either directly or through intermediaries, our financial guaranty business’s goal is to
meet the needs of the primary insurers, subject to internal underwriting and risk management requirements. We
typically compensate primary monoline insurers based on a percentage of premium assumed, which varies from
agreement to agreement.

Competition

Mortgage Insurance Business

We compete directly with six other private mortgage insurers — Genworth Financial Inc., Mortgage
Guaranty Insurance Corporation, PMI Mortgage Insurance Co., Republic Mortgage Insurance Company, Triad
Guaranty Insurance Corporation and United Guaranty Corporation — and with various federal government
agencies, principally the Federal Housing Administration. In addition, we and other private mortgage insurers
face competition from state-supported mortgage insurance funds.

We compete for flow business with other private mortgage insurance companies more on the basis of service
than on the basis of price. This service-based competition includes risk management services, loss mitigation
efforts and management and field service organization and expertise. We also provide contract underwriting
services and participate in arrangements such as captive reinsurance and affordable housing programs.

We also face competition from alternatives to traditional private mortgage insurance such as “piggyback
loans.” These include “80-10-10" loans comprised of a first mortgage with an 80% LTV coupled with a second
mortgage with a 10% LTV and the use of other credit enhancements in conjunction with reduced levels of private
mortgage insurance. We believe that market conditions in 2004 accounted for the growth and prevalence of 80-
10-10 loans in the market, and further improvement in conditions for second mortgages could diminish the
percentage of business for the mortgage insurance industry.

We compete for structured transactions with other mortgage insurers as well as capital market executions
such as senior/subordinated security structures. Competition for this business generally is based both on price and
on the percentage of a given pool of loans that we are willing to insure.

Financial Guaranty Business

We are subject to competition from companies that specialize in financial guaranty insurance or reinsurance,
including MBIA, Ambac, FGIC, FSA, Assured Guaranty, CDC IXIS Financial Guaranty, XL Capital Assurance
Inc., XL Financial Assurance Ltd. and RAM Reinsurance Co. Ltd. In the late 1990s, several multiline insurers
increased their participation in financial guaranty reinsurance. However, we believe that the participation of
multiline insurers in the financial guaranty insurance and reinsurance businesses should decrease due to the
downgrade of certain of these multiline participants. Certain of these multiline insurers have formed strategic
alliances with some of the U.S. primary financial guaranty insurers. Competition in the financial guaranty
reinsurance business is based on many factors, including overall financial strength, pricing, service and
evaluation by the rating agencies of financial strength. The rating agencies allow credit to a ceding company’s
capital requirements and single risk limits for reinsurance ceded in an amount that is a function of the financial
strength rating of the reinsurer. We believe that competition from multiline reinsurers and new monoline
financial guaranty insurers will continue to be limited due to (a) the lack of consistent dedication to the business
from multiline insurers with the required financial strength and (b) the barriers to entry for new reinsurers posed
by state insurance law and rating agency criteria governing minimum capitalization. However, one of the primary
financial guaranty insurers made a capital contribution to an existing reinsurance company during 2003. In
addition, the same primary company, along with other investors, established a new AAA-rated insurance entity.
Another form of competition may also be developed through capital market executions.
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The majority of insured public finance and structured finance transactions are gnaranteed by the AAA-rated
monoline financial guaranty insurers. As a AA-rated company, our financial guaranty business targets certain
distinct markets. Because issuers generally incur a higher interest cost by using AA credit enhancement
compared to similar bonds with AAA credit enhancement, many issuers may prefer AAA credit enhancement
when available. However, AA insurance provides significant value over uninsured executions in seiect markets,
and at times the additional cost to the issuer of AAA credit enhancement over AA credit enhancement exceeds
the higher interest costs an issuer may incur with AA enhancement. In some markets, issuers and other
counterparties receive no additional credit for a AAA enhancement levels. When there is no additional credit
offered by the AAA enhancement level, or at other times, we may compete more effectively with the AAA-rated
financial guarantors.

Financial guaranty insurance also competes with other forms of credit enhancement, including letters of
credit, guaranties and credit default swaps provided primarily by foreign banks and other financial institutions,
some of which are governmental entities or have been assigned the highest credit ratings awarded by one or more
of the major rating agencies. However, most of these credit enhancements serve to provide ceding companies
with increased insurance capacity only for rating agency purposes. They do not qualify as capital for state
regulatory purposes, nor do they constitute credit against specific liabilities that would allow the ceding company
greater single risk capacity. However, in 2004 the laws applicable to those ceding companies domiciled in New
York were amended to permit such ceding companies to use certain credit default swaps meeting applicable
requirements as collateral to offset statutory single limits, aggregate risk limits, aggregate net liability
calculations and contingency reserve requirements.

As a primary insurer, our financial guaranty business writes insurance on large and complex public finance
obligations that primary insurers have sometimes declined due to the anticipated premium flow and returns. Our
financial guaranty business also serves as a reinsurer for certain specialty primary insurers that are not monoline
financial guaranty insurers. These specialty primary insurers are subject to competition from other primary
insurers, many of which have greater financial and other resources than we have.

Ratings

S&P, Moody’s and Fitch each rate the financial strength of our insurance subsidiaries. The rating agencies
focus on the following factors: capital resources; financial strength; commitment of management to, and
alignment of shareholder interests with, the insurance business; demonstrated management expertise in our
insurance business; credit analysis; systems development; marketing; capital markets and investment operations,
including the ability to raise additional capital; and a minimum policyholders’ surplus with initial capital
sufficient to meet projected growth as well as access to additional capital as may be necessary to continue to
meet standards for capital adequacy. As part of their rating process, S&P, Moody’s and Fitch could test our
insurance subsidiaries by subjecting them to a “stress level scenario” in which losses over a stress period are
tested against our capital level.

The financial strength rating assigned by the rating agencies to an insurance or reinsurance company is
based on factors relevant to policyholders and is not directed toward the protection of our security holders. Such
a rating is neither a rating of securities nor a recommendation to buy, hold or sell any security. The financial
strength rating assigned to the insurance subsidiaries should not be viewed as indicative of or relevant to any
ratings that may be assigned to our outstanding debt securities by any rating agency and should not be considered
an evaluation of the likelihood of the timely payment of principal or interest on those securities. However, these
ratings are an indication to an insurer’s customers of the insurer’s present financial strength and its capacity to
honor its future claims payment obligations. Therefore, ratings generally are considered critical to an insurer’s
ability to compete for new insurance business.
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We have been assigned a senior debt rating of A+ by Fitch, A by S&P and A2 by Moody’s. Our principal
subsidiaries have been assigned the following financial strength ratings:

MOODY’S S&P FITCH

MOODY’S OUTLOOK E OUTLOOK FITCH OUTLOOK
Radian Guaranty ........................ Aal Stable AA Stable AA Stable
RadianInsurance ........................ Aa3 Stable AA Stable AA Stable
Amerin Guaranty .............. ..., Aa3 Stable AA Stable AA Stable
Radian Asset Assurance .................. Aa3 Stable AA Negative  AA Stable
Radian Asset Assurance Limited ........... — — AA  Negative AA Stable

Moody’s and S&P have entered into an agreement with Radian Guaranty that obligates Radian Guaranty to
maintain at least $30 million of capital in Radian Insurance as a condition of the issuance and maintenance of
Radian Insurance’s ratings.

In October 2002, S&P downgraded the Insurer Financial Strength rating of Radian Reinsurance, before its
merger with and into Radian Asset Assurance, from AAA to AA. As a result of this downgrade, effective
January 31, 2004, one of Radian Reinsurance’s primary insurer customers exercised its right to recapture
approximately $16.4 billion of par in force previously ceded to Radian Reinsurance, including $96.4 million of
written premiums with a GAAP carrying value of approximately $71.5 million. The entire impact of this
recapture of written premiums was reflected as a reduction of written premiums in the first quarter of 2004.
Because, in accordance with GAAP, we already had reflected $24.9 million of these recaptured written premiums
as having been earned, we were required to reflect the entire $24.9 million reduction in earned premiums in the
first quarter of 2004. In addition, Radian Reinsurance was reimbursed for policy acquisition costs of
approximately $31.0 million for which the carrying value under GAAP was $21.3 million. Radian Reinsurance
also reimbursed the primary insurer for case reserves recorded under GAAP for approximately $11.5 million.
Finally, Radian Reinsurance took a charge of $0.8 million for mark-to-market adjustments related to certain
insurance policies associated with the recapture. We estimate that the recapture reduced 2004 pre-tax income by
approximately $37.8 million or approximately $0.26 per share after tax, $15.9 million or $0.11 per share of
which was the immediate impact, as summarized in the following table, and the balance was a result of ongoing
lost premiums:

GAAP Initial
Cash Paid Book Gain
(Received) Basis (Loss)
(in thousands)
Unearned Premium . . ... ... i e e $96,417 $ 71,525 $(24,892)
Acquisition COSES . . ..ot (31,023) (21,257) 9,766
Case ReseIVesS . . oo e 11,488 11,488 —
Receivable from Unrealized Credit Derivatives Gain ..................... — 791 (791)
TOtals .o e e $ 76,882 $ 60,965 $(15,917)

Dating from our acquisition of EFSG in February 2001, reinsurance assumed from the primary insurer
customer that exercised its recapture right in January 2004 resulted in $25.1 million of written premium and
$20.6 million of earned premium in 2001, $30.8 million of written premium and $32.0 million of earned
premium in 2002 and $33.1 million of written premium and $37.0 million of earned premium for 2003. Without
cost to us, the remaining primary insurer customers agreed not to exercise similar recapture rights in connection
with the October 2002 downgrade. The amount of capital that we were holding to support this recaptured
insurance business approximated $170.0 million.

See “Financial Guaranty Business-Merger of Radian Asset Assurance and Radian Reinsurance” for a
discussion of the consequences of the ratings downgrade associated with that merger.
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Reinsurance Ceded

Radian Guaranty currently uses reinsurance from affiliated companies to remain in compliance with the
insurance regulations of certain states that require that a mortgage insurer limit its coverage percentage of any
single risk to 25%. These transactions have no impact on the consolidated financial statements.

In addition, Radian Guaranty entered into a variable quota-share treaty for primary risk in the 1994 to 1997
origination years and a portion of the pool risk written in 1997. Under this treaty, quota-share loss relief is
provided at varying levels ranging from 7.5% to 15.0% based on the loss ratio on the reinsured book for a ten-
year term on each origination year. The higher the loss ratio, the greater the potential reinsurance relief, which
protects Radian Guaranty in adverse loss situations. A commission is paid by the reinsurer to Radian Guaranty
and the agreement is noncancelable for the ten-year term by either party. As of December 31, 2004, the risk in
force covered by the variable quota-share treaty was approximately $1.4 billion, or approximately 4.5% of our
mortgage insurance business’s total primary risk in force, and $55.4 million, or approximately 2.3% of our
mortgage insurance business’s total pool risk in force on the remaining terms of the 1996 and 1997 origination
years. We have not reinsured any additional business pursuant to the variable quota-share treaty since 1998.

Until its termination by us effective December 31, 2004, Radian Guaranty had reinsured all direct mortgage
insurance in force under an excess of loss reinsurance program. This policy was cancelled by the reinsurer in
2001 and was in run-off. Effective December 31, 2004, Radian Guaranty exercised its right to terminate the
policy during the run-off period. At termination, $17.0 million of liabilities for withheld funds were released.

Radian Guaranty and Amerin Guaranty are parties to a cross guaranty agreement. The agreement provides
that if Radian Guaranty fails to make a payment to any of its policyholders, then Amerin Guaranty will make the
payment, and that if Amerin Guaranty fails to make a payment to any of its policyholders, then Radian Guaranty
will make the payment. Under the terms of the agreement, the obligations of both parties are unconditional and
irrevocable; however, no payments will be made without prior approval by the insurance department of the
payor’s state of domicile.

Our Smart Home transactions, described in “Mortgage Insurance Business-Reinsurance of Non-Prime
Risk,” also allow us to obtain reinsurance.

Investment Policy and Portfolio

Our income from our investment portfolio is one of our primary sources of cash flow to support our
operations and claim payments.

We follow an investment policy that, at a minimum, requires:

* 95% of our investment portfolio must consist of cash equivalents and debt securities (including
redeemable preferred stock) that, at the date of purchase, were rated investment grade by a nationally
recognized rating agency (e.g., “BBB” or better by S&P); and

¢ At least 50% of our investment portfolio must consist of cash, cash equivalents and debt securities
(including redeemable preferred stock) that, at the date of purchase, were rated the highest investment
grade by a nationally recognized rating agency (e.g., AAA by S&P).

We are permitted to invest in equity securities (including convertible debt and convertible preferred stock),
provided our equity component does not exceed 20% of our total investment portfolio.

We periodically review our investment portfolio for declines in fair value below the amortized cost basis
that are considered to be other-than-temporary as defined by our policy, and we recognize declines in earnings if
the security has not been sold. At December 31, 2004, there were no securities in the portfolio that had losses that
were considered other-than-temporary.
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At December 31, 2004, our investment portfolio had a cost basis of $5,186.7 million, a carrying value of
$5,470.1 million and a market value of $5,479.2 million, including $459.7 million of short-term investments. Qur
investment portfolio did not include any real estate or mortgage loans. The portfolio inciuded 65 privately placed,
investment-grade securities with an aggregate carrying value of $74.8 million. At December 31, 2004, 98.4% of
our investment portfolio (which includes fixed maturities and equity securities) consisted of cash equivalents and
debt securities (including redeemable preferred stock) that were rated investment grade.

Our investment policies and strategies are subject to change depending on regulatory, economic and market

conditions and our then-existing or anticipated financial condition and operating requirements, including our tax
position.

Investment Portfolic Diversification

The diversification of our investment portfolio (other than short-term investments) at December 31, 2004 is
shown in the table below:

December 31, 2004
Amortized
Cost Fair Value Percent (1)
(in thousands)
Fixed maturities held to maturity (2):
State and municipal obligations .. ............ .. ..., $ 178894 § 188,063  100.0%
Total .. e e 178,894 188,063 100.0%
Fixed maturities available for sale:
U.S. government securities (3) . ...... ... i 62,273 63,875 1.5%
U.S. government sponsored enterprises . ... . 52,533 52,378 1.3
State and municipal obligations ... ......... .. .. ... L oL 3,181,834 3,329,041 75.2
Corporate obligations . ........... ... it 109,664 115,553 2.6
Convertible SECUTTHIES . . . oottt et e e e e 308,349 318,334 7.3
Asset-backed SeCUrities . ... .. ... . e 216,844 217,060 5.1
Redeemable preferred stocks ......... ... ... . i 106,149 115,521 2.5
Private placements . ............ .. 0 it 63,985 64,580 1.5
Foreign governments ........... ... .. i 127,265 130,024 3.0
Total .. 4,228 896 4,406,366 100.0%
Equity securities . . ... ..ottt e 250,558 335,495
Trading securities . ........... . e 65,359 86,342
Otherinvested aSSetS ... .ot i e 3,253 3,253
Total . e $4,726,960 $5,019,519

(1) Percentage of amortized cost.

(2) Al security types listed, other than U.S. government securities, consist primarily of investment-grade
securities.

(3) Substantially all of these securities are backed by the full faith and credit of the U.S. government.
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Investment Portfolio Scheduled Maturity (1)

The weighted average duration of the assets in our investment portfolio as of December 31, 2004 was
4.33 years. The following table shows the scheduled maturities of the securities held in our investment portfolio
at December 31, 2004:

December 31, 2004
Carrying
Value Percent
(in
thousands)
ShOrt-term INVESIMEILS . . o\ ottt e et et et e e et e et e e ettt e et $ 459,718 8.4%
Lessthan One YEar . . . ... et e 112,562 2.1
One to fiVe YEAIS . . . oot e 454,709 8.3
FIVE L0 LB YEATS . o .ottt ittt e e e e e e 790,039 144
OVEI eI YEAIS .« . o . vttt ettt e e e e e e e e e e e e e e 2,895,369 529
Mortgage-backed securities (2) . ... 27,149 0.5
Asset-backed securities (2) .. ... i e 189,911 3.5
Redeemable preferred stocks (3) .. ..o 115,521 2.1
Equity securities (3) . ... ...t e e 335,495 6.1
Trading securities (3) ... ..ottt e 86,342 1.6
Otherinvested assets (3) .. ..ottt e e 3,253 0.1
817 1 P $5,470,068 100.0%

(1) Actual maturities may differ as a result of calls before scheduled maturity.

(2) Substantially all of these securities are backed by the Government National Mortgage Association
(“GNMA”) or by Fannie Mae.

(3) No stated maturity date.

Investment Portfolio by S&P Rating

The following table shows the ratings by S&P of our investment portfolio (other than short-term
investments) as of December 31, 2004:

December 31, 2004
Carrying
Value Percent
(in
thousands)
Rating (1)
Fixed maturities:
U.S. government and agency SECUIIties .. .. ........ .ttt en e nnnannnnn. $ 116,253 2.3%
A A A e e 2,654,361 53.0
A A e e e 857,584 17.1
A e 398,015 7.9
BB B .. 363,269 7.3
BB and below and other (2) . ... ... 3,132 0.1
Notrated (B) ..ot 192,646 38
Trading SECUTIHES . o . vttt ettt et e e et e e e e e e e 86,342 1.7
EQUILY SECUTILES . .o\ oottt et e ettt et e e it et 335,495 6.7
Other INVeSted @SSELS . . . o vttt et 3,253 0.1
TOtal L e e e $5,010,350 100.0%

(1) As assigned by S&P as of December 31, 2004.

(2) Securities in this category have been rated non-investment grade by S&P as of December 31, 2004.

(3) Securities in this category have not been rated by S&P as of December 31, 2004 but have been rated
investment grade as of December 31, 2004 by at least one other nationally recognized securities rating
agency.
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Regulation

State Regulation

We and our insurance subsidiaries are subject to comprehensive, detailed regulation principally designed for
the protection of policyholders, rather than for the benefit of investors, by the insurance departments in the
various states where we and our insurance subsidiaries are licensed to transact business. Insurance laws vary
from state to state, but generally grant broad supervisory powers to agencies or officials to examine insurance
companies and enforce rules or exercise discretion affecting almost every significant aspect of the insurance
business.

Insurance regulations relate, among other things, to the licensing of companies to transact business, claims
handling, reinsurance requirements, premium rates and policy forms offered to customers, financial statements,
periodic reporting, permissible investments and adherence to financial standards relating to surplus, dividends
and other criteria of solvency intended to assure the satisfaction of obligations to policyholders.

Mortgage insurers generally are restricted to writing residential mortgage guaranty insurance, and financial
guaranty insurers generally are restricted to writing financial guaranty insurance. Our non-insurance businesses,
which consist of mortgage insurance-related services, are not generally subject to regulation under state
insurance laws.

Radian Asset Assurance is domiciled and licensed in the State of New York as a financial guaranty insurer
and is subject to the provisions of the New York insurance law and related rules and regulations governing
property-casualty insurers to the extent these provisions are not inconsistent with the financial guaranty insurance
statute. Radian Asset Assurance is also licensed under the New York insurance law to write surety insurance and
credit insurance, which are types of insurance that a financial guaranty insurer licensed under the New York
insurance law may be authorized to write. In addition, Radian Asset Assurance is authorized to write financial
guaranty and surety insurance (or in certain states where there is no specific authorization for financial guaranty
insurance, credit insurance) in all 50 states, the District of Columbia and the United States Virgin Islands.

Each insurance subsidiary is required by its state of domicile and each other jurisdiction in which it is
licensed to make various filings, with those jurisdictions and with the National Association of Insurance
Commissioners, including quarterly and annual financial statements prepared in accordance with statutory
accounting practices. Additionally, each insurance subsidiary is subject to detailed regulation in each of those
states, including risk limits, investment restrictions and diversification req_uirements.

Radian Asset Assurance must maintain both a reserve for unearned premiuvms and for incurred losses and a
special, formulaically derived contingency reserve to protect policyholders against the impact of excessive losses
occurring during adverse economic cycles. The contingency reserve may be drawn on with the approval of the
New York insurance department under specified but limited circumstances.

Insurance Holding Company Regulation. All states have enacted legislation that requires each insurance
company in an insurance holding company system to register with the insurance regulatory authority of its state
of domicile and to furnish to this regulator financial and other information concerning the operations of
companies within the holding company system that may materially affect the operations, management or
financial condition of insurers within the system.

Because we are an insurance holding company, and because Radian Guaranty and Radian Insurance are
Pennsylvania insurance companies, Amerin Guaranty is an [llinois insurance company, and Radian Asset
Assurance is a New York insurance company, the Pennsylvania, Illinois or New York insurance laws regulate,
among other things, certain transactions in our common stock and certain transactions between Radian Guaranty,
Radian Insurance, Amerin Guaranty, Radian Asset Assurance, our other insurance subsidiaries, and their parent
or affiliates. Specifically, no person may, directly or indirectly, offer to acquire or acquire “control” of us, or our
insurance subsidiaries, unless that person files a statement and other documents with the relevant state’s
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Commissioner of Insurance and obtains the Commissioner’s prior approval. The Commissioner may hold a
public hearing on the matter. “Control” is presumed to exist if 10% or more or our voting securities or of our
insurance subsidiaries’ voting securities are owned or controlled, directly or indirectly, by a person, although
“control” may or may not be deemed to exist where a person owns or controls a lesser amount of securities. In
addition, material transactions between us and our insurance subsidiaries and their parent or affiliates are subject
to certain conditions, including that they be “fair and reasonable.” These restrictions generally apply to all
persons controlling or under common control with us or our insurance subsidiaries. Certain transactions between
our insurance subsidiaries and their parent or affiliates may not be entered into unless the relevant Commissioner
of Insurance is given 30 days’ prior notification and does not disapprove the transaction during that
30-day period.

Dividends. Radian Guaranty’s ability to pay dividends on its common stock is restricted by certain
provisions of the insurance laws of the Commonwealth of Pennsylvania, its state of domicile. The insurance laws
of Pennsylvania establish a test limiting the maximum amount of dividends that may be paid without prior
approval by the Pennsylvania Insurance Commissioner. Under this test, Radian Guaranty may pay dividends
during any 12-month period in an amount equal to the greater of (i) 10% of the preceding year-end statutory
policyholders’ surplus or (ii) the preceding year’s statutory net income. In accordance with this test,
$329.8 million would be available for dividends in 2005. However, an amendment to the Pennsylvania statute
requires that dividends and other distributions be paid out of an insurer’s unassigned surplus. Radian Guaranty
had positive unassigned surplus at December 31, 2004 of $191.8 million. The Pennsylvania Insurance
Commissioner has approved all distributions by Radian Guaranty since the passage of this amendment.

Amerin Guaranty’s ability to pay dividends on its common stock is restricted by certain provisions of the
insurance laws of the State of Illinois, its state of domicile. The insurance laws of [llinois establish a test limiting
the maximum amount of dividends that may be paid from unassigned surplus by an insurer without prior
approval by the Illinois Insurance Commissioner. Under this test, Amerin Guaranty may pay dividends during
any 12-month period in an amount equal to the greater of (i) 10 percent of the preceding year-end statutory
policyholders’ surplus or (ii) the preceding year’s statutory net income. In accordance with this test,
$19.0 million would be available for dividends in 2005 without prior regulatory approval. In January 2005,
Amerin paid a $100 million dividend to us that was declared in December 2004, after receiving approval for a
special dividend from the [llinois Insurance Commissioner.

Under the New York insurance law, Radian Asset Assurance may only declare or distribute dividends from
earned surplus. The maximum amount of dividends that may be paid by the insurance subsidiaries without prior
approval of the Superintendent of Insurance is subject to restrictions relating to statutory surplus and net
investment income as defined by statute. At December 31, 2004, Radian Asset Assurance had $100.4 million
available for dividends in 2005 without prior approvals. Neither Radian Reinsurance nor Radian Asset Assurance
paid any dividends since we acquired EFSG in February 2001.

Risk-to-Capital. A number of states limit a private mortgage insurer’s risk in force to 25 times the total of
the insurer’s policyholders’ surplus plus the statutory contingency reserve, commonly known as the
“risk-to-capital” requirement. As of December 31, 2004, the consolidated risk-to-capital ratio for our mortgage
insurance business was 10.0 to 1, compared to 11.4 to 1 as of December 31, 2003. The Cross Guaranty
Agreement between Radian Guaranty and Amerin Guaranty makes it appropriate to look at risk-to-capital on a
combined basis.

Reserves. For statutory reporting, mortgage insurance companies are required annually to provide for
additions to the contingency reserve in an amount equal to 50% of earned premiums. Such amounts cannot be
withdrawn for a period of 10 years except under certain circumstances. The contingency reserve, designed to be a
reserve against catastrophic losses, essentially restricts dividends and other distributions by mortgage insurance
companies. Mortgage insurance companies classify the contingency reserve as a statutory liability. At
December 31, 2004, Radian Guaranty had statutory policyholders’ surplus of $426.6 million and a contingency
reserve of $2,179.6 million and Amerin Guaranty had statutory policyholders’ surplus of $189.7 million.
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In accordance with New York insurance law, our financial guaranty business must establish a contingency
reserve, equal to the greater of 50% of premiums written or a stated percentage of the principal guaranteed,
ratably over 15 to 20 years dependent on the category of obligation insured. Reinsurers are required to establish a
contingency reserve equal to their proportionate share of the reserve established by the ceding company. At
December 31, 2004, Radian Asset Assurance had statutory policyholders’ surplus of $1,003.7 million and a
contingency reserve of $251.7 million.

Premium Rates and Policy Forms. Each of our mortgage insurance and financial guaranty subsidiaries’
premium rates and policy forms are subject to regulation in every state in which it is licensed to transact business
to protect policyholders against the adverse effects of excessive, inadequate or unfairly discriminatory rates and
to encourage competition in the insurance marketplace. In most states, premium rates and policy forms must be
filed before their use. In some states, these rates and forms must also be approved before use. Changes in
premium rates are subject to justification, generally on the basis of the insurer’s loss experience, expenses and
future trend analysis. The general default experience in the mortgage insurance industry may also be considered.

Reinsurance. Restrictions apply under the laws of several states to any licensed company ceding business
to an unlicensed reinsurer. Under those laws, if a reinsurer is not admitted or approved in a given state, the
company ceding business to the reinsurer cannot take credit in its statutory financial statements for the risk ceded
to the reinsurer absent compliance with certain reinsurance security requirements. In addition, several states also
have special restrictions on mortgage insurance, and several states limit the amount of risk a mortgage insurer
may retain with respect to coverage on an insured loan to 25% of the insured’s claim amount. Coverage in excess
of 25% (i.e., deep coverage) must be reinsured.

Examination. Our insurance subsidiaries are subject to examination of their affairs by the insurance
departments of each of the states in which they are licensed to transact business.

New York Circular Letter. The New York insurance department issued Circular Letter No. 2 dated
February 1, 1999 (the “Letter”) that discusses its position concerning various transactions between mortgage
guaranty insurance companies licensed in New York and mortgage lenders. The Letter confirms that captive
reinsurance transactions are permissible if they “constitute a legitimate transfer of risk” and “are fair and
equitable to the parties.” The Letter also states that “supernotes/performance notes,” “dollar pool” insurance, and
“un-captive captives” violate New York law.

Accreditation. The National Association of Insurance Commissioners instituted the Financial Regulatory
Accreditation Standards Program, known as “FRASP,” in response to federal initiatives to regulate the business
of insurance. FRASP provides standards intended to establish effective state regulation of the financial condition
of insurance companies. FRASP requires states to adopt certain laws and regulations, institute required
regulatory practices and procedures, and have adequate personnel to enforce these items in order to become
accredited. In accordance with the National Association of Insurance Commissioners’ Model Law on
Examinations, accredited states are not permitted to accept certain financial examination reports of insurers
prepared solely by the insurance regulatory agency in states not accredited by January 1, 1994. Although the
State of New York is not accredited, no state where Radian Asset Assurance is licensed has refused to accept the
New York Insurance Department’s Reports on Examination for Radian Asset Assurance. However, we cannot
assure you that, if the New York insurance department remains unaccredited, other states that are accredited will
continue to accept financial examination reports prepared solely by New York. We do not believe that the refusal
by an accredited state to continue accepting financial examination reports prepared by New York would have a
material adverse impact on our insurance businesses.
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Federal Regulation

RESPA. The origination or refinance of a federally regulated mortgage loan is a settlement service, and
therefore subject to the Real Estate Settlement Practices Act of 1974 (“RESPA”). In December 1992, regulations
were issued stating that mortgage insurance also is a settlement service, and therefore, that mortgage insurers are
subject to the provisions of Section 8(a) of RESPA, which generally prohibit persons from accepting anything of
value for referring real estate settlement services to any provider of these services. Although many states prohibit
mortgage insurers from giving rebates, RESPA has been interpreted to cover many non-fee services as well. The
U.S. Department of Housing and Urban Development’s (“HUD”) interest in pursuing violations of RESPA has
increased the awareness of both mortgage insurers and their customers of the possible sanctions of this law.

We and all of our mortgage insurance competitors have been sued in similar actions alleging violations of
RESPA. To date, we have successfully contested all RESPA allegations brought against us. In addition, we
believe that our products and services comply with RESPA, as well as all other applicable laws and regulations.

HUD proposed a rule under RESPA to create an exemption from Section 8(a) of RESPA. The proposed rule
would have made the exemption available to lenders that, at the time a borrower submits a loan application, give
the borrower a firm, guaranteed price for all the settlement services associated with the loan, commonly referred
to as “bundling.” In 2003, HUD withdrew the proposed rule and submitted another proposed rule to the Office of
Management and Budget, which also subsequently was withdrawn. If bundling is exempted from RESPA,
mortgage lenders may have increased leverage over us and the premiums we are able to charge for mortgage
insurance could be negatively affected.

HMDA. Most originators of mortgage loans are required to collect and report data relating to a mortgage
loan applicant’s race, nationality, gender, marital status and census tract to HUD or the Federal Reserve under the
Home Mortgage Disclosure Act of 1975 (“HMDA”). The purpose of HMDA is to detect possible discrimination
in home lending and, through disclosure, to discourage this discrimination. Mortgage insurers are not required
pursuant to any law or regulation to report HMDA data, although under the laws of several states, mortgage
insurers are currently prohibited from discriminating on the basis of certain classifications.

Mortgage insurers, through their trade association, Mortgage Insurance Companies of America (“MICA™),
entered into an agreement with the Federal Financial Institutions Examinations Council (“FFIEC™) to report the
same data on loans submitted for insurance as is required for most mortgage lenders under HMDA. Reports of
HMDA-type data for the mortgage insurance industry have been submitted by MICA to the Federal Financial
Institutions Examinations Council since 1993. We are not aware of any pending or expected actions by
governmental agencies in response to the reports submitted by MICA to the FFIEC. Since January 2004, we have
been reporting HMDA data on an individual company basis, due to our withdrawal from MICA.

Mortgage Insurance Cancellation. The Homeowners Protection Act of 1998 (the “Act”) was signed into
law on July 29, 1998. The Act imposes certain cancellation and termination requirements for borrower-paid
private mortgage insurance and requires certain disclosures to borrowers regarding their rights under the law. The
Act also requires certain disclosures for loans covered by lender-paid private mortgage insurance. Specifically,
the Act provides that private mortgage insurance on most loans originated on or after July 29, 1999 may be
canceled at the request of the borrower once the LTV reaches 80%, provided that certain conditions are satisfied.
Private mortgage insurance must be canceled automatically once the LTV reaches 78% (or, if the loan is not
current on that date, on the date that the loan becomes current). The Act establishes special rules for the
termination of private mortgage insurance in connection with loans that are “high risk.” The Act does not define
“high risk” loans but leaves that determination to Fannie Mae and Freddie Mac for loans up to the conforming
loan limit and to the mortgagee for any other loan. For “high risk” loans above the conforming loan limit, private
mortgage insurance must be terminated on the date that the LTV is first scheduled to reach 77%. In no case,
however, may private mortgage insurance be required beyond the midpoint of the amortization period of the loan
if the mortgagor is current on the payments required by the terms of the mortgage. We do not believe that the Act
has had a material impact on the persistency rate (the percentage of insurance in force that remains on our books
after any given 12-month period) of our insured loans or on our financial results.
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Freddie Mac and Fannie Mae

As the most significant purchasers and sellers of conventional mortgage loans, and therefore beneficiaries of
private mortgage insurance, Freddie Mac and Fannie Mae impose requirements on private mortgage insurers so
that they may be eligible to insure loans sold to Freddie Mac and Fannie Mae. Freddie Mac’s current eligibility
requirements impose limitations on the type of risk insured, standards for the geographic and customer
diversification of risk, procedures for claims handling, standards for acceptable underwriting practices, standards
for certain reinsurance cessions and financial requirements that generally mirror state insurance regulatory
requirements. These requirements are subject to change from time to time. Fannie Mae also has eligibility
requirements, although those requirements are not published. Radian Guaranty and Amerin Guaranty are
approved mortgage insurers for both Freddie Mac and Fannie Mae.

In January 1999, Fannie Mae announced a program that allows for lower levels of required mortgage
insurance coverage for low-down-payment 30-year fixed-rate loans approved through its Desktop Underwriter
automated underwriting system. Under this program, Fannie Mae replaces some of the mortgage insurance
coverage with a layer of investor mortgage insurance coverage provided by at least two mortgage insurers.

The Office of Federal Housing Enterprise Oversight issued new risk-based capital regulations for Freddie
Mac and Fannie Mae, which took effect September 13, 2002. The most relevant provision to us is a distinction
between AAA-rated insurers and A-rated insurers. The new regulations impose a credit reduction that Fannie
Mae and Freddie Mac are given for exposure ceded to AAA -rated insurers by 3.5% and to AA-rated insurers by
8.75%. Currently, Radian Guaranty is rated AA; one other mortgage insurance provider is rated AAA. As a
result, there may be an incentive for the GSEs to use private mortgage insurance provided by a AAA rated
insurer. The provisions of the new regulations are to be phased in over a 10-year period commencing on the
effective date of the regulation.

Fannie Mae and Freddie Mac require that we participate in “affordable housing” programs that they
maintain to provide for loans to low- and moderate-income borrowers. These programs usually include 95s, 97s
and 100s and may require the liberalization of certain underwriting guidelines to achieve the programs’
objectives. Our default experience on loans that we insure through these programs has been worse than on
non-"affordable housing” loans, but our participation in these programs does not comprise a material amount of
our risk in force.

Indirect Regulation

We also are indirectly, but significantly, impacted by regulations affecting originators and purchasers of
mortgage loans, particularly Freddie Mac and Fannie Mae, and regulations affecting governmental insurers such
as the Federal Housing Administration (“FHA”) and the Veterans Administration (“VA™). We and other private
mortgage insurers depend highly on federal housing legislation and other laws and regulations that affect the
demand for private mortgage insurance and the housing market generally. For example, legislation that increases
the number of persons eligible for FHA or VA mortgages could have a material adverse effect on our ability to
compete with the FHA or VA.

The FHA single-family loan limits were raised effective January 1, 2004. The new limits range from
$160,176 in low-cost areas to $290,319 in high-cost areas. We do not believe that demand for private mortgage
insurance has been or will be materially adversely affected by this change.

In addition, the above-mentioned federal laws and regulations or other federal laws and regulations affecting

lenders, private and governmental mortgage insurers, or purchasers of insured mortgage loans, are subject to
change in a manner that could adversely affect the demand for private mortgage insurance.
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Foreign Regulation

We also are subject to certain regulation in various foreign countries, primarily the United Kingdom and
Bermuda, as a result of our operations in those jurisdictions.

In the United Kingdom, we are subject to regulation by the Financial Services Authority, or FSA. The FSA
periodically performs a formal risk assessment of insurance companies or groups carrying on business in the
U.K. After each risk assessment, the FSA will inform the insurer of its views on the insurer’s risk profile. 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 companies through the approved persons regime,
by which any appointment of persons to perform certain specified “controlled functions” within a regulated
entity, must be approved by the FSA.

In addition, the FSA recently 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 connection 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.

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.
Under FSA rules, insurance companies must maintain a margin of solvency at all times, the calculation of which
in any particular case depends on the type and amount of insurance business a company writes.

Our UK. subsidiaries are prohibited from declaring a dividend to their shareholders unless they have
“profits available for distribution.” The determination of whether a company has profits available for distribution
is based on its accumulated realized profits less its accumulated realized losses.

The acquisition of “control” of any U.K. insurance company will require FSA approval. For these purposes,
a party that “controls” a U.K. 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 exercise of 10% or more of the voting power in
such authorized insurance 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 application could result in action being taken against our U.K. subsidiaries by the FSA.

Employees

At December 31, 2004, we had 1,220 employees, of which approximately one-third are located in our
Philadelphia headquarters facility and 200 are employees of our financial guaranty business located in New York
and London. Approximately 360 individuals are classified as contract underwriters rather than as employees. Our
employees are not unionized and management considers employee relations to be good.

Item 2, Properties

At our corporate headquarters in Philadelphia, we lease approximately 116,000 square feet of space under a
lease that expires in August 2015, and approximately 26,000 square feet of temporary space under leases that
expire in November 2005 and May 2006; we also sublease approximately 3,600 square feet of space at our
Philadelphia headquarters under a sublease that expires in March 2005. This lease will be month-to-month until
we get permanent space in December 2005. In addition, we lease: (1) space for our mortgage insurance regional
offices, service centers and on-site offices throughout the United States comprising approximately 29,000 square
feet with leases expiring between 2005 and 2009; (2) space for our financial guaranty operations in New York
comprising approximately 121,000 square feet, under a lease expiring in 2015, approximately 55,000 square feet
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of which we sublease to others; (3) space for our U.K. operations in London comprising approximately
6,500 square feet, under a lease expiring in 2012; and space for our data centers in Philadelphia and Dayton
comprising approximately 43,000 square feet with leases expiring in August 2015 and September 2012. We are
currently negotiating early termination buy-outs for the service center leases expiring in 2005. In the fourth
quarter of 2003, we announced the cessation of operations of RadianExpress. We leased approximately
18,000 square feet of space for these operations under a lease that terminated in April 2004. In the first quarter of
2005, we announced the closing of four field offices comprised of 8,800 square feet. All of these locations have
leases that expire in 2005. With respect to all facilities, we believe we will be able to obtain satisfactory lease
renewal terms.

We believe our existing properties are well utilized, suitable and adequate for our present circumstances.

We currently maintain three Data Centers (Dayton, New York and Philadelphia) and two Disaster Recovery
(DR) sites (Dayton and Philadelphia) to support all of our businesses. We have verified that these Data Centers
and DR sites work properly and have transitioned from the establishment of these Data Centers and DR sites to a
program to operate and administer them. We have “hot site” recovery plans for London, New York and
Philadelphia from a Business Continuity standpoint. During 2005, we will be introducing a new contract
underwriting system for underwriters at our Service Centers and On-Sites. This new system includes access
through a web-based Portal and ordering, billing, fulfillment and payment functionality, along with integrated
document management and reporting capabilities. Our strategic direction for all new application development
continues to include deploying web-based custom or off-the-shelf software running on a UNIX, Linux and/or
Windows platform. PeopleSoft Financial Systems is currently installed and operational. We maintain our current
legacy systems that support claims, risk management and mortgage insurance underwriting in the Philadelphia
data center and at the Philadelphia DR site. We will continue to fortify our legacy systems and adjunct
components as appropriate through a policy enforcement and data interchange strategy. Over the next twelve
months, we will migrate our data operations from the New York data center to the data center in Dayton. This
will provide continuous availability at the Dayton data center and full business recovery capability at the
Philadelphia data center.

Item 3. Legal Proceedings

In Janvary 2004, a complaint was filed in the United States District Court for the Eastern District of
Pennsylvania against Radian Guaranty Inc. by Whitney Whitfield and Celeste Whitfield seeking class action
status on behalf of a nationwide class of consumers who allegedly were required to pay for private mortgage
insurance provided by Radian Guaranty and whose loans allegedly were insured at more than Radian Guaranty’s
“best available rate,” based upon credit information obtained by Radian Guaranty. The action alleges that the Fair
Credit Reporting Act (known as FCRA) requires a notice to borrowers of such “adverse action” and that Radian
Guaranty violated FCRA by failing to give such notice. The action seeks statutory damages, actual damages, or
both, for the people in the class, and attorneys’ fees, as well as declaratory and injunctive relief. The action also
alleges that the failure to give notice to borrowers in the circumstances alleged is a violation of state law
applicable to sales practices and seeks declaratory and injunctive relief for this alleged violation. This litigation is
aimed at practices commonly followed in the mortgage insurance industry, and similar cases are pending against
several other mortgage insurers. The Company intends to vigorously defend against this action but cannot predict
its outcome.

In addition to the above, the Company and its subsidiaries are involved in certain litigation arising in the
normal course of their business, including as a plaintiff or interested third-party. The Company is contesting the
allegations in each such pending action where it is a defendant and believes, based on current knowledge and
after consultation with counsel, that the outcome of such litigation will not have a material adverse effect on the
Company’s consolidated financial position and results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.

59



Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our common stock is listed on the New York Stock Exchange under the symbol “RDN". At December 31,
2004, there were 92,280,607 shares outstanding and approximately 111 holders of record. The following table
shows the high and low sales prices of our common stock on the New York Stock Exchange Composite Tape for
the financial quarters indicated:

2004 2003
High Low High Low
ISt QUATTET . o oottt et e $51.43 %4095 $41.60 $30.02
2nd QUATTET . . ottt ettt e e e e e 48.77 4386 4265 33.04
3rd QUATTET . . oot e 48.67 4343  49.15 36.52
Ath QUAITET . . o .ot e 5400 4230 5334 4490

Cash dividends for each share of our common stock were $0.02 per share in each quarter of 2004 and 2003.
For more information on our ability to pay dividends, refer to Part II, Item 7 under “Liquidity and Capital
Resources” and Part I, Item 8, Note 11 to the Company’s Consolidated Financial Statements.

As required by Section 303A.12(a) of the NYSE Listed Company Manual, in May of 2004 we submitted to
the NYSE an unqualified CEO certification regarding our compliance with the NYSE Listed Company Manual.

The following table provides information about repurchases by us (and our affiliated purchasers) during the
quarter ended December 31, 2004 of equity securities that are registered by us pursuant to Section 12 of the
Exchange Act.

Issuer Purchases of Equity Securities

Total Number of Maximum Number of
Shares Purchased  Shares that May Yet
as part of Publicly = Be Purchased Under

Total Number of  Average Price Paid  Announced Plans the Plans or
Period Shares Purchased per Share or Programs (1) Programs (2)
10/01/04 to 10/31/04 . ............ 100,000 $44.51 100,000 2,767,800
11/01/04 t0 11/30/04 .. ........... — — — 2,767,800
12/01/04 to 12/31/04 ............. — — — 2,767,800
Total ...... .. ... . 100,000 $44.51 100,000 2,767,800

(1) On May 11, 2004, we announced that our Board of Directors authorized the repurchase of up to 3.0 million
shares of our common stock on the open market from time to time depending on market conditions, share
price and other factors. On September 8, 2004, we announced that our Board of Directors expanded this
program to include an additional 2.0 million shares for a total of 5.0 million shares. Purchases under the
program were funded from available working capital.

(2) We completed our 5.0 million share repurchase program by purchasing all 2,767,800 remaining shares in
January and February of 2005. Our Board of Directors approved a new 5.0 million share repurchase
program in February of 2005, and we have already begun making repurchases under this new program.
Purchases under this new program will be funded from working capital and will be made in the open market
from time to time depending on market conditions, share price and other factors. This program does not
have an expiration date.
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Ttem 6. Selected Fimancial Data

The following table sets forth selected financial data of the Company. This information should be used in
conjunction with the Consolidated Financial Statements and notes thereto included in Item 8 of this report and
the information set forth in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results

of Operations.”

2004 2003 2002 2001(1) 2000
(in millions, except per-share amounts and ratios)

Condensed Consolidated Statements of Income
Net premiums Written . ... ..........ooueennn. .. $1,0825 $1,1105 $§ 9549 $ 783.6 $ 5443
Net premiums earned ................covue..... $1,0295 $1,0082 $ 847.1 $ 7159 $ 5209
Net investment income . .. ..., 204.3 186.2 178.8 147.5 82.9
Net gains on sales of investments ................ 50.8 17.4 10.5 6.8 4.2
Change in fair value of derivative instruments ...... 47.1 4.1 (13.0) (5.8) —
Otherincome .......... ... .. 323 63.3 444 42.5 7.4
Total revenues (2) . ... 1,364.1 1,279.2 1,067.8 906.9 615.4
Provision forlosses ........... ... ... ... . ..., 456.8 476.1 2434 208.1 154.3
Policy acquisition costs and other operating

EXPENSES « . vt et 3275 339.6 276.1 216.8 108.6
Interest expense . .............. i, 34.7 375 28.8 17.8 —
Equity in net income of affiliates ... .............. 180.6 105.5 81.8 413 —
Pretax income .. ......... .. ... ... 725.6 531.5 601.3 505.5 3525
Netincome ... .ot i i 518.7 3859 427.2 360.4 2489
Diluted net income per share 3) (4) .............. $ 3533 $§ 395 % 427 $§ 383 § 322
Cash dividends declared per share ................ $ 08 3% 08 $ 08 § 075 3 .06
Average shares outstanding-diluted . .............. 97.9 98.5 99.5 920 76.3
Condensed Consolidated Balance Sheets
Total assets . ... $7,0008 $6,4458 $5,3934 $44386 $2,272.8
Total investments . ...............c..uven... 5,470.1 5,007.4 42003 3,369.5 1,750.5
Unearned premiums . ........... ..., 770.2 718.6 618.1 513.9 7172
Reserve for losses and loss adjustment expenses . . . . . 801.0 790.4 624.6 588.6 390.0
Short-term and long-termdebt .. ............... .. 717.6 717.4 544.1 324.1 —
Redeemable preferred stock ..................... — = — 40.0 40.0
Stockholders’ equity .. .......... T 3,689.1 3,2258 2,753.4 2,306.3 1,362.2
Book value pershare (4) ....................... $ 3998 $ 3431 $ 2942 $ 2454 § 17.97
Selected Ratios—Mortgage Insurance (5)
Lossratio ........... .. i 49.2% 40.7% 29.4% 29.4% 29.6%
Expenseratio .............ccoiiiiiiiiiiia., 26.6 25.8 26.6 253 20.9
Combinedratio ..........ccoiiriiinan.., 75.8% 66.5% 56.0% 54.7% 50.5%
Selected Ratios—TFinancial Guaranty (5)
LOSSTAtO ..ot e e 26.0% 67.1% 26.2% 27.2% n/a
Expenseratio ......... ...t 459 38.8 33.0 40.8 n/a
Combinedratio .. ..... ...t 71.9%  105.9% 59.2% 68.0%
Other Data—Mortgage Insurance
Primary new insurance written . .. ................ $ 44820 $ 68,362 $ 48,767 $ 44754 $ 24,934
Direct primary insurance inforce ................ 115,315 119,887 110,273 107,918 100,859
Direct primary risk in force ..................... 27,012 27,106 26,273 26,004 24,622
Total poolriskinforce ......................... 2,384 2,415 1,732 1,571 1,388
Otherriskinforce (6) . ........... ... ... ...... 1,205 1,053 475 348 211
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2004 2003 2002 2001(1) 2000
(in millions, except per-share amounts and ratios)

Other Data—Financial Guaranty (7)

Net premiums WIItlen .. ........ovunnineennnnnena... $§ 216 § 369 $§ 286 $§ 143 —
Netpremiums earned . ............ooutieinneeennn... 214 249 187 106 —
Netparoutstanding .. ..., 66,720 76,997 66,337 59,544 —
Net debt service outstanding . ... ... ...... ... ... ... 101,620 117,900 104,756 97940 —

(1) On February 28, 2001, the Company acquired Enhance Financial Services Group Inc. The results for 2001
include the results of operations for Enhance Financial Services Group Inc. from the date of acquisition. See
Note 1 of Notes to Consolidated Financial Statements.

(2) The prior period presentations have been conformed to the current period presentation by reclassifying gains
and losses on sales of investments and change in fair value of derivative instruments as revenues and by
reclassifying equity in net income of affiliates as a separate item following operating expenses.

(3) Diluted net income per share and average share information per Statement of Financial Accounting
Standards No. 128, “Earnings Per Share.” Amounts reported for 2002 and 2003 have been adjusted to reflect
the inclusion of shares underlying contingently convertible debt. See Note 1 and 2 of Notes to Consolidated
Financial Statements.

(4) All share and per-share data for periods prior to 2001 have been adjusted to reflect a 2-for-1 stock split in
2001.

(5) Calculated on a GAAP basis using provision for losses to calculate the loss ratio and policy acquisition costs
and other operating expenses to calculate the expense ratio as a percentage of net premiums earned.

(6) Consists primarily of second lien mortgage insurance risk and other structured mortgage-related insurance
risk.

(7) Amounts for 2004 reflect the recapture of previously ceded business by one of the primary insurer
customers of Financial Guaranty in the first quarter of 2004.

Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following analysis of the Company’s financial condition and results of operations should be read in
conjunction with the Company’s financial statements and notes thereto included elsewhere in this report and the
risk factors detailed in the section immediately preceding Part I of this report.

Overview

The Company provides credit insurance and financial services to mortgage lenders and other global
financial institutions. As a holder of credit risk, the Company’s results are subject to macroeconomic conditions
and specific events that impact the credit performance of the underlying insured assets. The Company generally
experienced favorable results for 2004, although the operating environment for mortgage insurance and financial
guaranty insurance continued to present difficulties. The results of the Company’s mortgage insurance business
trended positively, even with the continuation of the unprecedented refinance wave that has caused continued
high cancellation rates and has negatively impacted insurance in force. Claims appear to have leveled off and,
over the course of 2004, there was a reduction in delinquencies, which is a leading indicator of future claims. The
mortgage insurance mix of business has continued to include lower credit profile business such as Alternative A
(“Alt-A”) and A minus mortgages and new products such as interest-only loans. This is considered the growth
area of the market as some of the prime mortgage market continues to be absorbed by “80-10-10” and other
hybrid products that do not typically include mortgage insurance. The Company expects to continue to increase
its insurance of new and emerging products that the Company has less experience with, which adds to the
uncertainty of future credit performance. The financial guaranty business continued to slowly recover from
setbacks caused by a large loss on a manufactured housing transaction, the “clawback” of significant reinsurance
business by one of its customers in the first quarter of 2004 and the impending clawback of a smaller piece of
business by another customer in the first quarter of 2005. The year 2004 showed another period of unprecedented
earnings strength and growth and return on investment for the financial services segment, some of which was a
result of the low interest rate environment and a favorable environment for the issuers of asset-backed securities.
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The Company believes that its diversified credit enhancement and prudent capital management strategies
are sound and intends to continue to implement these strategies. The Company sees a convergence between the
mortgage insurance and financial guaranty markets, with an emphasis on structured credit enhancement products.
In the mortgage insurance business, the Company is hopeful that an economic recovery and job growth can
positively impact performance and that modestly rising interest rates will help reduce cancellation rates, although
these macroeconomic factors are outside of the Company’s control. The Company will continue to be challenged
to solidify the AA financial guaranty business platform by continuing to demonstrate the ability to grow and
write quality business. This will be difficult in a competitive, tight credit spread environment. The Company
expects to increase its efforts in the global markets for both mortgage and financial guaranty business to allow it
to take advantage of its core competencies of credit risk analysis and capital allocation to write profitable
business in Europe and Asia.

In November 2004, the Company announced that its Chairman and Chief Executive Officer, Frank Filipps,
intends to retire on or before June 30, 2005. The board of directors has formed a special committee to lead the
selection of Mr. Filipps® successor and the committee has begun that process, which will include both external
and internal candidates.

Results of Operations — Consolidated

Net income for 2004 was $518.7 million or $5.33 per share compared to $385.9 million or $3.95 per share
for 2003. Net income per share for both periods reflects the inclusion of 3.8 million shares underlying the
Company’s contingently convertible debt, as required by newly issued accounting rules. The impact of including
these shares in the calculation was a reduction of $0.18 per share for 2004 and $0.13 per share for 2003. The
results for 2004 reflect an immediate reduction in net income of $10.3 million or $0.11 per share in the first
quarter of 2004 related to the recapture of business previously ceded to the Company by one of the primary
insurer customers of the financial guaranty segment. This recapture of previously ceded business also resulted in
the loss of premiums that would have been earned over the balance of 2004 and the avoidance of losses that
would have been incurred on the recaptured business, and that would have resulted in an estimated additional
$0.15 per share of net income over that period. Net income for 2004 includes an increase of $76.4 million
compared to 2003 due to the inclusion of $50.8 million in gains on sales of investments and $47.1 million for the
change in fair value of derivative instruments compared to $17.4 million and $4.1 million, respectively, for 2003.
Net income for 2004 also includes an increase of $19.3 million resulting from a reduction in the provision for
losses in 2004 compared to 2003 primarily from the inclusion of a $96.0 million charge in the fourth quarter of
2003 for an insurance policy related to manufactured housing loans originated by Conseco Finance Corp. Also
included in 2003 was a $13.0 million charge to other operating expenses in the fourth quarter of 2003 for the
cessation of operations at RadianExpress.com Inc. (“RadianExpress”), which was primarily responsible for the
$12.1 million reduction in other operating expenses in 2004 as compared to 2003. Insurance in force for the
mortgage insurance business segment, which includes the activities of Radian Guaranty Inc. (“Radian
Guaranty”), Amerin Guaranty Corporation (“Amerin Guaranty”) and Radian Insurance Inc. (“Radian Insurance™)
(together referred to as “Mortgage Insurance™), decreased from $119.9 billion at December 31, 2003 to $115.3
billion at December 31, 2004.

Effective June 1, 2004, the two main operating subsidiaries of Enhance Financial Services Group Inc.
(“EFSG”™), Radian Asset Assurance Inc. (“Radian Asset Assurance™) and Radian Reinsurance Inc. (“Radian
Reinsurance™) were merged, with Radian Asset Assurance as the surviving company. Through this merger, the
financial guaranty reinsurance business formerly conducted by Radian Reinsurance was combined with the direct
financial guaranty business conducted by Radian Asset Assurance. The merger combined the assets, liabilities
and shareholder’s equity of the two companies and the combined company (“Financial Guaranty”) is rated “Aa3”
by Moody’s Investor Service (“Moody’s”), “AA” (negative outlook) by Standard & Poor’s Insurance Rating
Service (“S&P”) and “AA” by Fitch Ratings (“Fitch”), the ratings assigned to Radian Asset Assurance prior to
the merger. Total net debt service outstanding (par plus interest) on transactions insured by Financial Guaranty
decreased from $117.9 billion at December 31, 2003 to $101.6 billion at December 31, 2004, primarily as a result
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of the recapture by one of the primary insurer customers in the first quarter of 2004 of approximately $25.5
billion of net debt service outstanding that previously was ceded to the Company. Equity in net income of
affiliates increased to $180.6 million from $105.5 million in 2003. Equity in net income of affiliates includes the
results of Credit-Based Asset Servicing and Securitization LLC (“C-BASS”), Sherman Financial Services Group
LLC (“Sherman”) and, until September 30, 2004, Primus Guaranty, Ltd., a Bermuda holding company and parent
to Primus Financial Products, LLC, (*“Primus™). In September 2004, Primus issued shares of its common stock in
* an initial public offering. The Company sold a portion of its shares in Primus as part of this offering and recorded
a pre-tax gain of approximately $1.0 million on the sale. The sale of its shares reduced the Company’s
investment in Primus to approximately 11%. As a result of the Company’s reduced ownership and influence over
Primus after it became a public company, the Company moved its investment in Primus to its equity securities
portfolio and, as such, began recording changes in market value from Primus securities as other comprehensive
income rather than recording income or loss as equity in net income of affiliates beginning with the fourth
quarter of 2004.

Consolidated net premiums written for 2004 were $1,082.5 million, compared to $1,110.5 million for 2003.
The amount of net premiums written reported in 2004 reflects a reduction of $96.4 million of Financial Guaranty
written premiums related to the first quarter 2004 recapture of business by one primary insurer, which also
reduced earned premiums by $24.9 million. Net premiums earned for 2004 were $1,029.5 million, an increase of
$21.3 million or 2.1% from the $1,008.2 million recorded in 2003. Net investment income of $204.3 million for
2004 increased $18.1 million or 9.7% from $186.2 million in 2003, primarily due to growth in the investment
portfolio funded by continued positive operating cash flows. The Company has continued to invest some of its
net operating cash flow in tax-advantaged securities, primarily municipal bonds, although the Company’s
investment policy allows the purchase of various other asset classes, including common stock and convertible
securities. The Company’s common equity exposure is targeted at a maximum of 5% of the investment
portfolio’s market value, while the investment-grade convertible securities and investment-grade taxable bond
exposures are each targeted not to exceed 10%. Other income decreased to $32.3 million in 2004 from $63.3
million in 2003, primarily due to the cessation of operations at RadianExpress.

The provision for losses was $456.8 million for 2004, a net decrease of $19.3 million or 4.1% from $476.1
million in 2003. The decrease in the provision for losses in 2004 resulted primarily from the $111.0 million
attributable to Conseco Finance Corp. in 2003, partially offset by a $91.7 million increase in the provision for
losses to support the $93.2 million increase in claims paid by Mortgage Insurance in 2004. Policy acquisition
costs for 2004 were $121.8 million, down $6.7 million or 5.2% from $128.5 million in 2003. The amount
reported in 2004 reflects the $9.8 million reduction of Financial Guaranty acquisition costs resulting from the
recapture of previously written business by one primary insurer customer in the first quarter of 2004. Also
included in the amount reported in 2004 was a charge of $11.6 million related to an acceleration of deferred
policy acquisition cost amortization in the Mortgage Insurance business resulting from high cancellation rates
and higher default rates.

Other operating expenses of $205.7 million for 2004 decreased $5.4 million or 2.6% from $211.1 million in
2003. Other operating expenses in 2004 included higher Information Technology (“IT”) expenditures and the
amortization of IT projects that were placed into service in 2004, as well as increased compliance costs,
including Sarbanes-Oxley compliance. Other operating expenses for 2003 included the $13.0 million charge for
the cessation of operations at RadianExpress, as well as normal operating expenses of RadianExpress of $25.7
million up to the time of its cessation of business. The $13.0 million charge includes the write-off of the carrying
cost of the investment of $7.2 million and provisions for severance, leasehold commitments and other charges of
$5.8 million.

Interest expense of $34.7 million for 2004 decreased $2.8 million from $37.5 million in 2003 due to the
positive impact of the interest rate swap that the Company entered into in the second quarter of 2004, which
effectively converted the interest rate on the Company’s 5.625% Senior Notes due 2013 to a variable rate based
on a spread over the London Interbank Offered rate (“LIBOR™). The consolidated effective tax rate was 28.5%
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and 27.4% for 2004 and 2003, respectively. The lower effective tax rate for 2003 reflects a higher proportion of
tax-exenipt income to total income resulting from the overall decline in 2003 earnings as a result of the charge
for Conseco Finance Corp.

The following schedule shows the Consolidated Statements of Income as reported (Column 1) and
adjustments (Column 2) to reflect the income statement impact of the recapture (referred to in the table as the
clawback) of business previously ceded to the Company by one of the primary insurer customers of Financial
Guaranty that occurred in the first quarter of 2004. The adjusted numbers are shown in Column 3. The impact of
the clawback (Column 2) reflects the clawback of business recorded by the Company in prior periods. This
clawback affected the first quarter (and, as a result, the year-to-date period) of 2004. Accordingly, management
believes that Column 3 provides useful information to investors by presenting a more meaningful basis of
comparison for the Company’s past and future results.

As Reported As Adjusted
Year Ended Year Ended Year Ended
December 31, Impactof December 31,2004 December 31,
2004 Clawback Excluding Clawback 2003
(Thousands of dollars, except per share data)
Revenues:
Net premiums written . ......................... $1,082,487 $(96,417) $1,178,904 $1,110,477
Netpremiums earned .......................... $1,029,484 $(24,892) $1,054,376 $1,008,183
Net investment income . ...ttt 204,349 — 204,349 186,163
Gain on sales of investments . ................... 50,799 — 50,799 17,387
Change in fair value of derivative instruments . ... ... 47,135 (791) 47,926 4,139
Otherincome . ... ...t 32,286 — 32,286 63,322
Totalrevenues . .......... ... 1,364,053  (25,683) 1,389,736 1,279,194
Expenses:
Provision forlosses . ......... ... ... .. ....... 456,834 — 456,834 476,054
Policy acquisition costs . .. ... oo 121,830 (9,766) 131,596 128,518
Other operating expenses ...................c.... 205,687 — 205,687 211,077
Interest eXpense . .. ....covv vt 34,660 — 34,660 37,542
Totalexpenses . ........... ... ............ 819,011 (9,766) 828,777 853,191
Equity in net income of affiliates ... .............. 180,550 — 180,550 105,476
Pretax income (108S) . ... ... 725,592 (15917) 741,509 531,479
Provision (benefit) for income taxes . .. ............ 206,939 (5,571) 212,510 145,578
Netincome (10SS) . ...t $ 518,653 $(10,346) $ 528,999 $ 385,901
Diluted net income (loss) per share ............... $ 533 $ (0.11) $ 5.44 $ 3.95
Weighted average shares outstanding (thousands) . . .. 97,908 — 97,908 98,453

Net income for 2003 was $385.9 million or $3.95 per share compared to $427.2 million or $4.27 per share
for 2002. Net income per share for both periods reflects the inclusion of 3.8 million shares underlying the
Company’s contingently convertible debt, as required by newly issued accounting rules. The impact of including
these shares in the calculation was a reduction of $0.13 per share for 2003 and $0.14 per share for 2002. The
overall decline in net income was principally a result of a $232.8 million increase in the provision for losses, as
discussed below. Insurance in force for the mortgage insurance business segment increased from $110.3 billion
at December 31, 2002 to $119.9 billion at December 31, 2003. Total net debt service outstanding (par plus
interest) on transactions insured by Financial Guaranty increased from $104.8 billion at December 31, 2002 to
$117.9 billion at December 31, 2003. These increases in business volumes produced increases in written and
earned premiums, investment income and other income. Increased revenues were offset by increases in policy
acquisition costs, other operating expenses and interest expense to support the higher business volumes. Equity in
net income of affiliates increased by $23.8 million in 2003 to $105.5 million from the $81.7 million recorded in
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2002, primarily due to strong results at C-BASS and Sherman. Equity in net income of affiliates for 2003 also
included $9.1 million (pre-tax) related to the Company’s investment in Primus. The results of Primus for 2002
were immaterial to the Company’s Consolidated Financial Statements.

Consolidated earned premiums for 2003 of $1,008.2 million represented an increase of $161.1 million or
19.0% from $847.1 million in 2002. Mortgage Insurance contributed $99.1 million of this increase and Financial
Guaranty contributed $62.0 million. Net investment income of $186.2 million for 2003 increased $7.4 million or
4.1% from $178.8 million in 2002. This increase was primarily due to a large increase in the investment portfolio
balance, some of which resulted from the issuance of $250 million of notes in the first quarter of 2003, partially
offset by lower investment yields. Other income increased to $63.3 million in 2003 from $44.4 million in 2002,
primarily related to increased contract underwriting income in the mortgage insurance segment.

The provision for losses was $476.1 million for 2003, an increase of $232.8 million or 95.7% from $243.3
million in 2002. Approximately $114.8 million of this increase was related to Mortgage Insurance to support an
increase in claims payments and delinquency rates, and $118.0 million was related to Financial Guaranty, of
which $96.0 million was added during the fourth quarter of 2003 in anticipation of approximately $111.0 million
in claims from a single manufactured housing transaction originated and serviced by Conseco Finance Corp. The
remaining reserve increase was at Financial Guaranty to support business growth and an increase in trade credit
reinsurance claims. Policy acquisition costs for 2003 were $128.5 million, up $27.7 million or 27.5% from
$100.8 million in 2002. Other operating expenses of $211.1 million for 2003 increased $35.8 million or 20.4%
from $175.3 million in 2002. Included in operating expenses in 2003 was a $13.0 million charge for the cessation
of operations of RadianExpress. The Company recorded a pension gain of $2.3 million in 2002 related to the
curtailment of Financial Guaranty’s pension plan. Interest expense of $37.5 million for 2003 increased from
$28.8 million in 2002 as a result of interest payments on $250 million of long-term debt issued in February 2003.
The Company’s consolidated effective tax rate was 27.4% for 2003 compared to 29.0% for 2002. The decline in
the effective tax rate in 2003 resulted from a higher proportion of tax-exempt securities as compared to taxable
income.

Mortgage Insurance — Results of Operations

Mortgage Insurance’s net income for 2004 was $271.9 million, a decrease of $7.9 million or 2.8% from
$279.8 million in 2003. This decrease was due to increases in the provision for losses, policy acquisition costs
and other operating expenses, as well as a decrease in other income, partially offset by an increase in earned
premiums, net investment income, gains on sales of investments and the change in fair value of derivative
instruments.

Although home purchases have increased, the mortgage insurance industry did not benefit from this increase
as it relates to insurance written due to equity appreciation, which decreased the percentage of loans requiring
mortgage insurance, and an increase in alternative mortgage executions that exclude mortgage insurance,
particularly so-called “80-10-10" arrangements. In addition, refinance activity remained high, which often results
in the elimination of mortgage insurance on the refinanced loan, reducing volume in 2004 throughout the
industry. Primary new insurance written during 2004 was $44.8 billion, a 34.5% ‘decrease from $68.4 billion
written in 2003. This decrease in Mortgage Insurance’s primary new insurance written in 2004 was primarily due
to a smaller overall market which led to a large decrease in insurance written both through flow business (loans
insured on an individual basis) and structured transactions. During 2004, Mortgage Insurance wrote $8.5 billion
in structured transactions compared to $18.9 billion in 2003. The amount originated in 2003 included a large
structured transaction for one customer composed of prime mortgage loans originated throughout the United
States. The Company’s participation in the structured transactions market is likely to vary significantly from
year-to-year because the Company competes with other mortgage insurers, as well as capital market executions,
for these transactions. In 2004, Mortgage Insurance wrote $304 million of pool insurance risk compared to
$933 million in 2003. A lower level of structured transactions, which includes those composed of pool insurance
risk, and a lower level of GSE pool risk written, contributed to this decline. The large transaction in 2003 referred
to above also included a portion of the risk written as pool insurance coverage.
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Mortgage Insurance is dependent on a small number of lenders for providing a substantial portion of its
business. Mortgage Insurance’s top 10 lenders were responsible for 42.2% of the direct primary risk in force at
December 31, 2004. The top 10 lenders were also responsible for 46.7% of primary new insurance written in
2004. The largest single customer of Mortgage Insurance (including branches and affiliates of such customer),
measured by new insurance written, accounted for 9.6% of new insurance written during 2004, compared to
10.4% in 2003. The concentration of business with lenders may increase or decrease as a result of many factors.
These lenders may reduce the amount of business currently given to Mortgage Insurance or cease doing business
with it altogether. Mortgage Insurance’s master policies and related lender agreements do not, and by law cannot,
require lenders to do business with it. The loss of business from a major lender could materially adversely affect
Mortgage Insurance’s and the Company’s business and financial results. The Company. expects customer
concentration to be a continuous trend as a result of the ongoing consolidation in the financial services industry
in general and the mortgage industry in particular.

The highest state concentration of risk is California at 13.0%. At December 31, 2004, California also
accounted for 12.4% of Mortgage Insurance’s total direct primary insurance in force and 13.8% of Mortgage
Insurance’s direct primary new insurance written for 2004.

Mortgage Insurance’s volume in 2004 continued to be impacted by lower interest rates that affected the
entire mortgage insurance industry. The continued low interest rate environment caused refinancing activity to
remain relatively high, although not as high as in 2003. Mortgage Insurance’s refinancing activity as a percentage
of primary new insurance written was 40% for 2004 compared to 50% for 2003. The persistency rate, which is
defined as the percentage of insurance in force that remains on the Company’s books after any 12-month period,
was 58.8% for the 12 months ended December 31, 2004, compared to 46.7% for the 12 months ended
December 31, 2003. This increase in the persistency rate reflects a decline in refinancing activity during 2004.
The Company’s expectation for 2005 is that persistency rates will continue to slowly rise throughout the year,
influenced by relatively stable or slowly rising interest rates.

Net premiums earned by Mortgage Insurance in 2004 were $814.6 million, a $55.0 million or 7.2% increase
from $759.6 million for 2003. The net premiums earned in 2004 reflect an increase in premiums from
non-traditional new insurance volume in Radian Insurance and Amerin Guaranty. Certain portions of this
business are included in “other risk in force” and include a high percentage of credit enhancements on net interest
margin securities {“NIMs”) and second lien mortgage insurance business. During the second quarter of 2004, the
Company announced its intent to reduce the amount of second lien business it expected to originate in the future,
but the Company continues to evaluate this decision and may increase its participation in second lien business if
it believes it can do so at acceptable levels of risk and return. Premiums earned in Radian Insurance and Amerin
Guaranty, primarily from credit insurance on mortgage-related assets and second mortgages, were $128.8 million
in 2004, compared to $93.1 million in 2003 and $46.1 million in 2002. During 2003 and continuing into 2004,
Mortgage Insurance also experienced a change in the mix of new insurance written. The mix now includes a
higher percentage of non-prime business, which has higher premium rates intended to compensate for the
increased level of expected loss associated with this type of insurance. Direct primary insurance in force was
$115.3 billion at December 31, 2004, compared to $119.9 billion at December 31, 2003. Total pool risk in force
was $2.4 billion at December 31, 2004 and December 31, 2003. Other risk in force in Radian Insurance and
Amerin Guaranty was $1.2 billion at December 31, 2004 and $1.1 billion at December 31, 2003.

The Office of Federal Housing Enterprise Oversight issued new risk-based capital regulations for Fannie
Mae and Freddie Mac, which took effect September 13, 2002. The most relevant provision to the Company is a
distinction between “AAA”-rated insurers and “AA”-rated insurers. The new regulations impose a credit haircut
that Fannie Mae and Freddie Mac are given for exposure ceded to “AAA” insurers by 3.5% and to “AA” insurers
by 8.75%. Currently, Radian Guaranty is rated “AA”; one other mortgage insurance provider is rated “AAA.” As
a result, there may be an incentive for the GSEs to use private mortgage insurance provided by a “AAA” rated
insurer. The provisions of the new regulations are being phased in over a 10-year period commencing on the
effective date of the regulation. There has been no noticeable impact on the Company as a result of this change.
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In addition to insuring prime loans, Mortgage Insurance insures non-traditional loans, primarily Alt-A and A
minus loans (collectively, referred to as “non-prime” business). Alt-A borrowers generally have a similar credit
profile to the Company’s prime borrowers, but these loans are underwritten with reduced documentation and
verification of information. The Company typically charges a higher premium rate for Alt-A business due to
reduced or no documentation. Alt-A loans tend to have higher balances than other loans insured by Mortgage
Insurance. The Company considers Alt-A loans to be more risky than prime business, particularly Alt-A loans to
borrowers with FICO credit scores below 660. The Company also insures Alt-A loans with FICO scores ranging
from 620 to 660, but the Company has measures in place to limit this exposure and it charges a significantly
higher premium for the level of increased risk. Although the Company previously has disclosed an intent to
reduce its insurance of lower FICO Alt-A loans, the Company continually re-evaluates this decision and will
increase its participation in this business if it believes it can do so at acceptable levels of risk and return. The
Company’s A minus loan programs typically have non-traditional credit standards that are less stringent than
standard credit guidelines and include loans to borrowers with FICO scores ranging from 570 to 619. In an
attempt to compensate for this additional risk, the Company receives a higher premium for insuring this product,
which the Company believes is commensurate with the additional default risk. During 2004, non-prime business
accounted for $16.4 billion or 36.6% of Mortgage Insurance’s new primary insurance written compared to
$27.4 billion or 40.1% for 2003. Of the $16.4 billion of non-prime business written for 2004, $10.2 billion or
61.9% was Alt-A. At December 31, 2004, non-prime insurance in force was $35.7 billion or 31.0% of total
primary insurance in force, compared to $37.8 billion or 31.5% for 2003. Of the $35.7 billion of non-prime
insurance in force at December 31, 2004, $22.1 billion or 61.9% was Alt-A. The Company anticipates that the
trend of a significant and, perhaps, increasing mix of non-prime mortgage insurance business and non-traditional
insurance products will continue as a result of structural changes and competitive products in the mortgage
lending and mortgage insurance businesses.

In the third quarter of 2004, the Company developed an innovative way to reinsure its unexpected losses and
to manage its internal credit limits through unaffiliated reinsurance companies funded by the issuance of
credit-linked notes in the capital markets. On August 3, 2004, the Company entered into a reinsurance agreement
under which it ceded a significant portion of the risk associated with an $882 million portfolio of first-lien,
non-prime residential mortgage loans insured by the Company. The Company’s counterparty under the
reinsurance agreement is SMART HOME Reinsurance 2004-1 Limited (“Smart Home”), a Bermuda reinsurance
company that is not affiliated with the Company, which was formed solely to enter into the reinsurance
arrangement. Smart Home was funded in the capital markets by its issuance of credit-linked notes rated between
AA and BB by S&P, and between Aa2 and Bal by Moody’s, that were issued in separate classes related to loss
coverage levels on the reinsured portfolio. The Company anticipates retaining the risk associated with the first
loss coverage levels, and may retain or sell, in a separate risk transfer agreement, the risk associated with the
AAA-rated coverage level.

Holders of the Smart Home credit-linked notes bear the risk of loss from losses paid to the Company under
the reinsurance agreement. Smart Home will invest the proceeds of the notes in high-quality short-term
investments approved by S&P and Moody’s. Income earned on those investments and a portion of the
reinsurance premiums paid by the Company will be applied to pay interest on the notes as well as certain of
Smart Home’s expenses. The liquidation proceeds from the investments will be used to pay reinsured loss
amounts to the Company, and any remaining proceeds will be applied to pay principal on the notes. In February
2005, the Company completed a second reinsurance arrangement under which it ceded a portion of the risk
associated with a $1.68 billion portfolio of first lien, non-prime residential mortgages insured by the Company.

Mortgage Insurance and other companies in the industry have entered into risk/revenue-sharing
arrangements with various customers that are designed to allow the customer to participate in the risks and
rewards of the mortgage insurance business. One such product is captive reinsurance, in which a mortgage lender
establishes a mortgage reinsurance company that assumes part of the risk associated with that lender’s mortgages
that are insured on a flow basis. In return for the reinsurance company’s assumption of risk, the mortgage insurer
cedes a portion of its mortgage insurance premiums to the reinsurance company. In most cases, the risk assumed
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by the reinsurance company is an excess layer of aggregate losses that would be penetrated only in a situation of
adverse loss development, in effect providing the mortgage insurer with a form of stressed loss coverage. For
2004, premiums ceded under captive reinsurance arrangements were $87.3 million, or 11.3% of total premiums
earned during 2004, compared to $73.6 million, or 10.0% of total premiums earned for 2003. New primary
insurance written under captive reinsurance arrangements was $17.8 billion, or 39.7% of total new primary
insurance written in 2004 compared to $21.9 billion, or 32.1% of total new primary insurance written in 2003.
These percentages can be volatile as a result of increases or decreases in structured transactions, such as has
occurred over the last several quarters. Primary insurance written in structured transactions is not typically
eligible for captive reinsurance arrangements. Captive reinsurance arrangements continue to grow in popularity,
and a larger percentage of the Company’s business participates in these arrangements at increasing percentage
levels. Because of many factors, including the incentives for mortgage lenders to funnel relatively higher-quality
loans through the captive reinsurer, the Company continues to evaluate the level of revenue sharing against risk
sharing on a customer-by-customer basis as part of its customer profitability analysis.

Net investment income attributable to Mortgage Insurance for 2004 was $118.7 million, an increase of
$11.0 million or 10.2% compared to $107.7 million for 2003. This increase was the result of continued growth in
invested assets primarily due to positive operating cash flows and the allocation of interest income from the
parent company.

The provision for losses was $400.9 million for 2004, an increase of $91.6 million or 29.6% from
$309.3 million in 2003, primarily to support an increase in claims paid and a higher mix of non-traditional
insured loans in default that have a higher probability of going to claim. The seasoning of this higher mix of non-
traditional insured loans resulted in an increase in claims coupled with higher delinquency (or default) rates. The
default and claim cycle in the mortgage insurance business begins with the Company’s receipt of a default notice
from the insured. Generally, the master policy of insurance requires the insured to notify the Company of a
default within 15 days after the loan has become 60 days past due. Claim activity is not spread evenly throughout
the coverage period of a book of business. Relatively few claims on prime business are received during the first
two years following issuance of a policy and on non-prime business during the first year. Historically, claim
activity on prime loans has reached its highest level in the third through fifth years after the year of policy
origination, and on non-prime loans this level is expected to be reached in the second through fourth years.
Approximately 80.4% of the primary risk in force and approximately 30.4% of the pool risk in force at December
31, 2004 had not yet reached its highest claim frequency years. Because it is difficult to predict both the timing of
originating new business and the run-off rate of existing business, it also is difficult to predict, at any given time,
the percentage of risk in force that will reach its highest claim frequency years on any future date. The combined
default rate for both primary and pool insurance, excluding second-lien insurance coverage, was 3.3% at
December 31, 2004, compared to 3.2% at December 31, 2003, while the default rate on the primary business was
4.8% at December 31, 2004 compared to 4.7% at December 31, 2003.

The total number of loans in default decreased from 50,080 at December 31, 2003 to 48,940 at
December 31, 2004. The average loss reserve per default increased from $10,253 at the end of 2003 to $11,435 at
December 31, 2004. The loss reserve as a percentage of risk in force was 1.8% at December 31, 2004, compared
to 1.6% at December 31, 2003. The non-prime mortgage insurance business has experienced a consistent
increase in the number of defaults in the past. Although the default rate on this business is higher than on prime
business, higher premium rates charged for non-prime business are expected to compensate for the increased
level of expected losses associated with this business. The number of non-prime loans in default at December 31,
2004 was 21,017, which represented 52% of the total primary loans in default, compared to 19,840 non-prime
loans in default at December 31, 2003, which represented 47% of the total primary loans in default. The default
rate on the Alt-A business was 6.5% at December 31, 2004 compared to 5.3% at December 31, 2003. The default
rate on the A minus and below loans was 12.1% at December 31, 2004 compared to 11.4% at December 31,
2003. 1t is too early to determine with certainty whether the increased premiums charged on non-prime business
will compensate for the ultimate losses on the non-prime business. The default rate on the prime business was
3.2% and 3.5% at December 31, 2004 and December 31, 2003, respectively. The default rate on non-prime
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business increased 105 basis points to 9.0% at December 31, 2004 from 8.0% at December 31, 2003 as a result of
that business seasoning, with the default rate on the prime business down 28 basis points from December 31,
2003. A strong economy generally results in better default rates and a decrease in the overall level of losses. A
weakening of the economy could negatively impact the Company’s overall default rates, which would result in
an increase in the provision for losses.

Direct claims paid for 2004 were $364.4 million compared to $271.2 million for 2003. The average claim
paid has increased over the past few years due primarily to deeper coverage amounts and larger loan balances.
Alt-A loans have a significantly higher average claim payment due to higher loan balances and greater coverage
percentages. In addition, claims paid in 2004 have been impacted by the rise in delinquencies in 2002 and 2003
that have proceeded to foreclosure. Claims paid on second-lien mortgages increased year over year as a result of
the increase in the volume of business written in 2003, for which the Company began paying claims in 2004. A
disproportionately higher incidence of claims in Georgia is directly related to what the Company’s risk
management department believes to be questionable property value estimates in that state. The Company’s risk
management department put into place several property valuation checks and balances to mitigate the risk of this
issue recurring and applies these same techniques to all mortgage insurance transactions. The Company expects
this higher incidence of claims in Georgia to continue until loans originated in Georgia prior to the
implementation of these preventive measures become sufficiently seasoned. A higher level of claim incidence in
Texas resulted, in part, from unemployment levels that were higher than the national average and from lower
home price appreciation. The Company believes that claims in the Midwest and Southeast have been rising and
will continue to rise due to the weak industrial sector of the economy. The Company anticipates that overall
claim payments in 2005 will be in line with or slightly up from 2004.

Policy acquisition costs relate directly to the acquisition of new business. Other operating expenses consist
primarily of contract underwriting expenses, overhead and administrative costs, some of which are allocated to
the various business segments from the parent company. Policy acquisition costs and other operating expenses
were $216.6 million in 2004, an increase of $20.5 million or 10.5% compared to $196.1 million for 2003. Policy
acquisition costs were $75.5 million in 2004, an increase of $5.3 million or 7.5% from $70.2 million in 2003. The
amortization of these expenses is related to the recognition of gross profits over the life of the policies and is
influenced by such factors as persistency and estimated loss rates. During the third quarter and fourth quarter of
2004, the Company accelerated $11.6 million of the amortization of policy acquisition costs due to the
substantial run-off in prior years’ books of business which impacted the projected future gross profits. Much of
the amortization in 2004 represents costs that were incurred in 2003 or the effects of the acceleration described
above. Other operating expenses were $141.1 million for 2004, an increase of $15.2 million or 12.1% from
$125.9 million for 2003 primarily as a result of increased depreciation on IT projects that were put into service in
the latter part of 2003 and during 2004 and costs related to the Company’s capital market reinsurance
transactions with Smart Home.

In 2004, other operating expenses also included an increase in the reserve for contract underwriting
remedies. During 2004, the Company processed requests for remedies on less than 1% of loans underwritten but,
as a result of increased underwriting in the previous two years, which significantly increased the Company’s
exposure to underwriting errors, a strengthening of the contract underwriting reserve for remedies was necessary.
Provisions for contract underwriting remedies were $11.9 million in 2004 and $2.9 million in 2003. Contract
underwriting expenses for 2004, including the impact of reserves for remedies for 2004 included in other
operating expenses, were $46.8 million, compared to $55.7 million in 2003. Other income, which primarily
includes income related to contract underwriting services, was $24.2 million for 2004, compared to $32.0 million
in 2003. This decrease in contract underwriting expenses and income in 2004 compared to 2003 reflected a
decreased demand for contract underwriting services as a result of lower volumes of new insurance written.
During 2004, loans written via contract underwriting accounted for 20.6% of applications, 19.7% of
commitments, and 17.9% of certificates issued by Mortgage Insurance, compared to 26.8%, 25.8% and
22.6%, respectively, in 2003. From time to time, the Company sells, on market terms, loans it has purchased
under contract underwriting remedies to its affiliate, C-BASS. During 2004, loans sold to C-BASS had an
aggregate principal balance of $4.3 million, compared to $12.5 million during 2003.
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Interest expense for 2004 was $20.1 million compared to $21.5 million for 2003. This decrease represents
the allocation from the parent company of interest on long-term debt and includes the impact of the interest-rate
swap. Net gains on sales of investments were $44.4 million for 2004 compared to gains of $8.1 million in 2003.
This increase primarily related to sales of investments as a result of changes in asset allocation and investment
execution strategies. Change in the fair value of derivative instruments was $11.9 million for 2004 compared to
$3.3 million for 2003, primarily due to changes in the fair value of embedded options in convertible securities
held in the investment portfolio.

The effective tax rate for 2004 was 27.7% compared to 27.1% in 2003 and 27.6% in 2002. The difference
between the effective tax rate and the statutory rate of 35% reflects the significant investment in tax-advantaged
securities.

Mortgage Insurance’s net income for 2003 was $279.8 million, a decrease of $14.0 million or 4.8% from
$293.8 million in 2002. This net decrease resulted from increases in the provision for losses, policy acquisition
costs, other operating expenses and interest expense, partially offset by higher earned premiums and other
income.

Primary new insurance written during 2003 was $68.4 billion, a 40.2% increase from $48.8 billion written
in 2002. This increase in Mortgage Insurance’s primary new insurance written in 2003 was primarily due to a
large increase in insurance written both through flow business and structured transactions. During 2003,
Mortgage Insurance wrote $18.9 billion in structured transactions compared to $11.8 billion in 2002. Of the 2003
amount, $11.0 billion was writien in the first three months of the year. The amount written in the first quarter of
2003 includes a large structured transaction for one customer composed of prime mortgage loans originated
throughout the United States. During 2003, Mortgage Insurance wrote $932.5 million of pool insurance risk
compared to $173.6 million in 2002. The majority of this pool risk consisted of prime and Alt-A loans.

During 2003, non-prime business accounted for $27.4 billion or 40.1% of Mortgage Insurance’s new
primary insurance written compared to $16.2 billion or 33.1% for 2002. At December 31, 2003, non-prime
insurance in force was $37.8 billion or 31.5% of total primary insurance in force compared to $25.6 billion or
23.2% of primary insurance in force at December 31, 2002. Of the $27.4 billion of non-prime business in 2003,
$20.0 billion or 73.0% was Alt-A. Risk in force in Radian Insurance and Amerin Guaranty was $1.1 billion at
December 31, 2003 compared to $0.5 billion at December 31, 2002.

Mortgage Insurance’s top 10 lenders were responsible for 42.5% of the direct primary risk in force at
December 31, 2003. The top 10 lenders were also responsible for 53.3% of primary new insurance written in
2003. The largest single customer of Mortgage Insurance (including branches and affiliates of such customer),
measured by new insurance written, accounted for 10.4% of new insurance written during 2003, compared to
8.1% in 2002. The highest state concentration of risk is California at 14.7%. At December 31, 2003, California
also accounted for 14.8% of Mortgage Insurance’s total direct primary insurance in force and 15.2% of Mortgage
Insurance direct primary new insurance written for 2003.

Mortgage Insurance’s volume in 2003 was impacted by low interest rates that affected the entire mortgage
industry. The continued low interest rate environment caused refinancing activity to remain high throughout
2003, and contributed to the industry’s significant volume of new insurance in 2003. Mortgage Insurance’s
refinancing activity, as a percentage of primary new insurance written, was 49.8% for 2003 compared to 40.5%
in 2002. The persistency rate was 46.7% for the 12 months ended December 31, 2003, compared to 57.0% for the
same period of 2002. This decrease was consistent with the increasing level of refinancing activity, which caused
the cancellation rate to increase. '

For 2003, premiums ceded under captive reinsurance arrangements were $73.6 million, or 10.0% of total
premiums earned during 2003, compared to $57.1 million, or 8.3% of total premiums earned for the same period
of 2002. New primary insurance written under captive reinsurance arrangements was $21.9 billion, or 32.1% of
total new primary insurance written in 2003 compared to $17.0 billion, or 34.8% of total new primary insurance
written in 2002.
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Net premiums earned by Mortgage Insurance in 2003 were $759.6 million, a $99.1 million or 15.0%
increase from $660.5 million for 2002. This increase reflected a significant increase in non-prime business,
which has higher premium rates intended to compensate for the increased level of risk associated with such
insurance. Premiums earned in Radian Insurance and Amerin Guaranty, primarily from credit insurance on
mortgage-related assets and second mortgages, were $93.1 million in 2003 compared to $46.1 million in 2002
and $40.0 million in 2001. The insurance in force growth resulting from strong new insurance volume in 2003
was offset by a decrease in persistency levels. Direct primary insurance in force increased to $119.9 billion at
December 31, 2003 from $110.3 billion at December 31, 2002. Total pool risk in force was $2.4 billion at
December 31, 2003 compared to $1.7 billion at December 31, 2002.

Net investment income attributable to Mortgage Insurance for 2003 was $107.7 million compared to
$107.1 million in 2002. This slight increase was a result of continued growth in invested assets, primarily due to
positive operating cash flows during 2003 and the allocation of interest income from the parent company, offset
by declining investment yields.

Mortgage Insurance’s provision for losses was $309.3 million for 2003, an increase of $114.8 million or
59.0% from $194.5 million in 2002 primarily as a result of a higher mix of non-traditional insured loans.
Approximately 82.9% of the primary risk in force and approximately 40.7% of the pool risk in force at
December 31, 2003 had not yet reached its highest claim frequency years. The combined default rate for both
primary and pool insurance, excluding second-lien insurance coverage, was 3.2% at December 31, 2003,
compared to 2.8% at December 31, 2002, while the default rate on the primary business was 4.7% at
December 31, 2003 compared to 4.1% at December 31, 2002, The change in the default rate on the primary
business was caused by a 15 basis-point increase in the delinquency rate on the non-prime business as a result of
that business seasoning, with the delinquency rate on the prime business up 39 basis points year over year. The
total number of defaults increased from 43,773 at December 31, 2002 to 50,080 at December 31, 2003. The
average loss reserve per default decreased from $11,073 at the end of 2002 to $10,253 at December 31, 2003.
The slowing of the economy, as well as a higher mix of non-prime insured loans, contributed to the rising level
of mortgage delinquencies. The lower reserve per default was a result of a higher percentage of newer business,
which had not reached peak delinquency. The loss reserve as a percentage of risk in force was 1.6% at December
31, 2003, compared to 1.7% at December 31, 2002. The number of non-prime loans in default at December 31,
2003 was 19,840, which represented 47% of the total primary loans in default, compared to 14,305 non-prime
loans in default at December 31, 2002, which represented 40% of the total primary loans in default. The default
rate on the Alt-A business was 5.3% at December 31, 2003 compared to 5.2% at December 31, 2002. The default
rate on the A minus and below loans was 11.4% at December 31, 2003 compared to 11.3% at December 31,
2002. The default rate on the prime business was 3.5% at December 31, 2003 and 3.1% at December 31, 2002.

Direct claims paid for 2003 were $271.2 million compared to $165.0 million for 2002. The severity of loss
payments has increased over the past few years due primarily to deeper coverage amounts and larger loan
balances. In addition, claims paid in 2003 have been impacted by the rise in delinquencies in 2001 and 2002 that
have proceeded to foreclosure.

Policy acquisition costs and other operating expenses were $196.1 million in 2003, an increase of 11.5%
compared to $175.9 million in 2002. Policy acquisition costs were $70.2 million in 2003, an increase of 5.1%
from $66.8 million in 2002. Much of the amortization in 2003 represented costs that were expended in 2002.
Other operating expenses were $125.9 million for 2003, an increase of 15.5% from $109.0 million for 2002. This
increase reflected an increase in expenses associated with the Company’s technological, administrative and
support functions. Contract underwriting expenses for 2003, included in other operating expenses, were
$55.7 million compared to $46.2 million in 2002, an increase of 20.6%. The $9.5 million increase in contract
underwriting expenses during 2003 reflected the higher demand for contract underwriting services as a result of
higher volumes of new insurance written. Other income, which primarily includes income related to contract
underwriting services, was $32.0 million for 2003 compared to $20.4 million for 2002. During 2003, loans
underwritten via contract underwriting accounted for 26.8% of applications, 25.8% of commitments and 22.6%
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of certificates issued by Mortgage Insurance compared to 30.4%, 28.7% and 23.0%, respectively, in 2002.
During 2003, less than 1% of all loans were subject to contract underwriting remedies and the costs associated
with these remedies were immaterial.

Interest expense for 2003 was $21.5 million compared to $17.2 million for 2002. These expenses
represented the allocation from the parent company of interest on long-term debt issued during 2001, 2002 and
2003. The Company issued an additional $250 million of debt in February 2003, which accounts for the increase
in interest expense in 2003 as compared to 2002. Net gains on sales of investments and changes in the fair value
of derivative instruments were $8.1 million and $3.3 million, respectively, for 2003, compared to $4.6 million
and $0.5 million, respectively, for 2002. These gains related to the change in the fair value of derivative
instruments, primarily embedded derivatives in convertible debt securities, as well as an increase in gains on
sales of investments.

The effective tax rate for 2003 was 27.1% compared to 27.6% in 2002 and 27.7% in 2001. The tax rate
reflects the significant investment in tax-advantaged securities.

The following table provides selected information as of and for the periods indicated for the Mortgage
Insurance Segment:

Year Ended December 31,
2004 2003 2002

($ thousands, unless
specified otherwise)

Provision for lOSSes ... ..ot it $400,936 $309,272 $194,486
ReESEIVE fOr 10SSES .« o v vt et e $559,632 $513,473 $484,705
Default Statistics
Primary Insurance
Prime
Number of insured loans . ......... ... i i 610,480 640,778 698,910
Numberof loansindefault .. ....... ... ... .. . . . i 19,434 22,156 21,483
Percentage of total loansindefault . ... .. ... .. .. ... ... ... .. ... 3.18% 3.46% 3.07%
Alt-A
Numberofinsuredloans ............. ... .. 128,010 138,571 102,839
Numberof loansindefault .. ....... ... i 8,339 7,343 5,300
Percentage of total loansindefault ........... ... .. .. ... . ..., 6.51% 5.30% 515%
A minus and below
Number of insured loans . ........ ... ... . . 104,672 110,054 79,871
Numberofloansindefault .. ....... ... ... ... . . .. 12,678 12,497 9,005
Percentage of loans indefault .......... ... ... ... ... .. L. 1211% 11.36% 11.27%
Total
Numberof insured loans . ............ . .. 843,162 889,403 881,620
Numberof loansindefault . . ...... ... ... .. ... ... .. . ... ... ..... 40,451 41,996 35,788
Percentage of loansindefault ......... ... ... ... .. ... ... .. .. 4.80% 4.72% 4.06%
Direct claims paid:
PrimeE $140,822 $120,150 $ 89,095
Al A 85,124 56,203 27,281
Aminusand below . ... ... 95,438 71,655 32,114
SECONAS . . o 42,969 23,148 16,502
Total . e $364,353 3$271,156 $164,992




Year Ended December 31
2004 2003 2002

($ thousands, unless
specified otherwise)

Average claim paid:

PrimeE ..o e $ 241 $ 242 $ 236
Al A e 38.6 40.1 39.3
Aminusand below . .. ... . e 27.1 26.1 24.8
SECONdS . . .. 27.0 26.0 28.5
TOtAl oot et $ 277 $ 271 $ 26.0
States with highest claims paid: .
RS ot et e e e e $32,783 $19,870 $ 9,770
L€ 1T ¢4 - 31,874 26,552 12,731
OhiO ..t e 21,149 11,725 5,575
NorthCarolina . ... ... i e 21,127 13,153 6,111
Colorado . ..ot 18,681 9,949 2,448
Percentage of total claims paid:
T eXaS o e e 9.0% 7.3% 5.9%
L1107 ¢4 - P 8.8 9.8 7.7
OO . 5.8 43 34
North Caroling . . ... 5.8 4.9 3.7
Colorado . .o 5.1 3.7 1.5
Risk in force: ($ millions)
Califormia ..o e e $ 3,514 $ 3,988 $ 4,308
Florida . ... e 2,448 2,264 2,084
New YOrK ..o 1,551 1,630 1,647
KaAS o\ oot 1,477 1,443 1,379
GEOTZIA . o vttt 1,253 1,246 1,196
Total risk in force: $27.012 $27,106 $26,273
Percentage of total risk in force:
California . ... 13.0% 14.7% 16.4%
Florida . ... 9.1 8.4 7.9
New York ..o 5.7 6.0 6.3
XS .o 5.5 53 5.2
GEOTEIA . . ot e 4.6 4.6 4.6
Year Ended December 31
2004 2003 2002
Primary new insurance written (“NIW”)
($ millions)
Flow ... $36,358 81.1% $49,488 72.4% $36,946  75.8%
Structured . ... ... 8,462 18.9 18,874 27.6 11,821 242
Total ... $44,820 100.0% $68,362 100.0% $48,767 100.0%
Prime ... $28,391 63.4% $40,940 59.9% $32,603 66.9%
Alt-A 10,177 22.7 20,026 29.3 11,771 24.1
Aminusandbelow ........................ 6,252 13.9 7,396 10.8 4,393 9.0
Total ... e $44,820 100.0% $68,362 100.0% $48,767 100.0%
Total primary new insurance written by FICQ®
score ($ millions)
<=619 . $ 5,303 11.8% $ 6,435 94% $ 5,384 11.0%
620-679 ... 14,772 33.0 19,763 289 14,961 30.7
680-730 . 15,168 33.8 24,806 36.3 16,746 34.3
S=T40 . 9,577 21.4 17,358 254 11,676 24.0
Total ... $44,820 100.0% $68,362 100.0% $48,767 100.0%
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Year Ended December 31

2004 2003 2002
Percentage of primary new insurance written
Monthlies ........... .. .. ... ... .. ... 93% 88% 92%
Refinances .................. .. ... .... 40% 50% 41%
95.01% LTV®andabove . ............... 11%
ARMS ... 42% 31% 21%
Primary risk written ($ millions)
Flow ... $ 9,179 789% $ 11,965 70.0% $ 8,851 73.4%
Structured . ...... ... ... .. ... 2,455 21.1 5,137 30.0 3,212 26.6
Total ... . $ 11,634 100.0% $ 17,102 100.0% $ 12,063 100.0%
Other risk written ($ millions)
Seconds . ... $ 154
NIMsandother ........................ 273
Total other risk written .. .................... $ 427
Net Premium Written
Primary and Pool Insurance .............. $748,533 $651,076 $603,098
Other Insurance ....................... 117,518 90,764 65,485
Net Premiums Written ... ... .. $866,051 $741,840 $668,583
Year Ended December 31
2004 2003 2002
Net Premiums Earned
Primary and Pool Insurance .................viiinnninonn.. $685,803  $666,514 $614,419
Other InSUrance . ......... ...t 128,750 93,106 46,073
NetPremiums Earned . .. ... ... oo $814,553  $759.620 $660,492
Captives
Premiums ceded to captives ($ millions) ....................... $ 873 $ 736 § 571
o of total premiums ... .. ..t 11.3% 10.0% 8.3%
NIW subject to captives ($ millions) .......................... $ 17,777 $ 21,939 $ 16,966
%of primary NIW ... ... 39.7% 32.1% 35.0%
IIF © subject to Captives . . ..o vttt i e 33.2% 29.2% 29.6%
RIF @ subjecttocaptives . ...t e e 34.9% 31.3% 30.0%
Year Ended December 31
2004 2003 2002
Primary insurance in force ($ millions)
Flow ... $ 89,741 77.8% $ 91,709 76.5% $ 92,369 83.8%
Structured ............ ... 25574 222 28,178 23.5 17,904 16.2
Total ... ... $115,315 100.0% $119,887 100.0% $110,273 100.0%
Primary insurance in force ($ millions)
Prime........ .. ... ... . $ 79,628 69.0% $ 82,096 68.5% $ 84,716 76.8%
Alt-A 22,092 19.2 23,710 19.8 16,094 14.6
Aminusandbelow ..................... 13,595 11.8 14,081 11.7 9,463 8.6
Total ..o $115,315 100.0% $119,887 100.0% $110,273 100.0%
Primary risk in force ($ millions)
Flow ... . . $ 21,991 81.4% $ 22,261 82.1% $ 21,995 83.7%
Structured . ...... . ... ... 5,021 18.6 4,845 17.9 4,278 16.3
Total o e $ 27,012 100.0% $ 27,106 100.0% $ 26