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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
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Helping clients and investors manage risk
expertly and 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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The strength of
Radian’s diversified
business model
delivered strong
results — and
generated record
net income of

$519 million.



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 mort gage 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. Our 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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A look at 2004

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:
» 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
» 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. 99

Success in converging markets

We also made significant strides in each of our markets — both
individually, and by blending our experttise 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
expettise, 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 $250million
tranche of a high-grade CDO — on a$2billion 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, savvy
management team
and solid risk
management

expertise. 99

Growing the business

Building the business internationally.

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

*  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 alloca-
tion 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



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.



Mortgage Insurance — improving environment

Our 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 (Iender-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



We expect to
continue building
our business in the
growing structured
finance market, and
also anticipate
growth to come
from public finance
in 2005,



Financial Guaranty — AA by design

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.

RADIAN | CHALLENGING CONVENTION 15
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Financial Services — continued success

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 this year. | 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. Several 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
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 E 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 Insurance’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.

Our 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 quarterly 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.

6



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:

e the performance of our strategic partners;

e 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.

Our 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 among 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. Our 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 ratios 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 LTVs 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.

Some 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 mortgage 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 mortgage 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 mortgage 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:

e 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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e 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

e 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:

* 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;

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

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

* 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 mortgage 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:

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

e dependence on regulatory and third-party approvals;

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

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

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

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

e potentially adverse tax consequences;

e restrictions on the repatriation of earnings;

e foreign currency exchange rate fluctuations; and

e 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.

Our 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

13



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:

e other financial guaranty insurance companies;

e 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;

e 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;

e 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 laws 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 into 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:

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

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

* 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 INSUTANCE . . . ..ottt ettt e e e e e e 52%
Financial Guaranty .. ... ... ... ... 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:

e continue to prudently grow our mortgage insurance and financial guaranty businesses;
e 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 a 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. Our 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
issued. 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:

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

e 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

e 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;

e 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 . .. ... ...t $ 52279 $ 85,178 $ 62,849
Public Finance Reinsurance . ........... ... . . ... 74,777 81,877 48,130
Structured DIireCt . ... .ot 94,423 88,053 66,644
Structured Reinsurance . ........... ... 32,112 48,702 60,297
Trade Credit REINSUTancCe . .. ...ttt 59,262 64,827 48,416
312,853 368,637 286,336

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

Net Premiums Earned:

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

Impact of Recapture (1) ....... ... i (24,892) — —
Total net premiums earned .. ...........viiiiiniii. $214,931 $248,563 $186,633

(1) Amounts represent the immediate impact of the recapture of previously ceded business by one of the
P p P p y y
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
outlook) 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 . . ................ it $4,630 $ 4986 $ 4,456
Asset-backed obligations ... ... ... .. 2,010 5,507 5,926
OtheT oo 379 395 546
Total structured finance . .......... ... ... ... i $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 . ... .......... ..ot $13,156 $10,187 $ 6,659
Asset-backed obligations . ... ....... ... 7,927 14,019 11,347
OhET . . oo 912 1,010 1,168
Total structured fINance . . ...ttt $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 allow 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

Our 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 . ......... ... . . . . . . ... 610,480 640,778 698,910

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

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

Number of insured loansinforce . ......... ... .. . . . . ... 128,010 138,571 102,839

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

Percentage of loans indefault ........... ... ... ... ... .. . ... 6.5% 5.3% 5.2%
A Minus and below

Number of insured loansinforce .. ........ ... .. . . . . ... 104,672 110,054 79,871

Number of loans indefault (1) .......... ... ... ... 12,678 12,497 9,005

Percentage of loans indefault ........... ... ... ... ... .. . ... 12.1% 11.4% 11.3%
Total Primary Insurance

Number of insured loansinforce . ......... ... . . . . . . ... 843,162 889,403 881,620

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

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

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

Number of loans indefault (1) ........ ... .. ... ... 6,749 5,738 6,554

Percentage of loans indefault ........... ... ... ... . .. ... ... 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
2004 2003 w
East Of MISSISSIPPI « -« v v v v ettt e e e e e e e e e 545% 5.24% 4.48%
West Of MISSISSIPPIL + « v v vttt et et e e e e e e e 390 385 337
Other (1) ... 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 liability, 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 default. 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:

PrimE . ..o $140,822  $120,150
N e 85,124 56,203
Aminus and bEloW . . ... 95,438 71,655
S CONAS . .ot 42,969 23,148
TOtal .. $364,353 $271,156
States with highest claims paid:
TEXAS '« o v o e e e e e e e $ 32,783 $ 19,870
GOTZIA . . ottt e 31,874 26,552
ORIO .« .ot 21,149 11,725
North Carolina . . . ..o oo 21,127 13,153
Colorado . ..o 18,681 9,949
Average claim paid:
Prime . ..ot $ 241 $ 242
Al A 38.6 40.1
Aminus and DEIOW . . . ... 27.1 26.1
SECONAS . .ttt 27.0 26.0
TOtAl .ot $ 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 defaulted
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:
e communication with the insured or the insured’s servicer to assure the timely and accurate reporting of

default information;

e 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:

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

e 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:

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

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

e 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;

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

e 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

e 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 II, Item 8 of this report.
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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 at January 1 ... ... ... $513.5 $484.7 $ 465.4
Add losses and LAE incurred in respect of default notices received in:
CUITENL YEAT ... ..o e 386.9 329.0 320.1
Prior years . . ... 14.0 (19.7) (125.6)
Total incurred . . ... ... 400.9  309.3 194.5
Deduct losses and LAE paid in respect of default notices received in:
CUITENL YEAT ... ..o e 45.5 394 22.4
Prior years . . ... 309.3  241.1 152.8
Total paid . .. ..o 3548 280.5 175.2
Balance at December 31 . ... ... . $559.6 $513.5 § 484.7
The following table shows our mortgage insurance reserves by category:
Year Ended December 31
2004 2003

(in thousands)
Primary Insurance

Prime . .. $204,780 $215,358
Al A 133,194 110,711
Aminus and beloW . . ... 121,171 104,143
Pool INSUIAnCe . .. ... e 58,233 48,069
Seconds/NIMS/OthEr . . ... 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 results.

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 for losses and LAE atJanuary 1 .................................... $276.9 $139.9 $123.2
Less reinsurance recoverables . ... ........ ... 2.3 2.2 0.2
Reserve for losses and LAE, net .. ... . . 274.6 137.7 123.0
Provision for losses and LAE
OCCUITING 1N CULTENE YEAT « .« . ot vttt et ettt et e e e e et e e e e e e 50.7 1711 45.0
OCCUITING 1N PIIOT YEATS . . o v vt ettt et et e e e e e e e e e e e 5.2 4.3) 3.8
Total ... 559 166.8 48.8
Payments for losses and LAE
OCCUITING 1N CUITENE YEAT . . o\ v ot vttt et e e e e ettt e e e e 5.0 8.4 8.7
OCCUITING 1N PIIOT YEATS .+ . vt ottt et e et et e e e e e e 88.5 21.5 254
Total ... 93.5 29.9 34.1
Foreign exchange adjustment . .. ........ ... i 2.1 — —
Reserve for losses and LAE, net . ... . . . 239.1 274.6 137.7
Add reinsurance recoverables ... ... ... 2.3 2.3 2.2
Reserve for losses and LAE at December 31 . ......... ... .. ... ... i .. $241.4 $2769 $139.9

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:

Year Ended December 31
2004 2003 2002
(in thousands)
SPECIIIC . vt $ 52,142 $ 88,128 $ 76,869
Conseco Finance Corp. .. ..ottt e 80,343 111,000 —
Non-Specific/IBNR ... .. 108,895 71,779 63,003
Total . ... $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 Score® 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:

» the geographic dispersion of the properties securing the insured loans;

e the quality of loan originations;

e 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

e 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 . .. ..ot e 7.9%
2000 . 1.7
200 L 6.0
2000 e 12.6
20003 L 335
2004 . 38.3

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

CalifOornia . . . ..o e 13.0% 14.7%
Florida . ... e 9.1 8.4
NeEW YOrK . 5.7 6.0
XA vttt e 55 53
GEOTZIA .ottt 4.6 4.6
ATIZONA . o o 4.4 4.4
TIHNOIS . oo e 4.3 4.1
(0] 11 7o X 3.5 3.3
N W J OISy . vttt ettt e 33 33
Pennsylvania . ... ... e 3.0 2.9

TOtal .. 56.4% 57.0%



December 31

Top Fifteen MSAs 2004 2003
Chicago, I . ..o 3.7% 3.9%
Atlanta, GA .. 34 38
PhoeniX/Mesa, AZ . . ..o 33 39
Los Angeles-Long Beach, CA ... .. . 25 37
New YOrK, NY oo 24 3.0
Washington, DC — MD — VA .o 21 26
Riverside-San Bernardino, CA . .. ... . . 20 26
Philadelphia, PA — NJ . ... 1.7 1.8
Miami — Hialeah, FL . . ... ... 1.7 1.8
San Diego, CA .. .o 1.7 1.7
Boston, MA — NH ... 1.6 1.9
Las Vegas, NV o 1.6 1.9
Detroit, ML . . .o 1.6 1.8
Houston, T X ..o 1.6 1.7
Nassau/Suffolk, NY ... 1.5 1.9
TOtal ..o 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. Our 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 ... 91.9%  91.8%
PoOl (1) .o 8.1 8.2
Total .. e 100.0% 100.0%
Direct Primary Risk in Force (dollars in millions) ............ ... ... ... .. ... ...... $27,012 $27,106
Lender Concentration:
Top 10 lenders (by original applicant) . .............. . ... i, 422%  42.5%
Top 20 lenders (by original applicant) . .............. . ... ..., 58.0%  57.4%
LTV:
95.01% t0 100.00% . . . ..ot 12.7% 11.3%
90.01% t0 95.00% . . .. oo 36.4 37.6
85.01% 10 90.00% . . . ..ot 38.1 37.0
85.00% and DEIOW . . ...ttt 12.8 14.1
Total .. 100.0% 100.0%
Loan Grade:
Prime . .. e 68.2% 68.0%
Al A 19.1 19.4
Aminus and below . ... ... .. 12.7 12.6
Total .. 100.0% 100.0%




December 31

2004 - 2003
Loan Type:
FIXed . 69.3% 75.9%
Adjustable-rate mortgage (“ARM”) (fully indexed)(2) ....... ..., 299 236
ARM (potential negative amortization)(3) ... ...ttt 0.8 0.5
100.0% 100.0%
FICO Score:
KIS 20 02% 0.2%
S L-010 120 127
020-070 328 324
080-730 33.7 33.6
ST A0 213 21.1
Total o 100.0% 100.0%
Mortgage Term:
ISyears and UNAET . . . . ..ottt 3.6% 4.2%
OVEL 15 YRAIS .ottt ettt e 96.4 958
Total . 100.0% 100.0%
Property Type:
Non-condominium (principally single-family detached) ............. ... ... .. .. .. .... 99.8% 99.8%
Condominium OF COOPETALIVE . . . vt vttt e et ettt e et et e e e e e e et e e e 0.2 0.2
Total .o 100.0% 100.0%
Occupancy Status:
Primary residence . ... ... ... 92.7% 94.4%
Second home . . . ... 2.6 2.0
NON-OWNET-0CCUPICA . . . o oottt et e e e e e e e e e e e e e e e e 4.7 3.6
Total o 100.0% 100.0%
Mortgage Amount:
Less than $300,000 . .. ...t 86.9% 89.3%
$300,000 AN OVET .« . v v vt e e e e e e 13.1  10.7
Total . 100.0% 100.0%
Loan Purpose:
Purchase ... ... . 63.2% 63.9%
Refinance . . ... ... 193 21.1
Cash-out refinance . . . . ... .. 175 15.0
Total oo 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:

Type of Obligation

Public finance:
General obligation and other tax-supported . . .....................
Healthcare ......... ... ... . .. . . .
Water/sewer/electric/gas and other investor-owned utilities . .........
AIrports/transportation . .. ...... ...
Education ....... ... ...
Other municipal (2) . ... .ot
HouSing revenue . .............ioiininiin i

Total public finance ............ ... i,

Structured finance:
Collateralized debt obligations ......................ouuoon...
Asset-backed ... ...
Other ...

Insurance in Force (1)

2004 2003
Amount Percent Amount Percent
(in billions)
$ 294 289% $ 30.5 25.9%
16.3 16.0 17.7 15.0
13.6 134 18.2 154
9.1 9.0 12.8 10.9
6.4 6.3 6.7 5.7
3.1 3.1 33 2.8
1.3 1.3 2.6 2.2
79.2 78.0 91.8 71.9
13.4 13.2 10.6 9.0
7.6 7.5 13.8 11.7
1.4 1.3 1.7 1.4
224 22.0 26.1 22.1
$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 ..o 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 ..o AAA Collateralized Debt Obligations 380.7
State of California ..................... A General Debt Obligations 379.8
U.S. Static Synthetic Investment-Grade
CDO ..o 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)

A A A $ 126 124% $ 124 10.5%
A A e 214 21.1 22.9 194
A 35.6 35.0 42.3 35.9
BBB . e 24.3 23.9 30.3 25.7
LG e 1.1 1.1 1.5 1.3
NIG . 3.1 3.1 3.5 3.0
Notrated . ........ i e 3.5 34 5.0 4.2
Total ... $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
State ﬂ w
New YOrK (1) .o 18.7% 14.1%
California . . ... ... 8.9 9.2
XA .« ottt e 5.8 5.6
Florida . ... ... 4.6 4.6
Pennsylvania . ... .. ... ... 44 4.2
TINOIS . . ..o 4.2 4.1
MaSSAChUSEILS . . . ..ottt e 2.9 34
Other (2) ..o 50.5 54.8

Tt . 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 policyholder 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

Our 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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Our 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 guaranteed 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 select 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 &’ 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

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 . . .. ..ottt et e e e e e e $96,417 $ 71,525 $(24,892)
AcqUISTHON COSES .« o v vt ettt e e e e (31,023) (21,257) 9,766

Case RESEIVES . . oo 11,488 11,488 —
Receivable from Unrealized Credit Derivatives Gain . .................... — (791) (791)
Totals ... $ 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

e 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.

50



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. Our
investment portfolio did not include any real estate or mortgage loans. The portfolio included 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 Portfolio 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 . ............. .. .. .. .. ..., $ 178,894 $ 188,063 100.0%
Total ... 178,894 188,063 100.0%
Fixed maturities available for sale:
U.S. government securities (3) .. .......ouinininn i 62,273 63,875 1.5%
U.S. government sponsored enterprises . .. ............ouvenenn.. 52,533 52,378 1.3
State and municipal obligations . ............. .. .. .. .. ... 3,181,834 3,329,041 75.2
Corporate obligations . ... ...ttt 109,664 115,553 2.6
Convertible SECUTItIES . . ...ttt e 308,349 318,334 7.3
Asset-backed SECUTIIES . . ..o oo 216,844 217,060 5.1
Redeemable preferred stocks . .......... ... 106,149 115,521 2.5
Private placements . .......... ...t 63,985 64,580 1.5
Foreign gOvVernments . ...............ouiuueriuninenannnenan. 127,265 130,024 3.0
Total ... 4,228,896 4,406,366 100.0%
Equity SECUrities . .. ...ttt e 250,558 335,495
Trading SECUTTties . . .. ..o vt vttt e e 65,359 86,342
Other invested aSSEtS . ... 3,253 3,253
Total ... $4,726,960 $5,019,519

(1) Percentage of amortized cost.

(2) All 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 INVESTMENTS . . . . . oottt e e e e e e e e e e e e e e $ 459,718 8.4%
Lessthan one year . . .. .. ...t 112,562 2.1
ONe t0 fIVE YRAIS . . . oottt et e e 454,709 8.3
FIVE tO BN YEAIS . . . oottt e 790,039 14.4
OVEI TEN YRAIS .+« v o ettt ettt ettt e e e e e e e e e e e 2,895,369 52.9
Mortgage-backed SECUrities (2) .. ...ttt 27,149 0.5
Asset-backed SECUTtIES (2) . ..ot vi e 189,911 3.5
Redeemable preferred stocks (3) ... ..o 115,521 2.1
Equity SeCUIities (3) . ..ottt 335,495 6.1
Trading securities (3) . ... ..ottt 86,342 1.6
Other invested assetS (3) . . ...ttt e e 3,253 0.1
Total . $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 SECUIItIS . . ... .. ...tuut ettt et $ 116,253 2.3%
A A A 2,654,361 53.0
A A 857,584 17.1
A 398,015 7.9
BB B L 363,269 7.3
BB and below and other (2) . ...... ... i 3,132 0.1
Notrated (3) .ot e 192,646 3.8
Trading SECUItI®S . . . . o\ttt ettt e e e e e e e e e e e 86,342 1.7
EqUity SECUIILIES . .. ..ot e e 335,495 6.7
Other INVEStEd aSSETS .« . . vttt ittt et e e 3,253 0.1
TOtal .o $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 requirements.

Radian Asset Assurance must maintain both a reserve for unearned premiums 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 Illinois 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 Illinois 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 Illinois 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.

54



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 U.K. 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 January 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.
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Part I1

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
IStQUATTET . . oottt e e e e e e e $51.43 $40.95 $41.60 $30.02
2nd QUATTET . oottt e et e e 48.77 43.86 42.65 33.04
3rd QUATTET . . . e e et e 48.67 4343  49.15 36.52
Ath QUATTET . . . ottt e e e e e e e e 54.00 4230 53.34 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 II, 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 to 11/30/04 ............. — — — 2,767,800
12/01/04 to 12/31/04 . ............ — — — 2,767,800
Total ...... ..o 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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Item 6. Selected Financial 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 ... ..........c.ueunenn ... $1,0825 $1,1105 $ 9549 §$§ 783.6 $ 5443
Net premiums earned .. ........................ $1,029.5 $1,0082 $ 847.1 $ 7159 $ 5209
Net investment income .. ..............ououen... 204.3 186.2 178.8 147.5 82.9
Net gains on sales of investments ................ 50.8 17.4 10.5 6.8 42
Change in fair value of derivative instruments ... ... 47.1 4.1 (13.0) (5.8) —
Otherincome . ............coiiirininennananan. 32.3 63.3 44 .4 42.5 7.4
Total revenues (2) .. ..o 1,364.1 1,279.2 1,067.8 906.9 615.4
Provision forlosses .............. ... ... ...... 456.8 476.1 243.4 208.1 154.3
Policy acquisition costs and other operating

EXPENSES .« e\ttt e 327.5 339.6 276.1 216.8 108.6
Interest expense .............. ... 347 37.5 28.8 17.8 —
Equity in net income of affiliates ................. 180.6 105.5 81.8 41.3 —
Pretax income . ........... ... 725.6 531.5 601.3 505.5 352.5
Netincome . ........ouuineinninenenennnn. 518.7 385.9 427.2 360.4 248.9
Diluted net income per share (3) (4) .............. $ 533 $ 395 $ 427 $ 388 $ 322
Cash dividends declared per share ................ $ .08 $ .08 $ 08 $ 075 $ .06
Average shares outstanding-diluted ............... 97.9 98.5 99.5 92.0 76.3
Condensed Consolidated Balance Sheets
Total @SSEtS . ..ot $7,000.8 $6,4458 $5393.4 $4438.6 $2,272.8
Total investments . .............c.couuiiiiinnnnn. 5,470.1 5,007.4 4,200.3 3,369.5 1,750.5
Unearned premiums ... .......ouvenenennenen .. 770.2 718.6 618.1 513.9 77.2
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 . ......... ... .. .. 3,689.1 3,225.8 2,7534  2,306.3 1,362.2
Book value per share (4) ....................... $ 3998 $ 3431 $ 2942 $ 2454 $ 1797
Selected Ratios—Mortgage Insurance (5)
LoSSTatio . ...ovvtiii 49.2% 40.7% 29.4% 29.4% 29.6%
Expenseratio ............ .. 26.6 25.8 26.6 25.3 20.9
Combined ratio . ...t 75.8% 66.5% 56.0% 54.7% 50.5%
Selected Ratios—Financial Guaranty (5)
LoSSTatio .. ..oovei 26.0% 67.1% 26.2% 27.2% n/a
Expenseratio ........... ..., 459 38.8 33.0 40.8 n/a
Combinedratio .. ...........cooviiiiienennon .. 71.9% 105.9% 59.2% 68.0%
Other Data—Mortgage Insurance
Primary new insurance written . . .. ............... $ 44,820 $ 68,362 $ 48,767 $ 44,754 $ 24,934
Direct primary insurance in force ................ 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 pool riskinforce ......................... 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 Written . .............couuernerneenn.... $ 216 $ 369 $ 286 $ 143 —
Net premiums earned . ........... ..., 214 249 187 106 —
Netparoutstanding .. ..........c.o i, 66,720 76,997 66,337 59,544 —
Net debt service outstanding . . ............ ... ........ 101,620 117,900 104,756 97,940 —

(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.

Item 7. 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-exempt 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 .. ..............c.coounonn.. $1,082,487 $(96,417) $1,178,904 $1,110,477
Net premiums earned . ......................... $1,029,484 $(24,892) $1,054,376 $1,008,183
Net investment inCOME ... .........cuvvuuueeenn.. 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 . ..., 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 . ... ... 121,830 (9,766) 131,596 128,518
Other operating expenses . ...................... 205,687 — 205,687 211,077
Interest eXpense . ... .ovvvvn 34,660 — 34,660 37,542
Total eXpenses . . ..., 819,011 (9,766) 828,777 853,191
Equity in net income of affiliates ................. 180,550 — 180,550 105,476
Pretax income (10SS) . ............ ... ... 725,592  (15917) 741,509 531,479
Provision (benefit) for income taxes ... ............ 206,939 (5,571) 212,510 145,578
Netincome (10SS) . ..., $ 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. It 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 written 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 IOSSES . ..ottt e e $400,936 $309,272 $194,486
RESEIVE fOr LOSSES -« - v v e e e e e e e e e e e e $559,632 $513,473 $484,705
Default Statistics
Primary Insurance
Prime
Number of insured loans ............. .. 610,480 640,778 698,910
Number of loansindefault . . ...... ... ... ... .. .. . .. 19,434 22,156 21,483
Percentage of total loans indefault ................. .. ... .. ... ... 3.18% 3.46% 3.07%
Alt-A
Number of insured loans . .............. ... 128,010 138,571 102,839
Number of loansindefault . . ....... ... .. ... .. .. .. 8,339 7,343 5,300
Percentage of total loans indefault ............. ... .. ... .. ... ... 6.51% 5.30% 5.15%
A minus and below
Number of insured loans . ............ .. 104,672 110,054 79,871
Number of loansindefault . . ...... ... ... ... .. .. . .. 12,678 12,497 9,005
Percentage of loansindefault .............. ... ... ... .. .. ... ... 12.11% 11.36% 11.27%
Total
Number of insured loans . ............ .. 843,162 889,403 881,620
Number of loansindefault . . ....... ... .. ... .. ... . . .. 40,451 41,996 35,788
Percentage of loansindefault .............. ... .. .. ... .. .. ... ... 4.80% 4.72% 4.06%
Direct claims paid:
Prime ... $140,822 $120,150 $ 89,095
Al A 85,124 56,203 27,281
Aminusandbelow .. ... ... 95,438 71,655 32,114
SECONAS . . oot e 42,969 23,148 16,502
Total ... $364,353  $271,156 $164,992




Average claim paid:
Prime

Total
States with highest claims paid:
Texas
Georgia
Ohio
North Carolina
Colorado
Percentage of total claims paid:
Texas
Georgia
Ohio
North Carolina
Colorado
Risk in force: ($ millions)
California
Florida
New York
Texas
Georgia

Total risk in force:

Percentage of total risk in force:
California
Florida
New York
Texas
Georgia

Primary new insurance written (“NIW”)
($ millions)
Flow

Total primary new insurance written by FICO®
score ($ millions)
<=619

620-679 . .o
680-739 ...

>=740

Year Ended December 31

2004 2003 2002
($ thousands, unless
specified otherwise)
....................... $ 241 $ 242 $ 236
....................... 38.6 40.1 39.3
....................... 27.1 26.1 24.8
....................... 27.0 26.0 28.5
....................... $ 277 $ 271 $ 260
....................... $32,783 $19,870 $ 9,770
....................... 31,874 26,552 12,731
....................... 21,149 11,725 5,575
....................... 21,127 13,153 6,111
....................... 18,681 9,949 2,448
....................... 9.0% 7.3% 5.9%
....................... 8.8 9.8 7.7
....................... 5.8 4.3 34
....................... 5.8 4.9 3.7
....................... 5.1 3.7 1.5
....................... $ 3,514 $ 3988 $ 4,308
....................... 2,448 2,264 2,084
....................... 1,551 1,630 1,647
....................... 1,477 1,443 1,379
....................... 1,253 1,246 1,196
$27,012 $27,106 $26,273
....................... 13.0% 14.7% 16.4%
....................... 9.1 8.4 7.9
....................... 5.7 6.0 6.3
....................... 5.5 53 5.2
....................... 4.6 4.6 4.6
Year Ended December 31
2004 2003 2002
$36,358 81.1% $49,488 72.4% $36,946 75.8%
8,462 18.9 18,874 27.6 11,821 24.2
$44,820 100.0% $68,362 100.0% $48,767 100.0%
$28,391 63.4% $40,940 59.9% $32,603 66.9%
10,177 22.7 20,026 29.3 11,771 24.1
6,252 13.9 7,396 10.8 4,393 9.0
$44,820 100.0% $68,362 100.0% $48,767 100.0%
$ 5,303 11.8% $ 6,435 94% $ 5,384 11.0%
14,772 33.0 19,763 28.9 14,961 30.7
15,168 33.8 24,806 36.3 16,746 34.3
9,577 21.4 17,358 254 11,676 24.0
$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® and above . ............... 11%
ARMS ... 42% 31% 21%
Primary risk written ($ millions)
Flow ... .. . $ 9,179 78.9% $ 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 ....................... M M ﬁ
Net Premiums Written . .............ccoo .. $866,051 $741,840 $668,583
Year Ended December 31
2004 2003 2002
Net Premiums Earned
Primary and Pool Insurance . ................coouuiiiinnao... $685,803  $666,514  $614,419
Other INSUTANCE . . ... e e 128,750 93,106 46,073
Net Premiums Barned . . . ... oot $814,553  $759,620  $660,492
Captives
Premiums ceded to captives ($ millions) ....................... $ 873 $ 736 $ 571
9o of total premiums . . ... ...ttt 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 « .« . oottt e e 33.2% 29.2% 29.6%
RIF @ subject t0 Captives . .. oo vttt 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 ........ ... . ... . ... ... 25,574 22.2 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
A minusandbelow ..................... 13,595 11.8 14,081 11.7 9,463 8.6
Total .. ... . $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 . ... $ 27,012 100.0% $ 27,106 100.0% $ 26,273 100.0%
Prime......... ... ... . . . $ 18,422 68.2% $ 18,449 68.0% $ 19,704 75.0%
Alt-A .. 5,146 19.1 5,253 194 3,937 15.0
Aminusandbelow ..................... 3,444 12.7 3,404 12.6 2,632 10.0
Total . ....... . . . $ 27,012 100.0% $ 27,106 100.0% $ 26,273 100.0%
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Year Ended December 31

2004 2003 2002
Total primary risk in force by FICO score
($ millions)
<=619 ... $ 3,296 12.2% $ 3,508 129% $ 3,324 12.7%
620-679 . . ... 8,850 32.8 8,773 324 8,295 31.6
680-739 . . ... 9,101 33.7 9,097 33.6 8,528 324
S=T40 5,765 21.3 5,728 21.1 6,126 23.3
Total . ... $27,012 100.0% $27,106 100.0% $26,273 100.0%
Percentage of primary risk in force
Monthlies ......... . ... . 92%
Refinances ............ .. ... . . ... . ... .. 37%
95.01% LTV andabove .................... 13%
ARMS .. 31%
Year Ended December 31
2004 2003 2002
Total primary risk in force by LTV ($ millions)
95.01% andabove . ............. ... ... $ 3429 12.7%$% 3,067 11.3%$ 2,246 8.5%
90.01% t095.00% . ........ i 9,822 364 10,184 37.6 10,303 39.2
85.01% t090.00% . ....... ... 10,290 38.1 10,024 37.0 10,212 389
85.00% andbelow . .......... ... ... 3471 12.8% 3,831 14.1 3,512 134
Total ... .. $27,012 100.0% $27,106 100.0% $26,273 100.0%
Total primary risk in force by policy year ($ millions)
2001 and prior . ... $ 4202 15.6%% 7,837 28.9%$15,661 59.6%
2002 . 3,410 12.6 6,198 229 10612 404
2003 . 9,046 335 13,071 482 — —
2004 . . 10,354  38.3 — — — —
Total . ... . $27,012 100.0% $27,106 100.0% $26,273 100.0%
Year Ended December 31
2004 2003 2002
Pool insurance ($ millions)
Number of insured loans . .............. .. . .. ... 583,568 599,140 593,405
Number of loans indefault . .......... ... ... . . . . . . ... 6,749 5,738 6,554
Percentage of loans indefault ........... ... ... .. ... ... .. .. ... 1.16% 0.9% 1.1%
Pool risk Written . ... ... ... i $ 304 $ 933 % 174
GSE © pool risk in force . ...........ouiiinninii i $ 1,658 $ 1,393 $ 1,218
Total pool riskinforce ....... ... ... .. i $ 2384 $ 2415 $ 1,732
Other risk in force ($ millions)
SECONAS . . ot $ 673 $ 725 $ 407
NIMsandother.......... ... . ... 532 328 68
Total other risk in fOrCe . . .. oot e e $ 1,205 $ 1,053 $ 475
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Year Ended December 31

2004 2003 2002
Alt-A Information
Primary new insurance written by FICO score
($millions)
<=619 $ 93 09%$% 101 0.5%% 185 1.6%
620-659 ... 1,854 18.3 3466 173 2,547  21.6
660-079 .. 1,855 182 3,147 157 1,788 15.2
680-739 4475 440 8,280 414 4956 421
S=TAQ 1,900 18.6 5,032 25.1 2,295 195
Total ... $10,177 100.0% $20,026 100.0% $11,771 100.0%
Primary risk in force by FICO score ($ millions)
<=619 .. $ 70 1.4%$ 102 20%$ 160 4.0%
620-659 .. 1,110  21.6 1,331 253 1,034 263
660-679 . . 919 17.8 886 169 599 152
680-739 2,157 419 2,064 392 1,453 369
S=T40 o 890 173 870 16.6 691 17.6
Total ... $ 5,146 100.0%$ 5,253 100.0%$ 3,937 100.0%
Primary risk in force by LTV ($ millions)
95.01% and above . ........... ... ... $ 370 72%$ 467 8.9%$ 137 3.5%
90.01% t095.00 . ..... ... 1,816 353 1,823 34.7 1,419  36.0
85.01%t090.00% . ........ .. 2,191  42.6 2,121 404 1,678  42.6
85.00% andbelow .. ....... ... ... ... 769 149 842  16.0 703 179
Total ... $ 5,146 100.0%$ 5,253 100.0%$ 3,937 100.0%
Primary risk in force by policy year ($ millions)
2001 and prior . ... ... $ 372 72%%$ 780 148%$ 1,524 38.7%
2002 . 653 12.7 1,414 269 2,413  61.3
2003 . 1,758 342 3,059 583
2004 . 2,363 459
Total ... $ 5,146 100.0%$ 5,253 100.0%$ 3,937 100.0%
(a) Fair Isaac and Company (“FICO”) credit scoring model.
(b) Loan-to-value ratios. The ratio of the original loan amount to the value of the property.
(c) Insurance in force.
(d) Risk in force.
(e) Government Sponsored Enterprises (“GSEs”); i.e., Freddie Mac and Fannie Mae.

Financial Guaranty — Results of Operations

Financial Guaranty primarily involves the direct insurance and reinsurance of public finance obligations and
structured financial obligations, including asset-backed securities, credit default swaps and certain other financial
guaranty contracts. Financial guaranty and trade credit reinsurance (which protects sellers of goods under certain
circumstances against non-payment of the receivables they hold from buyers of their goods) is assumed primarily
from a limited number of direct insurers. The Company’s trade credit reinsurance may cover receivables as to
which the buyer and seller are in the same country, as well as cross-border receivables.

Financial Guaranty also includes Radian Asset Assurance Limited (“RAAL”), a subsidiary of Radian Asset
Assurance that is authorized to conduct an insurance business in the United Kingdom. The Company believes
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that, through RAAL, it 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. The Company expects 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 the Company to develop a range of derivatives-based solutions for clients in the United Kingdom and
throughout the European Union.

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 of Radian Reinsurance with and into Radian Asset
Assurance, Moody’s downgraded the insurance financial strength rating of Radian Reinsurance to “Aa3” from
“Aa2.” As aresult of this downgrade, two of the primary insurer customers of the financial guaranty reinsurance
business had the right to recapture previously written business ceded to Financial Guaranty. One of these
customers has agreed, without cost to or concessions by the Company, to waive its recapture rights. On
November 8, 2004, the remaining primary insurer customer with recapture rights notified the Company of its
intent to recapture, effective February 28, 2005, approximately $6.4 billion of par in force that it had ceded to
Financial Guaranty through December 31, 2004, including $50.6 million of written premiums as of December 31,
2004, $3.9 million of which already had been treated as earned under accounting principles generally accepted in
the United States of America (“GAAP”) and would be recorded as an immediate reduction of earned premiums at
the time of the recapture. This return of unearned premiums would also require an increase in policy acquisition
costs of $0.9 million. The aggregate result would be a reduction in pre-tax income of $4.8 million, or
approximately $0.03 per share after tax. The amount of future lost premiums due to this recapture is expected to
be approximately $129.7 million, which is made up of the unearned premium balance and the value of future
installment premiums. The total approximate reduction in pre-tax income for 2005 including the immediate
impact is expected to be $12.3 million or approximately $.08 per share after tax. Despite the recapture, the
primary insurer customer also informally advised the Company that, going forward, the customer intends to
continue its reinsurance relationship with the Company on the same terms as before the May 2004 downgrade. In
March 2005, without cost to or concessions by the Company, this customer waived its remaining right to
recapture an additional $5.2 billion of par in force that it had ceded to Financial Guaranty through December 31,
2004.

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 Financial Guaranty’s primary insurer customers exercised its right to recapture
approximately $16.4 billion of par in force reinsurance ceded to Financial Guaranty, 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 the Company, in accordance with GAAP, already had reflected $24.9 million of these recaptured written
premiums as having been earned, the Company was required to record the entire $24.9 million reduction in
earned premiums in the first quarter of 2004. The Company estimates that the recapture of reinsurance business
reduced 2004 pre-tax income by approximately $37.8 million or approximately $0.26 per share after tax,
$0.11 per share of which was the immediate impact, and the balance was a result of recaptured written premiums
that would have been earned over time and estimated losses.

Also in connection with the recapture in the first quarter of 2004, Financial Guaranty was reimbursed for
policy acquisition costs of approximately $31.0 million for which the carrying value under GAAP was
$21.3 million. In addition, the recapture included approximately $11.5 million that had been recorded as case
reserves under GAAP. Finally, Financial Guaranty took a charge of $0.8 million for mark-to-market adjustments
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related to certain insurance policies associated with the recapture. The sum of the above adjustments related to
this recapture resulted in an immediate reduction of pre-tax income of $15.9 million and is summarized as
follows:

GAAP Initial
Cash Paid Book Gain
(Received) Basis (Loss)
(in thousands)
Unearned Premiums . . ... .ottt et et e e e e e e $96,417 $ 71,525 $(24,892)
AcqUISTHON COSES .« o v vttt et e e (31,023) (21,257) 9,766
Case ReSeIVES . . .t 11,488 11,488 —
Receivable from Unrealized Credit Derivatives Gain ..................... — (791) (791)
Totals ... e $ 76,882 $ 60,965 $(15,917)

The Company estimates that the amount of capital it was holding to support this recaptured insurance
business approximated $170 million. Without cost to or concessions by the Company, the remaining primary
insurer customers with recapture rights agreed not to exercise these recapture rights as a result of the October
2002 downgrade by S&P.

The following schedule shows the Financial Guaranty Segment Income Statement 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 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 Financial Guaranty segment’s past and future results.

As Reported As Adjusted

Year Ended Year Ended Year Ended

December 31, Impact of December 31,2004  December 31,

2004 Clawback  Excluding Clawback 2003
(Thousands of dollars, except per share data)
Revenues:
Net premiums written ......................... $216,436  $(96,417) $312.,853 $368,637
Net premiums earned . ........................ $214,931  $(24,892) $239,823 $248,563
Net investment income .. ............c.ouuuunnn. 85,557 — 85,557 78,437
Gain on sales of investments .. .................. 3,995 — 3,995 11,548
Change in fair value of derivative instruments . . . . .. 34,989 (791) 35,780 774
Otherincome . .......... ... 2,050 — 2,050 3,639
Totalrevenues .................cviinn. 341,522 (25,683) 367,205 M
Expenses:
Provision forlosses ............. .. ... ... 55,898 — 55,898 166,782
Policy acquisition costs .. ... 46,343 (9,766) 56,109 58,323
Other operating eXpenses . ..................... 52,327 — 52,327 38,068
Interest eXpense . .. ... 12,022 — 12,022 12,913
Total eXpenses . . ........covueuvenenenen... 166,590 (9,766) 176,356 276,086

Equity in net income of affiliates ................ 1,422 — 1,422 9,969
Pretax income (10SS) ............. ... .......... 176,354 (15,917) 192,271 76,844
Provision (benefit) for income taxes .............. 42,122 (5,571) 47,693 13,252
Netincome (10SS) . ........ ... ... ... $134,232  $(10,346) $144,578 $ 63,592
Loss ratio-excluding Clawback . ................. 23.3% 67.1%
Expense ratio-excluding Clawback .. ............. ﬁ% ﬂ%

68.5% 105.9%
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The gross par originated by Financial Guaranty in 2004, 2003 and 2002 is as follows:

Type 2004 2003 2002
(in millions)

Public finance:

General obligation and other tax supported ............... ..., $ 3,841 $ 3,026 $ 1,872
Water/sewer/electric gas and investor-owned securities ................... 838 1,473 906
Healthcare . . .. ... o 1,400 1,521 1,248
AIrports/tranSportation . .. ....... .. 384 1,374 559
Education . .. ...... .. 561 748 587
Other municipal . ...... ... 168 543 454
Housing .. ... 105 99 110
Total public finance . ....... ... . . 7,297 8,784 5,736
Structured finance:

Collateralized debt obligations . . .. ........ ...ttt 4,630 4,986 4,456
Asset-backed ... ... 2,010 5,507 5,926
Other structured . . ........ ... e 379 395 546
Total structured finance . ... ... ... 7,019 10,888 10,928
Total ... $14,316 $19,672 $16,664

The following table shows the breakdown of net premiums written and earned by Financial Guaranty’s
various product lines for 2004, 2003 and 2002:

Year Ended December 31
2004 2003 2002

(in thousands)

Net premiums written:

Public finance dir€Ct . . . . ..ottt e e e $ 52279 $ 85,178 $ 62,849
Public finance reinsSurance . .. ... ........u it 74,777 81,877 48,130
Structured finance direCt . ......... . i 94,423 88,053 66,644
Structured finance reiNSUrancCe . . ... vttt 32,112 48,702 60,297
Trade credit . ... ... 59,262 64,827 48,416
312,853 368,637 286,336

Impactof recapture (1) .. ...t e (96,417) — —
Total net premiums Written . ...............oiuiieneeneeneen.... $216,436 $368,637 $286,336

Net premiums earned:

Public finance dir€ct . . . . ..o v $ 26,643 $ 18,277 $ 14,717
Public finance reinSurance . ...............uiiiit 41,651 51,118 39,228
Structured finance direct . ......... ... 78,292 73,720 42,534
Structured finance reiNSUrancCe . . ... ......out ittt 33,001 48,497 57,597
Trade credit ... ... . 60,236 56,951 32,557
239,823 248,563 186,633

Impact of recapture (1) . ...t (24,892) — —
Total net premiums earned .. ..ottt $214,931 $248,563 $186,633

(1) Amounts recorded related to the immediate impact of the recapture of previously ceded business by one of
the primary insurer customers of Financial Guaranty reinsurance business in the first quarter of 2004.
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Included in net premiums earned for 2004, 2003 and 2002 were refundings of $5.1 million, $7.9 million and
$7.8 million, respectively. Also included in net premiums earned for 2004, 2003 and 2002 were other credit
enhancement fees of $50.3 million, $42.0 million and $19.8 million, respectively, associated with financial
guaranty contracts treated as derivatives.

The following schedule depicts the expected amortization of net unearned premiums for the existing
Financial Guaranty portfolio, assuming no advance refundings, as of December 31, 2004, and includes the
estimated impact of the first quarter 2005 recapture. The estimated impact on total premium earnings of the first
quarter 2005 recapture on Financial Guaranty’s total premium earnings is $170.8 million, including
approximately $14.1 million for 2005. Expected maturities will differ from contractual maturities because
borrowers have the right to call or prepay financial guaranty obligations. Unearned premium amounts are net of
prepaid reinsurance.

Ending
Net Unearned Total
Unearned Premium Future Premium

Premiums Amortization Installments Earnings

(in millions)

2005 L $475.5 $103.9 $ 66.9 $170.8
2000 . . 418.7 56.8 64.3 121.1
2007 . 368.0 50.7 48.8 99.5
2008 .. 325.0 43.0 323 75.3
2000 .. 291.5 335 21.5 55.0
2005 -2009 ... 291.5 287.9 233.8 521.7
2010 -2014 . o 169.1 122.4 47.0 169.4
20152019 ..o 84.5 84.6 9.8 94.4
2020 -2024 ..o 33.0 51.5 6.7 58.2
After 2024 ... 0.0 33.0 4.6 37.6

Total ... $579.4 $301.9 $881.3

The following table shows the breakdown of claims paid and incurred losses for each period:

Year Ended December 31
2004 2003 2002
(in thousands)
Claims Paid:
Trade Credit . ... ... e $24,085 $ 20,663 $18,025
Financial Guaranty . ... ..... ...ttt 27,237 9,228 16,108
Conseco Finance Corp. ... ... i 30,657 — —
81,979 29,891 34,133
Impact of recapture (2) . .. ..ottt 11,488 — —
Total ... $93,467 $ 29,891 $34,133
Incurred Losses:
Trade Credit .. ... $28,586 $ 35,671 $32,020
Financial Guaranty . ............. it 27,312 20,111 16,826
Conseco Finance Corp. ...ttt — 111,000 —
Total ... $55,898 $166,782 $48,846

(2) Amounts recorded related to the immediate impact of the recapture of previously ceded business by one of
the primary insurer customers of the Financial Guaranty reinsurance business in the first quarter of 2004.
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The following table shows the breakdown of the reserve for losses and loss adjustment expenses for the
financial guaranty segment at the end of each period indicated:

December 31
2004 2003 2002
($ thousands)
SPECIfiC . . oo $ 52,142 $ 88,128 $ 76,869
Conseco Finance Corp. ... .ottt e 80,343 111,000 —
Non-Specific/IBNR ... ... 108,895 71,779 63,003
Total ... $241,380 $276,907 $139,872

Net income attributable to Financial Guaranty for 2004 was $134.2 million, a $70.6 million or 111.0%
increase from $63.6 million for 2003. The net income reported for 2004 reflects a $10.3 million after-tax
reduction as a result of the recapture in the first quarter of 2004 of insurance business previously ceded to the
Company by one of the primary insurers. The net income for 2003 reflects a charge of $111.0 million in
anticipation of claims from a single manufactured housing transaction originated and serviced by Conseco
Finance Corp. Net premiums written and earned for 2004 were $216.4 million and $214.9 million, respectively,
compared to $368.6 million and $248.6 million, respectively, for 2003. Included in net premiums written and
earned for 2004 were $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, respectively, included in net
premiums written and earned in 2003. Net premiums written and earned for 2004 reflect a reduction of $96.4
million and $24.9 million, respectively, that had been recorded by the Company as written and earned in prior
periods related to the recapture that occurred in the first quarter of 2004.

Approximately 37.2% of total gross written premiums for Financial Guaranty (including the impact of the
recapture of business previously ceded to the Company by one of the primary insurer customers that occurred in
the first quarter of 2004) were derived from two insurers during 2004. This percentage was 25.9% excluding the
impact of the recapture. The recapture resulted in a reduction of written premiums of $96.4 million and earned
premiums of $24.9 million in the first quarter (and, as a result, the year-to-date-period) of 2004. Five trade credit
insurers were responsible for 25.1% of gross premiums written in the financial guaranty segment (including the
impact of the recapture of business previously ceded to the Company by one of the primary insurer customers) in
2004. This percentage was 17.5% excluding the impact of the recapture.

Net investment income attributable to Financial Guaranty was $85.6 million for 2004 compared to $78.4
million for 2003. This increase was a result of continued growth in invested assets primarily due to positive
operating cash flows and a $65.0 million capital contribution in January 2004. Equity in net income of affiliates
attributable to the Financial Guaranty segment for 2004 was $1.4 million compared to $10.0 million in 2003,
primarily related to the Company’s investment in Primus. The results of Primus tend to fluctuate because much
of their earnings are derived from mark-to-market gains and losses. In September 2004, Primus sold shares of its
common stock in a public offering. The Company sold a portion of its shares in Primus in this initial public
offering. As a result of the sale of a portion of its shares, the Company recorded a gain of approximately $1.0
million. The sale of its shares reduced the Company’s percentage ownership of Primus to approximately 11%.
Also, as a result of the Company’s reduced ownership and influence over Primus resulting from its becoming a
public company, the Company transferred its investment in Primus to its equity investment portfolio and began
recording change 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.

The provision for losses was $55.9 million for 2004 compared to $166.8 million for 2003. The provision for
losses represented 26.0% of net premiums earned (including the impact of the recapture of business previously
ceded to the Company by one primary insurer customer in the first quarter of 2004) for 2004, compared to 67.1%
for 2003. The provision for losses was 23.3% of net premiums earned for 2004, excluding the impact of the
recapture. The provision for losses in 2003 includes $111.0 million related to Conseco Finance Corp. The
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Company paid $30.7 million in claims in 2004 related to this transaction. The Company expects that losses
related to this transaction will be paid out over the next several years. The Company closely monitors troubled
credits through its internal classification process. Credits classified as “intensified surveillance” are defined as
obligations where continued performance is questionable and in the absence of a positive change may result in
non-payment. At December 31, 2004, the Company had $261.1 million of exposure on five credits greater than
$25 million that were classified as intensified surveillance compared to $367.0 million of exposure on four such
credits at December 31, 2003.

Policy acquisition costs and other operating expenses were $98.7 million for 2004 compared to $96.4
million for 2003. The amount reported in 2004 reflects a $9.8 million reduction in acquisition costs resulting
from the recapture. The expense ratio of 45.9% (including the impact of the recapture) for 2004 was up from
38.8% for 2003, due to higher expenses, primarily in personnel costs and outside service costs, to support the
current and expected increase in the volumes of business and to gain deeper expertise in the risk management
area. The expense ratio was 45.2% for 2004, excluding the impact of the recapture. Included in policy acquisition
costs for 2004 were $8.7 million of origination costs related to derivative financial guaranty contracts, compared
to $6.6 million for 2003. For 2004 and 2003, interest expense was $12.0 million and $12.9 million, respectively.
The amount reported in 2003 included interest on $75.0 million of EFSG’s short-term debt that matured during
the first quarter of 2003. The amount reported in 2003 and 2004 includes interest on the parent company’s
outstanding indebtedness allocated to the Financial Guaranty segment. Changes in the fair value of derivative
instruments increased to $34.9 million for 2004 compared to $0.8 million in 2003. These changes related to
mark-to-market gains and losses on derivative instruments that resulted from tighter credit spreads in 2004. The
amount reported in 2004 included a $0.8 million loss related to the recapture. During 2004, the Company
received $2.9 million as settlement proceeds on derivative financial guaranty contracts and paid $14.6 million as
settlements on derivative financial guaranty contracts. The Company received $11.5 million as settlement
proceeds on derivative financial guaranty contracts in 2003 and paid $14.0 million as settlements on derivative
financial guaranty contracts during 2003.

The effective tax rate was 23.9% for 2004, compared to 17.2% for 2003 and 27.6% for 2002. The low
effective tax rate for 2004 reflects the lower level of pre-tax income driven primarily by the recapture, which
caused a higher percentage of pre-tax income to be from investment income, much of which is derived from
investments in tax-advantaged securities. The lower effective tax rate for 2003 reflects a higher proportion of tax-
exempt income to total income resulting from the overall decline in 2003 earnings as a result of the charge for
Conseco Finance Corp.

Net income attributable to Financial Guaranty for 2003 was $63.6 million, a $29.5 million or 31.7% decrease
from $93.1 million for 2002. In the fourth quarter of 2003, Financial Guaranty added $96.0 million to its loss
reserves in anticipation of approximately $111.0 million in claims from a single manufactured housing transaction
originated and serviced by Conseco Finance Corp. Net premiums written and earned for 2003 were $368.6 million
and $248.6 million, respectively, compared to $286.3 million and $186.6 million, respectively, for 2002. Increases
were achieved in earned premiums as a result of continued business growth in all areas of the business, gains on
sales of investments and changes in the fair value of derivative instruments, investment income, equity in net
income of affiliates and other income, offset by the increase in the provision for losses, policy acquisition costs,
other operating expenses and interest expense. Included in net premiums written and earned for 2003 were $54.1
million and $42.0 million, respectively, of credit enhancement fees on derivative financial guaranty contracts,
compared to $40.4 million and $19.8 million of net premiums written and earned in 2002.

Net investment income was $78.4 million for 2003 compared to $71.5 million for 2002. Equity in net
income of affiliates for 2003 was $10.0 million and primarily includes the results related to the Company’s
investment in Primus. The results for Primus in 2002 were immaterial to the Company’s Consolidated Financial
Statements. The provision for losses was $166.8 million for 2003 compared to $48.8 million for 2002. The
provision for losses represented 67.1% of net premiums earned for 2003 compared to 26.2% for 2002. The 2003
provision for losses includes $111.0 million related to Conseco Finance Corp. Policy acquisition and other
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operating expenses were $96.4 million for 2003 compared to $61.6 million in 2002. These expenses were
increased to support the growth in business volumes. The operating expense ratio of 38.8% for 2003 was up from
33.0% in 2002, due to higher commissions associated with higher business volumes. In 2002, the Company
recorded a $6.0 million gain on the curtailment of Financial Guaranty’s employee benefit plans, which offset an
equal amount of other operating expenses. Included in other operating expenses for 2003 and 2002 were $6.6
million and $4.3 million, respectively, of origination costs related to derivative financial guaranty contracts.
Interest expense was $12.9 million for 2003 compared to $9.6 million for 2002. This increase represented interest
on the $75.0 million of short-term debt, which matured in March 2003, as well as interest on the Company’s
outstanding indebtedness allocated to Financial Guaranty. Net gains on sales of investments were $11.5 million
for 2003 compared to $2.4 million for 2002. The change in fair value of derivative instruments was a gain of $0.8
million in 2003 compared to a loss of $13.5 million in 2002. During 2003, Financial Guaranty received $11.5
million as settlement proceeds and paid out $14.0 million related to the settlement of derivative financial
guaranty contracts that are considered to be credit derivatives. There were no such settlements in 2002.

Financial Services — Results of Operations

The financial services segment includes the credit-based businesses conducted through the Company’s
affiliates, C-BASS and Sherman. The Company owns a 46% interest in C-BASS. Effective January 1, 2003,
Sherman’s management exercised its rights to acquire additional ownership of Sherman, reducing the Company’s
ownership interest in Sherman from 45.5% to 41.5%. The Company recorded a $1.3 million loss on this
transaction. C-BASS is a mortgage investment and servicing firm specializing in credit-sensitive, single-family
residential mortgage assets and residential mortgage-backed securities. 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. Sherman is a consumer asset and servicing firm specializing in 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 and subsequently collects upon these
receivables. The financial services segment also includes the operations of RadianExpress. In December 2003,
the Company announced that it would cease operations at RadianExpress. The Company’s decision followed its
receipt in July 2003 of a decision by the California Commissioner of Insurance sustaining a California cease and
desist order applicable to the Company’s offering of its 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 all remaining transactions. Following the cessation of operations at RadianExpress, the Company’s
financial services business consists primarily of its ownership interest in C-BASS and its interest in Sherman.

Net income attributable to the financial services segment for 2004 was $112.5 million compared to $42.5
million for 2003. Equity in net income of affiliates (pre-tax) was $179.1 million for 2004, compared to $95.5
million for 2003. C-BASS accounted for $95.9 million (pre-tax) of the total net income of affiliates in 2004
compared to $66.1 million (pre-tax) in 2003. This reflected the growth in C-BASS’s assets on their balance sheet
and in their off-balance sheet securitizations. These results could vary significantly from period to period because
a portion of C-BASS’s income is dependent on its ability to sell mortgage-backed securities in the capital
markets. These mortgage capital markets can be volatile, subject to changes in interest rates, credit spreads and
liquidity. In addition, C-BASS has the right to call many of its mortgage-backed securities for redemption, and it
tends to do so in low interest rate environments, such as have existed recently, which can lead to volatility in its
quarterly results. Equity in net income of affiliates included $83.3 million (pre-tax) for Sherman in 2004
compared to $29.4 million (pre-tax) in 2003. This resulted primarily from the growth in Sherman’s portfolio over
the past several years and some gains from a favorable seller’s market for charged-off consumer assets and
mortgage receivables in 2004.

RadianExpress, currently operating on a run-off basis, had revenues of $2.0 million and expenses of $3.2
million in 2004 compared to $19.8 million and $38.7 million, respectively, in 2003. Included in operating
expenses for 2003 was a $13.0 million charge for the cessation of business at RadianExpress, as well as a $2.3
million provision for uncollectible accounts.
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Net income attributable to the financial services segment for 2003 was $42.5 million, up from $40.3 million
in 2002. Equity in net income of affiliates (pre-tax) was $95.5 million for 2003, up $13.6 million or 16.6% from
the $81.9 million (pre-tax) in 2002. C-BASS accounted for $66.1 million (pre-tax) of the total income from
affiliates in 2003 compared to $63.5 million (pre-tax) in 2002. During 2003, Sherman accounted for $29.4
million (pre-tax) of the total income from affiliates compared to $18.3 million (pre-tax) in 2002.

RadianExpress recorded $19.8 million of revenues and $38.7 million of operating expenses for 2003
compared to $17.4 million and $23.2 million, respectively, in 2002. Included in operating expenses for 2003 is
the $13.0 million described above, as well as a provision for uncollectible accounts of $2.3 million.
RadianExpress processed approximately 271,000 applications during 2003 compared to 341,000 during 2002.

Other

The Company is seeking to sell or otherwise dispose of the remaining assets and operations of Singer Asset
Finance Company L.L.C. (“Singer”), a wholly owned subsidiary of EFSG. Singer had been engaged in the
purchase, servicing, and securitization of assets including state lottery awards and structured settlement
payments, and currently is operating on a run-off basis. Singer’s run-off operations consist of servicing and/or
disposing of Singer’s previously originated assets and servicing its non-consolidated special purpose vehicles.
The results of this subsidiary are not material to the financial results of the Company. At December 31, 2004, the
Company had approximately $413 million and $392 million of non-consolidated assets and liabilities,
respectively, associated with Singer special-purpose vehicles. The Company’s investment in these special-
purpose vehicles was $20.8 million at December 31, 2004. At December 31, 2003, the Company had $465
million and $447 million of non-consolidated assets and liabilities, respectively, associated with Singer special-
purpose vehicles. The Company’s investment in these special purpose vehicles at December 31, 2003 was $18.0
million. In May 2003, the Company restructured and combined approximately $80 million of assets of one of the
special-purpose vehicles into another special-purpose vehicle. This transaction did not have a significant effect
on the Company’s operations. In August 2002, the Company sold substantially all of the assets of a related
subsidiary, Enhance Consumer Services LLC (“ECS”), which had been engaged in the purchase, servicing and
securitization of viatical settlements, to an independent third-party for an aggregate purchase price of $8.4
million, which approximated the carrying value.

Another insurance subsidiary, Van-American Insurance Company, Inc., is engaged on a run-off basis in
reclamation bonds for the coal mining industry and surety bonds covering closure and post-closure obligations of
landfill operations. This business is not material to the financial results of the Company.

The Company, through its ownership of EFSG, owned an indirect 36.0% equity 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, the
Company sold its interest in Exporters for $4.0 million recording a loss of $1.2 million on the sale. Financial
Guaranty provides significant reinsurance capacity to Exporters on a quota-share, surplus-share and excess-of-
loss basis. The Company’s related reinsurance exposure at December 31, 2004 was approximately $137.2 million
compared to $318.0 million at December 31, 2003. This exposure is expected to run off over approximately
seven years. The Company had reserves of $11.9 million and $14.5 million at December 31, 2004 and December
31, 2003, respectively, for this exposure.

Contractual Obligations and Commitments and Off-Balance-Sheet Arrangements

The Company has various contractual obligations that are recorded as liabilities in its Consolidated
Financial Statements. Other items, including payments under operating lease agreements, are not recorded on the
balance sheet as liabilities but represent a contractual commitment to pay.

The following table summarizes the Company’s significant contractual obligations and commitments as of
December 31, 2004 and the future periods in which such obligations are expected to be settled in cash. Although
the majority of the Company’s loss reserves do not represent contractual obligations and commitments under the
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SEC definition, they are included in the table because they represent management’s estimate of the claims that
the Company will be required to pay on its mortgage insurance and financial guaranty contracts. The table also
reflects the timing of principal payments on outstanding debt. Additional details regarding these obligations are
provided in the Notes to the Consolidated Financial Statements as referenced in the table:

Payments Due by Period
Less than More than
Total 1 Year 1-3 years 4-5 years 5 years
(in thousands)
Long-term debt (NOt€ 7) ... $ 717640 $ — $ — $§ — $717,640
Operating lease commitments (Note 14) . .......... 117,532 11,939 21,354 10,688 73,551

Purchase obligations .......................... — — — — —
Reserve for losses and loss adjustment expenses
(Notes2and 6) (1) ...... ... 734,515 196,143 526,872 6,200 5,300

Total ...... ... ... .. $1,569,687 $208,082 $548,226 $16,888 $796,491

(1) The Company’s reserve for losses and loss adjustment expenses reflects the application of accounting
policies described in “Critical Accounting Policies-Reserve for Losses.” The Company has financial
guaranty non-specific reserves of $66.5 million that are not included in the table. The payments due by
period are rough estimates and assume that all of the loss reserves included in the table will result in claim
payments.

The Company also has obligations with respect to its pension, postretirement and other benefit plans. See
Note 13 to the Consolidated Financial Statements.

The Company also has certain contractual arrangements that would require the Company to make payments
or provide funding if certain circumstances occur (“contingent commitments”). The Company does not currently
expect that these contingent commitments will result in any amounts being paid by the Company.

The Company has provided to Sherman, in an arms-length transaction, a $150 million financial guaranty
policy in connection with a structured financing of a pool of receivables previously acquired by Sherman.

The Company has guaranteed payments of up to $25.0 million of a revolving credit facility issued to
Sherman, a 41.5%-owned affiliate of Financial Guaranty. This facility expired December 31, 2004 and has been
renewed until December 31, 2005. There have been no drawdowns on this facility.

Investments

The Company is required to group assets in its investment portfolio into one of three categories: held to
maturity, available for sale or trading securities. Fixed-maturity securities for which the Company has the
positive intent and ability to hold to maturity are classified as held to maturity and reported at amortized cost.
Investments classified as available for sale are reported at fair value, with unrealized gains and losses (net of tax)
reported as a separate component of stockholders’ equity under accumulated other comprehensive income.
Investments classified as trading securities are reported at fair value, with unrealized gains and losses (net of tax)
reported as a separate component of income. For securities classified as either available for sale or held to
maturity, the Company conducts a quarterly evaluation of declines in market value of the investment portfolio
asset basis to determine whether the decline is other-than-temporary. This evaluation includes a review of (1) the
length of time and extent to which fair value is below amortized cost; (2) issuer financial condition; and (3) intent
and ability of the Company to retain its investment over a period of time to allow recovery in fair value. The
Company uses a 20% decline in price over four continuous quarters as a guide in identifying those securities that
should be evaluated for impairment. For securities that have experienced rapid price declines or unrealized losses
of less than 20% over periods in excess of four consecutive quarters, classification as other-than-temporary is
considered. Factors influencing this consideration include an analysis of the security issuer’s financial
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performance, financial condition and general economic conditions. If the decline in fair value is judged to be
other-than-temporary, the cost basis of the individual security is written down to fair value through earnings as a
realized loss and fair value becomes the new basis. At December 31, 2004 and 2003, there were no investments
held in the portfolio that met these criteria. During 2003, the Company recorded $4.3 million (pre-tax) of charges
related to declines in fair value considered to be other-than-temporary. There were no such charges in 2004.
Realized gains and losses are determined on a specific identification method and are included in income. Other
invested assets consist of residential mortgage-backed securities and are carried at fair value.

At December 31, 2004, fixed-maturity investments available for sale had gross unrealized losses of $9.8
million. At December 31, 2004, there were no gross unrealized losses on equity securities available for sale. For
these securities in an unrealized loss position at December 31, 2004, the length of time such securities have been
in an unrealized loss position, as measured by their month-end fair values was as follows:

Number of
Securities  Fair Value Amortized Cost Unrealized Loss

(dollar amounts in millions)

Lessthan 6months . ... ..oooven e 193 $238.6 $241.4 $2.8
6to9months .......... ... .. ... ... ... 40 144.1 148.2 4.1
9tol12months ......... ... ... ... ... ... ... 7 194 19.9 0.5
Morethan 12months . ........... ... ... ... ...... ﬂ 89.0 90.9 1.9

Subtotal . ...... ... . . 310 491.1 500.4 9.3
U.S. Treasury and Agency securities . ................ 27 68.7 69.2 0.5

Total ... .. ﬁ $559.8 $569.6 $9.8

Of the 70 securities that have been in an unrealized loss position for more than 12 months, none has an
unrealized loss of more than 20% of that security’s amortized cost and none required recognition as other-than-
temporary in the Company’s judgment.

The contractual maturity of securities in an unrealized loss position at December 31, 2004 was as follows:

Fair Value Amortized Cost Unrealized Loss

(dollar amounts in millions)

2005 .o $ 41.0 $ 41.1 $0.1
2000 —2009 . ..o 58.6 59.2 0.6
2010 = 2014 . . 69.2 72.6 34
2015 and Jater . ... 282.7 286.8 4.1
Mortgage-backed and other asset-backed securities . .............. 97.7 99.0 1.3
Redeemable preferred stock .......... ... .. .. .. . ., 10.6 10.9 0.3

Total ... $559.8 $569.6 $9.8

Liquidity and Capital Resources

As a holding company, the Company conducts its principal operations through Mortgage Insurance and
Financial Guaranty. There are regulatory and contractual limitations on the payment of dividends and other
distributions from the Company’s insurance subsidiaries, but these limitations are not expected to prevent the
payment of necessary dividends or distributions to the Company during at least the next 12 months. The
Company believes that it will be able to satisfy the majority of its long-term (more than 12 months) liquidity
needs with cash flow from Mortgage Insurance and Financial Guaranty. Based on the Company’s current
intention to pay quarterly common stock dividends of approximately $0.02 per share, the Company would
require approximately $7.4 million for 2005 to pay the quarterly dividends on the shares of its common stock that
were outstanding at December 31, 2004. At December 31, 2004, the parent company had cash and liquid
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investment securities of $199.1 million. The Company will also require approximately $38.2 million annually to
pay the debt service on its currently outstanding long-term financing. The Company believes that it has the
resources to meet these cash requirements for at least the next 12 months.

The Company’s sources of working capital consist primarily of premiums and investment income. Working
capital is applied primarily to the payment of the Company’s claims and operating expenses. Cash flows from
operating activities for the year ended December 31, 2004 were $327.0 million compared to $535.0 million for
2003. This decrease resulted primarily from the payment of $76.9 million made as a result of the recapture of
previously ceded business that occurred in the first quarter of 2004 coupled with higher claims paid and
operating expenditures. Positive cash flows are invested pending future payments of claims and other expenses.
The Company believes that the operating cash flows generated by each of its insurance subsidiaries will provide
those subsidiaries with sufficient funds to satisfy their claim payments and operating expenses for at least the
next 12 months. The Company believes that it has the ability to fund additional cash flow needs, if any, through
sales of short-term investments. The weighted average duration of the assets in the Company’s investment
portfolio as of December 31, 2004 was 4.33 years. In the unlikely event that the Company is unable to satisfy
claims and operating expenses through the sale of short-term investments, the Company may be required to incur
unanticipated capital losses or delays in connection with the sale of less liquid securities held by the Company. In
any event, the Company does not anticipate the need for borrowings, under credit facilities or otherwise, to
satisfy claims or other operating expenses.

The following table reconciles net income to cash flows from operating activities for the years ended
December 31, 2004 and 2003:

December 31 December 31

2004 2003
(in thousands)
NELINCOME « . o oo e e e e e e e e $ 518,653 $ 385,901
INCIEASE INTESEIVES . . v vttt e e e e e e e e e e e e e e e 7,008 167,579
Deferred taX provision ... ........o .ttt 135,026 74,691
Cash paid for clawback (1) ....... . . (76,882) —
Increase in unearned Premiums ... ...ovvv vttt e 51,316 100,521
Decrease (increase) in deferred policy acquisition costs . .. .................. 7,524 (35,192)
Equity in earnings of affiliates ............ ... ... .. . . i (180,550)  (105,476)
Change in prepaid federal income taxes (1) ........... ... ... . ... (101,309) (64,704)
O heT .o (33,787) 11,664
Cash flows from Operations . . . ... ... ..ottt et $ 326,999 $ 534,984

(1) Cash item.

Recently, the Company has experienced a trend toward a reduction in cash flow from operations compared
to net income, primarily because an increasing portion of the Company’s net income has been derived from the
Company’s equity in earnings of affiliates, which does not represent cash flow. This trend also has resulted
because of rising costs imposed by infrastructure and regulatory requirements and because the Company has been
required to use more operating cash to pay taxes currently. This trend is exaggerated in periods like the first
quarters of 2004 and 2005, which experienced or will experience the immediate impact of the exercise of
recapture rights by financial guaranty reinsurance customers. The Company does not expect net income to
greatly exceed cash flows in periods that are not impacted by the exercise of such recapture rights.

Stockholders’ equity increased to $3.7 billion at December 31, 2004 compared to $3.2 billion at December
31, 2003. This increase in stockholders’ equity resulted from net income of $518.7 million, proceeds from the
issuance of common stock of $22.9 million and an increase in the market value of securities available for sale of
$35.9 million, net of tax, offset by dividends of $7.6 million, and the purchase of 2.8 million shares of the
Company’s common stock, net of reissues, for approximately $115.7 million pursuant to the Company’s
repurchase plan described below.
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On September 24, 2002, the Company announced that its Board of Directors authorized the repurchase of up
to 2.5 million shares of its common stock on the open market. Shares were purchased from time to time
depending on the market conditions, share price and other factors. These repurchases were funded from available
working capital. At March 31, 2004, all 2.5 million shares had been repurchased under this program at a cost of
approximately $87.0 million.

On May 11, 2004, the Company announced that its Board of Directors authorized the repurchase of up to
3.0 million shares of its common stock on the open market. On September 8, 2004, the Company announced that
its Board of Directors authorized the repurchase of up to 2.0 million additional shares of its common stock on the
open market. Shares were repurchased from time to time depending on market conditions, share price and other
factors. These purchases were funded from available working capital. At December 31, 2004, 2.2 million shares
had been repurchased under this program at a cost of approximately $102.0 million. All remaining shares under
the program were purchased subsequent to December 31, 2004, at a cost of approximately $133.8 million.

On February 15, 2005, the Company announced that its Board of Directors had authorized the repurchase of
up to 5.0 million shares of its common stock on the open market under a new repurchase plan. This plan has
similar characteristics to the previous plans. Repurchases under this plan commenced upon approval in February
of 2005. The Company may also begin purchasing shares on the open market to meet option exercise obligations,
to fund 401(k) matches and purchases under the Company’s Employee Stock Purchase Plan, and the Company
may consider future stock repurchase programs.

At December 31, 2004, the Company and its subsidiaries had plans to continue investing in significant
information technology and infrastructure upgrades over the next two years at an estimated total cost of $20
million to $30 million. The Company moved its Data Center to Dayton, Ohio during the second quarter of 2003,
which is now in full service. In addition, in 2004 the Company made significant investments in upgrading its
business continuity plan. Cash flows from operations are being used to fund these expenditures, which are
intended to benefit all of the Company’s business segments.

The Company owns a 46% interest in C-BASS. The Company has not made any capital contributions to
C-BASS since the Company acquired its interest in C-BASS in connection with the acquisition of EFSG in
February 2001. C-BASS paid $32.5 million and $15.0 million of dividends to an insurance subsidiary of the
Company during 2004 and 2003, respectively. The distribution of these amounts to the Company by its insurance
subsidiary is subject to regulatory limitations. In January of 2005, an additional dividend of $2.8 million was
received from C-BASS.

The Company owns a 41.5% interest in Sherman. In January 2003, Sherman’s management exercised its
right to acquire additional ownership of Sherman, reducing the Company’s ownership interest in Sherman from
45.5% to 41.5%. The Company received $3.4 million in cash for the 4% interest, recording a $1.3 million loss on
the transaction. The Company guarantees the payment of up to $25.0 million of a revolving credit facility issued
to Sherman that expires in December 2005. There have been no drawdowns on this facility. The Company has
provided to an affiliate of Sherman, in an arms-length transaction, a $150 million financial guaranty policy in
connection with the structured financing of several pools of receivables previously acquired by Sherman.
Sherman paid $49.8 million of dividends to an insurance subsidiary of the Company during 2004 and $12.5
million during 2003. An additional $51.9 million dividend was received from Sherman in January 2005.

The dividends from C-BASS and Sherman were used in part to fund the Company’s stock repurchase
program and to bolster the Company’s investment portfolio.

In January 2002, the Company issued $220 million of senior convertible debentures due 2022.
Approximately $125 million of the proceeds from the offering were used to increase capital at Radian Asset
Assurance. The remaining proceeds were used to redeem the Company’s preferred stock in August 2002, to buy
back the Company’s common stock, and for other general corporate purposes. The debentures bear interest at the
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rate of 2.25% per year and interest is payable semi-annually on January 1 and July 1. The Company may also be
required to pay contingent interest, on specified semi-annual dates, if the sale price of its common stock for a
specified period of time is less than 60% of the conversion price. The debentures are convertible into shares at a
conversion price of $57.75 per share in the following circumstances: (1) if the closing price of the Company’s
outstanding common stock exceeds $69.30 per share for twenty out of any thirty consecutive trading days; (2) if
the trading price of the debentures is more than a specified amount below the conversion value of the debentures
for ten consecutive trading days; (3) at any time before the close of business on the second business day after the
date fixed for redemption pursuant to the Company’s exercise of its call right; (4) following the issuance of
securities by the Company at a rating below a specified level; (5) following a downgrade of the debentures below
a specified level; or (6) following certain major corporate events, such as a change of control. The Company may
redeem all or some of the debentures at any time after providing the requisite notice to holders. On January 3,
2005, $663,000 in principal amount of the debentures was redeemed by holders, leaving $219.3 million in
principal amount outstanding. The remaining debenture holders may not require the Company to repurchase the
debentures until January 1, 2007, and may do so thereafter only on January 1, 2009, 2012 and 2017.

The Company replaced its $250 million revolving credit facility that expired December 2004 with a $400
million unsecured facility comprised of a $100 million 364-day facility that expires on December 15, 2005, and a
$300 million five-year facility that expires on December 16, 2009. The facility bears interest on any amounts
drawn at a rate dependent on the Company’s credit rating at the time of such borrowing and will be calculated
according to, at the Company’s option, a base rate or a Eurocurrency rate, plus an applicable margin and
utilization fee. The facility will be used for working capital and general corporate purposes. There have been no
drawdowns on this facility.

In March 2002, the Company made a $20 million investment in Primus. In 2004, the Company exercised
warrants for an additional $5.5 million investment in Primus. In September 2004, Primus sold shares of its
common stock in an initial public offering. The Company sold 177,556 shares of its Primus common stock in this
offering and received approximately $2.2 million. The Company recorded a pre-tax gain of $1.0 million on this
sale. The Company now owns 4,744,506 shares or approximately 11% of Primus, but these shares are subject to
significant limitations on their sale.

In February 2003, the Company issued $250 million of unsecured senior notes. These notes bear interest at
the rate of 5.625% per annum, payable semi-annually on February 15 and August 15, beginning August 15, 2003.
These notes mature in February 2013. The Company has the option to redeem some or all of the notes at any time
with not less than 30 days’ notice. The Company used a portion of the proceeds from the offering to repay the
$75.0 million in principal outstanding on the 6.75% debentures due March 1, 2003 that EFSG had issued. The
remainder was used for general corporate purposes. In April 2004, the Company entered into an interest-rate
swap contract that effectively converted the interest rate on this fixed-rate debt to a variable rate based on a
spread over the six-month LIBOR for the remaining term of the debt.

In September 2003, Radian Asset Assurance completed a transaction for $150 million of money market
committed preferred custodial trust securities, pursuant to which it entered into a series of three perpetual put
options on its own preferred stock to Radian Asset Securities Inc. (“Radian Asset Securities”), a wholly owned
subsidiary of the Company. Radian Asset Securities in turn entered into a series of three perpetual put options on
its own preferred stock (on substantially identical terms to the Radian Asset Assurance preferred stock). The
counterparties to the Radian Asset Securities put options are three trusts established by two major investment
banks. The trusts were created as a vehicle for providing capital support to Radian Asset Assurance by allowing
Radian Asset Assurance to obtain immediate access to additional capital at its sole discretion at any time through
the exercise of one or more of the put options and the corresponding exercise of one or more corresponding
Radian Asset Securities put options. If the Radian Asset Assurance put options were exercised, Radian Asset
Securities, through the Radian Asset Assurance preferred stock thereby acquired, and investors, through their
equity investment in the Radian Asset Securities preferred stock, would have rights to the assets of Radian Asset
Assurance of an equity investor in Radian Asset Assurance. Such rights would be subordinate to policyholders’
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claims, as well as to claims of general unsecured creditors of Radian Asset Assurance, but ahead of those of the
Company, through EFSG, as the owner of the common stock of Radian Asset Assurance. If all the Radian Asset
Assurance put options were exercised, Radian Asset Assurance would receive up to $150 million in return for the
issuance of its own perpetual preferred stock, the proceeds of which would be usable for any purpose, including
the payment of claims. Dividend payments on the preferred stock will be cumulative only if Radian Asset
Assurance pays dividends on its common stock. Each trust will be restricted to holding high-quality, short-term
commercial paper investments to ensure that it can meet its obligations under the put option. To fund these
investments, each trust will issue its own auction market perpetual preferred stock. Each trust is currently rated
“A” by each of S&P and Fitch.

The Company’s insurance subsidiaries have the ability to allocate capital resources within certain guidelines
by making direct investments. In April 2003, Radian Guaranty invested $100 million in EFSG, for an
approximate 11% ownership interest. This amount was subsequently contributed by EFSG to Radian Asset
Assurance to support growth in the direct financial guaranty business. In January 2004, the Company contributed
an additional $65 million in capital to EFSG that was subsequently contributed to Radian Asset Assurance.
During the first quarter of 2004, EFSG transferred its investment in Sherman in the form of a dividend to Radian
Guaranty.

Critical Accounting Policies

SEC guidance defines Critical Accounting Policies as those that require the application of management’s
most difficult, subjective, or complex judgments, often because of the need to make estimates about the effect of
matters that are inherently uncertain and that may change in subsequent periods. In preparing the Consolidated
Financial Statements, management has made estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting periods. In preparing these financial statements, management has utilized available information
including the Company’s past history, industry standards and the current economic environment, among other
factors, in forming its estimates and judgments, giving due consideration to materiality. Actual results may differ
from those estimates. In addition, other companies may utilize different estimates, which may impact
comparability of the Company’s results of operations to those of companies in similar businesses. A summary of
the accounting policies that management believes are critical to the preparation of the Consolidated Financial
Statements is set forth below.

Reserve for Losses

As described in Notes 2 and 6 to Consolidated Financial Statements, the Company establishes reserves to
provide for losses and the estimated costs of settling claims in both the mortgage insurance and financial
guaranty businesses. Setting loss reserves in both businesses involves significant use of estimates with regard to
the likelihood, magnitude and timing of a loss.

In the mortgage insurance business, reserves for losses generally are not established until the Company is
notified that a borrower has missed two payments. The Company also establishes reserves for associated loss
adjustment expenses (“LAE”), consisting of the estimated cost of the claims administration process, 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. The Company maintains an extensive database of claim payment history and
uses historical models, based on a variety of loan characteristics, including the status of the loan as reported by
its servicer and macroeconomic factors such as regional economic conditions that involve significant variability
over time, as well as more static factors such as the estimated foreclosure period in the area where the default
exists, to help determine the appropriate loss reserve at any point in time. With respect to delinquent loans that
are in an early stage of delinquency, considerable judgment is exercised as to the adequacy of reserve levels.
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Adjustments in estimates for delinquent loans in the early stage of delinquency are more volatile in nature than
for loans that are in the later stage of delinquency. As the delinquency proceeds toward foreclosure, there is more
certainty around these estimates as a result of the aged status of the delinquent loan and adjustments are made to
loss reserves to reflect this updated information. If a default cures, the reserve for that loan is removed from the
reserve for losses and LAE. This curing process causes an appearance of a reduction in reserves from prior years
if the reduction in reserves from cures is greater than the additional reserves for those loans that are nearing
foreclosure or have become claims. The Company also reserves for defaults that the Company believes to have
occurred but that have not been reported, using historical information on defaults not reported on a timely basis
by lending institutions. All estimates are continually reviewed and adjustments are made as they become
necessary. The Company does not establish reserves for mortgages that are in default if the Company believes it
will not be liable for the payment of a claim with respect to that default. Consistent with GAAP and industry
accounting practices, the Company does not establish loss reserves for expected future claims on insured
mortgages that are not in default or believed to be in default.

The Company establishes loss reserves on its non-derivative financial guaranty contracts as discussed in
Note 2 to the Company’s Consolidated Financial Statements. As discussed below, the reserving policies used by
the financial guaranty industry are continuing to evolve and are subject to change.

The Company’s financial guaranty loss reserve policy requires management to make the following key
estimates and judgments:

» Setting both case reserves and allocated non-specific reserves requires the Company to exercise judgment in
estimating the severity of the claim that is likely to result from an identified reserving event, which may be
any amount up to the full amount of the insured obligation. The reliability of this estimate depends on the
reliability of the information regarding the likely severity of the claim and the judgments made by
management with respect to that information. Even when the Company is aware of the occurrence of an
event that requires the establishment of a reserve, the Company’s estimate of the severity of the claim that is
likely to result from that event may not be correct.

— At December 31, 2004, the Company had case reserves of $98.4 million. Of this amount, $80.3 million
was attributable to a single manufactured housing transaction originated and serviced by Conseco
Finance Corp. The Company has a high degree of certainty that it will suffer losses with respect to this
insured obligation equal to the amount reserved, which equals the total amount of the remaining
insured obligation. The case reserves also include $10.0 million attributable to 29 reinsured obligations
on which the Company’s total par outstanding is $39.3 million. These reserves are established based on
amounts conveyed to the Company by the ceding companies and confirmed by the Company and the
Company does not have any reasonable expectation that the ultimate losses will deviate materially
from the amount reserved. The remaining $8.1 million of case reserves is attributable to two insured
obligations with a total par outstanding of $17.6 million, and the Company does not have any
reasonable expectation that the ultimate losses will deviate materially from the amount reserved.

— At December 31, 2004, one credit was included in the Company’s allocated non-specific reserves. The
Company has a high degree of certainty that it will suffer losses with respect to this insured obligation
equal to the amount reserved, which is the total $9.8 million par amount of the insured obligation.

e The Company’s unallocated non-specific reserves are established over time by applying expected default
factors to the premiums earned during each reporting period on each credit for which the Company has not
established a case reserve or an allocated non-specific reserve. The expected default factor for each credit is
derived by dividing the expected losses on that credit over its life by the premiums expected to be earned on
that credit over its life. The expected life-time losses for each credit are determined by multiplying the
expected frequency of losses on that credit by the expected severity of losses on that credit and multiplying
this number, the loss factor, by that credit’s outstanding par amount. The expected frequency and severity of
losses for each credit are generated from three sources — two that are published by major rating agencies and
one that is generated by a proprietary internal model — based on the product class, published rating and term
to maturity for each credit. The Company sets the expected life-time losses for each credit at the approximate

92



mid-point of the range between the highest and lowest expected life-time loss factors generated by the rating
agency and internally generated models. The default rates published by rating agencies tend to be very low
because the Company primarily insures investment-grade obligations that, historically, have a very low
probability of default. Although the default rate is low, the amount of losses upon default can be very high
because the Company tends to insure large financial obligations. Because of the low incidence of losses on
financial guaranty obligations, it is also very difficult to estimate the timing of losses on the Company’s
insured obligations for which the Company has not yet established a case reserve or allocated non-specific
reserve. The default factors for the years ended December 31, 2004, 2003 and 2002 approximated 10% of
earned premiums on public finance credits and 20% of earned premiums on structured finance credits.

e The Company’s unallocated non-specific loss reserve at December 31, 2004 was $56.7 million. The range
between the unallocated non-specific reserves that would have resulted from applying the highest and lowest
default factors generated by any of the three models was approximately $30 million to $80 million, which the
Company believes provides a reasonably likely range of expected losses. None of the product types insured
by the Company accounted for a materially disproportionate share of the variability within that range.

e At each balance sheet date, the Company also evaluates both the model-generated default factors and its
unallocated non-specific reserves against management’s subjective view of qualitative factors to ensure that
the default factors and the unallocated non-specific reserves represent management’s best estimate of the
expected losses on the Company’s portfolio of credits for which it has not established a case reserve or an
allocated non-specific reserve. These qualitative factors include existing economic and business conditions,
overall credit quality trends resulting from industry, geographic, economic and political conditions, recent
loss experience in particular segments of the portfolio, changes in underwriting policies and procedures and
seasoning of the book of business. The macroeconomic factors that the Company evaluates are outside of the
Company’s control and are subject to considerable variability. The Company-specific factors that the
Company evaluates also require the Company to make subjective judgments. In addition, a significant
change in the size of the Company’s portfolio underlying the unallocated non-specific reserves, such as
through the expiration of policies or the refunding or recapture of insured exposures, could require an
adjustment to the default factors or the Company’s level of unallocated non-specific reserves. To date, the
Company’s evaluation of these qualitative factors has not led the Company to adjust the default factors or its
level of unallocated non-specific reserves.

The Company’s estimates of its reserves for losses and LAE for Financial Guaranty’s other lines of
business, primarily trade credit reinsurance, depend upon the receipt of accurate reports and individual loss
estimates from ceding companies. The time lag in receiving reports on individual loss estimates in trade credit
reinsurance is generally three to six months. The Company uses historical loss information and makes inquiries
to the cedants of known events as a means of validating its loss assumptions while awaiting more formal updated
reports. Any differences in viewpoints are resolved expeditiously and have historically not resulted in material
adjustments. In addition, a reserve is included for losses and LAE incurred but not reported (“IBNR”), on trade
credit insurance.

Setting the loss reserves in both business segments involves significant reliance upon estimates with regard
to the likelihood, magnitude and timing of a loss. The models and estimates the Company uses to establish loss
reserves may not prove to be accurate, especially during an extended economic downturn. There can be no
assurance that the Company has correctly estimated the necessary amount of reserves or that the reserves
established will be adequate to cover ultimate losses on incurred defaults.

In January and February of 2005, the Company 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. The Company understands 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, the Company and the rest of the financial guaranty industry may be required to change some
aspects of their accounting policies. If the FASB or the SEC were to determine that the Company should account
for its financial guaranty contracts differently, for example by requiring them to be treated solely as one or the
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other of short-duration or long-duration contracts under SFAS No. 60, this determination could impact the
Company’s 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 the Company’s financial condition or operating results.

Derivative Instruments and Hedging Activity

The Company accounts for derivatives under SFAS No. 133, as amended and interpreted. The convertible
debt securities included in the Company’s investment portfolio and certain of the Company’s financial guaranty
contracts are considered “derivatives.” Under SFAS No. 133, the convertible debt and redeemable preferred
securities included in the Company’s investment portfolio must be characterized as hybrid securities because
they generally combine both debt and equity characteristics. The hybrid classification requires that the
convertible security valuation be separated into a fixed-income component and an equity derivative component.
Valuation changes on the fixed-income component are recorded as other comprehensive income on the
Consolidated Balance Sheets while valuation changes on the equity derivative component are recorded as gains
and losses on the Statements of Income. The Company believes that the market valuation of each hybrid
convertible security is appropriately allocated to its fixed-income and equity derivative components. The gains
and losses on direct derivative financial guaranty contracts are derived from internally generated models. The
gains and losses on assumed derivative financial guaranty contracts are provided by the primary insurance
companies. Estimated fair value amounts are determined by the Company using market information to the extent
available, and appropriate valuation methodologies. Significant differences may exist with respect to the
available market information and assumptions used to determine gains and losses on derivative financial
guaranty contracts. Considerable judgment is required to interpret market data to develop the estimates of fair
value. Accordingly, the estimates are not necessarily indicative of amounts the Company could realize in a
current market exchange due to the lack of a liquid market. The use of different market assumptions and/or
estimation methodologies may have a significant effect on the estimated fair value amounts.

A summary of the Company’s derivative information as of and for the periods indicated is as follows:

December 31
2004 2003

(in millions)

Balance Sheet
Trading Securities

Amortized COSt ... ... . $ 654 $ 504

Fairvalue ........ ... . . 86.3 53.8
Derivative Financial Guaranty Contracts

Notional value .. ...t $12,500.0 $10,500.0

Gross unrealized gains .......... .. .. . . ... $ 749 § 575

Gross unrealized 10SS€s .. ...t 49.6 73.6

Net unrealized gains (I0SS€S) .. ..o vvvvieieena .. $ 253 $ (6.1

The components of the change in fair value of derivative instruments are as follows:

Year Ended December 31
2004 2003 2002

(in millions)

Income Statement

Trading SECUTTHES . ...\ vttt $174 $52 $(0.3)
Derivative Financial Guaranty Contracts ................... 29.7 (1.1) (12.7)
Net gains (I0SS€S) .« . vt v v ettt e $47.1  $41 $(13.0)




The following table presents information at December 31, 2004 and 2003 related to net unrealized gains
(losses) on derivative financial guaranty contracts (included in accounts payable and accrued expenses on the
Consolidated Balance Sheets).

December 31 December 31

2004 2003
(in millions)

Balance atJanuary 1 ............. ... $(16.1) $(17.5)
Net unrealized gains (losses) recorded . ........ ... . ..., 29.7 (1.1)
Settlements of derivatives contracts

RECIPLS . ottt 2.9) (11.5)

Payments ... ... 14.6 14.0
Balance at December 31 ... ... ... $253 $(16.1)

The application of SFAS No. 133, as amended, could result in volatility from period to period in gains and
losses as reported on the Company’s Consolidated Statements of Income. These gains and losses result primarily
from changes in corporate credit spreads, changes in the creditworthiness of underlying corporate entities, and
the equity performance of the entities underlying the convertible investments. The Company is unable to predict
the effect this volatility may have on its financial position or results of operations.

The Company records premiums and origination costs related to credit default swaps and certain other
financial guaranty contracts in premiums written and policy acquisition costs, respectively, on the Consolidated
Statements of Income. See Management’s Discussion and Analysis of Financial Condition and Results of
Operations-Financial Guaranty-Results of Operations. The Company’s classification of these contracts is the
same whether the Company is a direct writer or the Company assumes these contracts.

The Company has entered into a derivative to hedge the interest rate risk related to the issuance of certain
long-term debt in accordance with the Company’s risk management policies. As of December 31, 2004, there
were two interest rate swaps. The interest rate swaps have been designed as fair value hedges and hedge the
change in fair value of the debt arising from interest rate movements. During 2004, the fair value hedge was
100% effective. Therefore, the changes in the derivative instruments in the Consolidated Statements of Income
were offset by the change in the fair value of the hedged debt.

This interest rate swap contracts mature in February 2013. Terms of the interest rate swap contracts at
December 31, 2004 were as follows (dollars in thousands):

NOHONAL AMOUNE .« .« o v et e e e e e e e e e e e e e e e e e e $250,000
Rate received — Fixed ... ... .. 5.625%
Rate paid — Floating (@) ... ... ..ottt e e 3.823%
Maturity date . ... ...ttt February 15, 2013
Unrealized gain ........ ... it $1,841

(a) The December 31, 2004 six-month LIBOR forward rate at the next swap payment date plus 87.4 basis
points.

In October 2004, the Company entered into transactions to lock in treasury rates that would have served as a
hedge in the event the Company issued long-term debt. The notional value of the hedges is $120 million at a
blended rate of 4.075%. At December 31, 2004, the Company had a $1.5 million unrealized gain recorded on the
hedges.

In January 2005, the Company discontinued the hedge arrangements and received payments from its
counterparties. The Company realized a gain of $1.0 million at termination in 2005.
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Deferred Policy Acquisition Costs

Costs associated with the acquisition of mortgage insurance business, consisting of compensation and other
policy issuance and underwriting expenses, are initially deferred and reported as deferred policy acquisition
costs. Because SFAS No. 60 specifically excludes mortgage guaranty insurance from its guidance relating to the
amortization of deferred policy acquisition costs, amortization of these costs for each underwriting year book of
business is charged against revenue in proportion to estimated gross profits over the estimated life of the policies
using the guidance provided by SFAS No. 97, “Accounting and Reporting by Insurance Enterprises for Certain
Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments.” This includes
accruing interest on the unamortized balance of deferred policy acquisition costs. Estimates of expected gross
profit including persistency and loss development assumptions for each underwriting year used as a basis for
amortization are evaluated regularly, and the total amortization recorded to date is adjusted by a charge or credit
to the statement of earnings if actual experience or other evidence suggests that earlier estimates should be
revised. Considerable judgment is used in evaluating these factors when updating the assumptions. The use of
different assumptions would have a significant effect on the amortization of deferred policy acquisition costs. In
2004, as a result of these evaluations, the Company accelerated the amortization of $11.6 million of deferred
policy acquisition costs.

Deferred policy acquisition costs in the financial guaranty business are comprised of those expenses that
vary with, and are primarily related to, the production of insurance premiums, including: commissions paid on
reinsurance assumed, salaries and related costs of underwriting and marketing personnel, rating agency fees,
premium taxes and certain other underwriting expenses, offset by commission income on premiums ceded to
reinsurers. Acquisition costs are deferred and amortized over the period in which the related premiums are earned
for each underwriting year. The amortization of deferred policy acquisition costs is adjusted regularly based on
the expected timing of both upfront and installment-based premiums. The estimation of installment-based
premiums requires considerable judgment and different assumptions could produce different results.

Recent Accounting Pronouncements

In January 2003, the FASB issued FASB Interpretation (“FIN”) No. 46, “Consolidation of Variable Interest
Entities.” FIN 46 clarifies the application of Accounting Research Bulletin No. 51, “Consolidated Financial
Statements,” to certain entities in which equity investors do not have the characteristics of a controlling financial
interest or do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties. In December 2003, FIN 46 was revised in FIN 46R. FIN 46R
scopes out many but not all businesses, as business is defined in FIN 46. The FASB partially delayed FIN 46’s
implementation until no later than the end of the first reporting period after March 15, 2004. However, the
Company has been a transferor of financial assets to entities that are considered to be qualifying special-purpose
entities (“QSPEs”) as described in SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities.” These QSPEs are not within the scope of FIN 46. In management’s opinion,
FIN 46 did not have a material effect on the Company’s financial statements.

In May 2003, the FASB issued SFAS No. 150, “Accounting For Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” SFAS No. 150 amends certain paragraphs of FASB Statements
No. 128 and No. 133 and is effective for financial instruments entered into or modified after May 31, 2003.
SFAS No. 150 establishes standards for how an issuer classifies and measures certain financial instruments with
characteristics of both liabilities and equity. It requires an issuer to classify a financial instrument that is within
its scope as a liability (or an asset, in some circumstances). SFAS No. 150 has not had a material impact on the
Company’s financial statements. The FASB is addressing certain implementation issues associated with the
application of SFAS No. 150. In October 2003, the FASB decided to defer certain provisions of SFAS No. 150
related to mandatory redeemable financial instruments representing noncontrolling interests in subsidiaries
included in consolidated financial statements. The Company will monitor the actions of the FASB and assess the
impact, if any, that these actions may have on the Company’s financial statements.
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In March 2004, the FASB Emerging Issues Task Force (“EITF”) reached a consensus regarding EITF 03-1,
“The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments”. The consensus
provides guidance for evaluating whether an investment is other-than-temporarily impaired and was effective for
other-than-temporary impairment evaluations made in reporting periods beginning after June 15, 2004.

However, the guidance contained in paragraphs 10-20 of this Issue has been delayed by FASB Staff Position
(“FSP”) EITF Issue 03-1-1, “Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments,” posted September 30, 2004. The delay
of the effective date for paragraphs 10-20 will be superseded concurrent with the final issuance of proposed FSP
EITF Issue 03-1-a, “Implication Guidance For the Application of Paragraph 16 of EITF Issue No. 03-1, The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments.” The proposed FSP
would provide implementation guidance with respect to debt securities that are impaired solely due to interest
rates and/or sector spreads and analyzed for other-than-temporary impairment. The disclosures continue to be
effective for the Company’s consolidated financial statements for fiscal years ending after December 15, 2003,
for investments accounted for under SFAS No. 115 and No. 124. For all other investments within the scope of
this Issue, the disclosures continue to be effective for fiscal years ending after June 15, 2004. The additional
disclosures for cost method investments continue to be effective for fiscal years ending after June 15, 2004.

The FASB ratified EITF Issue 04-08 “The Effects of Contingently Convertible Instruments on Diluted
Earnings per Share,” which requires that contingently convertible debt be included in calculating diluted earnings
per share regardless of whether the contingent feature has been met. The Company’s convertible debt outstanding
of $220 million is contingently convertible. The effective date is for reporting periods after December 15, 2004.
At December 31, 2004, diluted earnings per share included the impact of shares that were subject to issuance
upon conversion of the Company’s contingently convertible debt and prior period earnings per share amounts
presented for comparative purposes have been restated to comply with the requirements.

In December 2004, the FASB issued Statement 123 (revised 2004) (“SFAS No. 123R”) that will require
compensation costs related to share-based payment transactions to be recognized in the financial statements. The
compensation costs, with limited exceptions, will be measured based on the grant-date fair value of the equity or
liability instrument issued. Liability awards will be required to be re-measured each reporting period.
Compensation cost will be recognized over the period that an employee provides service in exchange for the
award. SFAS No. 123R replaces SFAS No. 123 and supersedes APB 25. This statement is effective for interim
periods beginning after June 15, 2005 and applies to all awards granted after the effective date and requires the
reporting of the cumulative effective of applying this statement as of this date. Management is in the process of
reviewing this Statement and assessing the impact it will have on the Company’s financial statements.

97



Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company manages its investment portfolio to achieve safety and liquidity, while seeking to maximize
total return. The Company believes it can achieve these objectives by active portfolio management and intensive
monitoring of investments. Market risk represents the potential for loss due to adverse changes in the fair value
of financial instruments. The market risk related to financial instruments primarily relates to the investment
portfolio, which exposes the Company to risks related to interest rates, default, prepayments, and declines in
equity prices. Interest rate risk is the price sensitivity of a fixed-income security to changes in interest rates. The
Company views these potential changes in price within the overall context of asset and liability management.
The Company’s analysts estimate the payout pattern of the mortgage insurance loss reserves to determine their
duration, which are the weighted average payments expressed in years. The Company sets duration targets for
fixed-income investment portfolios that it believes mitigate the overall effect of interest rate risk. In April 2004,
the Company entered into an interest-rate swap that, in effect, converted a portion of the fixed-rate long-term
debt to a spread over the six-month LIBOR for the remaining term of the debt. As of December 31, 2004, the
average duration of the fixed-income portfolio was 4.33 years. Based upon assumptions the Company uses in its
duration calculations, increases in interest rates of 100 and 150 basis points would cause decreases in the market
value of the fixed-maturity portfolio (excluding short-term investments) of approximately 4.7% and 7.2%,
respectively. Similarly, a decrease in interest rates of 100 and 150 basis points would cause increases in the
market value of the fixed-maturity portfolio of approximately 5.1% and 7.9%, respectively. At December 31,
2004, the Company had no material foreign investments and its investment in non-investment-grade fixed-
income securities was $3.1 million. At December 31, 2004, the market value and cost of the Company’s equity
securities were $335.5 million and $250.6 million, respectively. In addition, the market value and cost of the
Company’s long-term debt at December 31, 2004 were $770.8 million and $ 717.6 million, respectively.

98



Item 8. Financial Statements and Supplementary Data

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

PAGE

REPORT ON MANAGEMENT’S RESPONSIBILITY ....... ... i 100
MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL

REPORTING . ..o e 101
REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGFIRM ................... 102
CONSOLIDATED BALANCE SHEETS . ... ... e 104
CONSOLIDATED STATEMENTS OFINCOME .. ... ... .. i 105
CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS’ EQUITY ..... 106
CONSOLIDATED STATEMENTS OF CASHFLOWS .. ... ... .. 107
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ... ... .. ... .. . i 108

99



REPORT ON MANAGEMENT’S RESPONSIBILITY

Management is responsible for the preparation, integrity and objectivity of the consolidated financial
statements and other financial information presented in this annual report. The accompanying consolidated
financial statements were prepared in accordance with accounting principles generally accepted in the United
States of America, applying certain estimations and judgments as required.

The board of directors exercises its responsibility for the financial statements through its Audit and Risk
Management Committee, which consists entirely of independent non-management board members. The Audit
and Risk Management Committee meets periodically with management and with the independent auditors, both
privately and with management present, to review accounting, auditing, internal control and financial reporting
matters.

Deloitte & Touche LLP, independent registered public accounting firm, was retained to audit the
Company’s financial statements. The accompanying report of Deloitte & Touche LLP is based on its audits,
which it is required to conduct in accordance with the standards of the Public Company Accounting Oversight
Board (United States), and which include the consideration of the Company’s internal control over financial
reporting to establish a basis for reliance thereon in determining the nature, timing and extent of audit tests to be
applied.

Frank P. Filipps
Chairman and Chief Executive Officer

C. Robert Quint
Executive Vice President and Chief Financial Officer

John J. Calamari
Senior Vice President and Corporate Controller
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MANAGEMENT’S ANNUAL REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

Radian’s management is responsible for establishing and maintaining adequate “internal control over
financial reporting” as that term is defined in Rule 13a-15(f) promulgated under the Securities Exchange Act of
1934. Radian’s internal control over financial reporting is a process designed under the supervision of Radian’s
principal executive and principal financial officers, and effected by Radian’s board of directors, management and
other personnel.

Radian’s management assessed the effectiveness of Radian’s internal control over financial reporting, as of
December 31, 2004, using the Internal Control-Integrated Framework established by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on this assessment, management did not identify
any material weaknesses in Radian’s internal control over financial reporting and believes that, as of December
31, 2004, Radian’s internal control over financial reporting is effective in providing reasonable assurance
regarding the reliability of Radian’s financial reporting and preparation of financial statements for external
purposes in accordance with generally accepted accounting principles.

Although Radian’s internal control over financial reporting is effective in providing reasonable assurance
regarding the matters described above, neither Radian’s nor any other system of internal control over financial
reporting can provide absolute assurance regarding those matters. Inherent limitations in any set of internal
controls, such as human failures, present a risk that material misstatements may not be prevented or detected on a
timely basis by internal control over financial reporting.

Deloitte & Touche LLP, independent registered public accounting firm that audited the financial statements
included in this Annual Report on Form 10-K for the year ended December 31, 2004, has issued an attestation
report on management’s assessment of Radian’s internal control over financial reporting. This report appears on
page 102.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Radian Group Inc.
Philadelphia, Pennsylvania

We have audited management’s assessment, included in the accompanying Management’s Annual Report
on Internal Control Over Financial Reporting, that Radian Group Inc. and subsidiaries (the “Company’)
maintained effective internal control over financial reporting as of December 31, 2004, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. The Company’s management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of
the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2004, based on the criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements and financial statement schedules as of and for the year
ended December 31, 2004 of the Company and our report dated March 7, 2005 expressed an unqualified opinion
on those financial statements and financial statement schedules.

/s/ Deloitte & Touche LLP
DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 7, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Radian Group Inc.
Philadelphia, Pennsylvania

We have audited the accompanying consolidated balance sheets of Radian Group Inc. and subsidiaries (the
“Company”) as of December 31, 2004 and 2003, and the related consolidated statements of income, changes in
common stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2004.
Our audits also included the financial statement schedules listed in the Index at Item 15. These financial
statements and financial statement schedules are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements and financial statement schedules based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Radian Group Inc. and subsidiaries at December 31, 2004 and 2003, and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 2004, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedules, when considered in relation to the basic consolidated financial statements taken as a whole,
present fairly, in all material respects, the information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31,
2004, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 7, 2005 expressed an
unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control over
financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control over
financial reporting.

/s/ Deloitte & Touche LLP
DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 7, 2005
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CONSOLIDATED BALANCE SHEETS

ASSETS
Investments
Fixed maturities held to maturity—at amortized cost (fair value $188,063 and
$201,0600) . . oo
Fixed maturities available for sale—at fair value (amortized cost $4,228,896 and
$3,9060,275) . i
Trading securities—at fair value (amortized cost $65,359 and $50,436) ........
Equity securities—at fair value (cost $250,558 and $213,281) ...............
Short-term INVEStMENTS . . . . ..ottt et et e e et
Other invested aSSets . .. ..ottt e e

Deferred policy acquiSition COSES .. ...t vttt ettt et e
Prepaid federal income taXes . ...........iuinitn e
Provisional losses recoverable . ........... ... ... .
Accrued inVestment iNCOME . . ...ttt tt sttt et ettt et e e
Accounts and notes receivable . ....... ..
Property and equipment, at cost (less accumulated depreciation of $48,215 and
830,207 ) o
Other aSSELS . . vt vttt e e e

Total ASSELS . ..ot i

LIABILITIES AND STOCKHOLDERS’ EQUITY

Unearned PremMiUIS . . ..o .vv vttt et ettt e e e e e e e e e
Reserve for losses and loss adjustment eXpenses . ..............c...venenenan...
Long-term debt . ... ... .. .
CUrrent iNCOME TAXES .« .+« vttt et et e e e e e e e e e e e et e
Deferred federal income taxes ........... ..ottt
Accounts payable and accrued eXpenses . . .. ...

Total liabilities .. ... e

Commitments and Contingencies (Note 14)
Stockholders’ equity
Common stock: par value $.001 per share; 200,000,000 shares authorized,;

96,560,912 and 95,851,346 shares issued in 2004 and 2003, respectively . . . ..
Treasury stock: 4,280,305 and 1,840,044 shares in 2004 and 2003,

TeSPECIVELY . ..o
Additional paid-in capital .......... .. ...
Retained earnings ... ... .. ...ttt
Accumulated other comprehensive income ............ .. .. .. ... ... ...

Total stockholders’ equity . ... .. ... .c.ouiuini i
Total liabilities and stockholders’ equity ........................

See Notes to Consolidated Financial Statements.
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December 31

2004

2003

(in thousands, except share
and per-share amounts)

$ 178,894 § 273,995
4,406,366 4,170,261
86,342 53,806
335,495 249,634
459,718 255,073
3,253 4,593
5,470,068 5,007,362
30,680 67,169
393,025 328,478
211,928 218,779
460,149 358,840
38,312 48,557
60,268 53,702
77,125 73,856
69,337 71,436
189,928 217,588
$7,000,820 $6,445,767
$ 770,208 $ 718,649
801,012 790,380
717,640 717,404
— 24,092
848,224 688,262
174,681 281,136
3,311,765 3,219,923
97 96
(176,242) (60,503)
1,282,433 1,259,559
2,397,626 1,886,548
185,141 140,144
3,689,055 3,225,844
$7,000,820 $6,445,767




CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31
2004 2003 2002
(in thousands, except per-share amounts)
Revenues:
Premiums written:
Direct . ... $1,100,297 $ 989,534 $ 875,190
Assumed ... 68,677 197,653 147,633
Ceded . ... (86,487) (76,710) (67,904)
Net premiums WIitten .. ... ...unt ittt 1,082,487 1,110,477 954,919
Increase in unearned premiums . . ..........c.itiiiiL.. (53,003)  (102,294)  (107,794)
Net premiums earned . ....... ...t 1,029,484 1,008,183 847,125
Net investment iNCOME . . ... ..o vt it i i 204,349 186,163 178,841
Gains on sales of investments . ............................. 50,799 17,387 10,462
Change in fair value of derivative instruments ................. 47,135 4,139 (12,989)
Other iNCOME . . ... ..ttt e e e 32,286 63,322 44,375
Total reVenUES . .. ..ottt 1,364,053 1,279,194 1,067,814
Expenses:
Provision for loSSes . ... 456,834 476,054 243,332
Policy acquisition COStS . ... ..ottt 121,830 128,518 100,818
Other operating EXPeNnSeS . ... ..vu v v tn et 205,687 211,077 175,313
INETeSt EXPENSE .« . v ot vttt et e e 34,660 37,542 28,824
Total eXPenses . .. ...t 819,011 853,191 548,287
Equity in net income of affiliates ........................... 180,550 105,476 81,749
Pretax INCOME . .. oo 725,592 531,479 601,276
Provision for income taxes . ............o i 206,939 145,578 174,107
NetinCOmME .. ..ottt e e e 518,653 385,901 427,169
Dividends to preferred stockholder .............. ... .. .. ...... — — 2,475
Premium paid to redeem preferred stock .......... ... ... .. ... ... — — 3,003
Net income available to common stockholders .................... $ 518,653 385,901 $ 421,691
Basic net income pershare . .............. .. ... .. $ 5.57 413 $ 4.47
Diluted net income per share .. ............ .. ... ... . ... $ 5.33 395§ 4.27
Average number of common shares outstanding—basic ............. 93,062 93,531 94,306
Average number of common and common equivalent shares
outstanding—diluted ........ ... .. .. .. 97,908 98,453 99,516

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS’ EQUITY

BALANCE, JANUARY 1,2002...........
Comprehensive income:
Netincome ........................
Unrealized foreign currency translation
adjustment, net of tax of $441
Unrealized holding gains arising during
period, net of tax of $29,030
Less: Reclassification adjustment for net
gains included in net income, net of
tax of $3,662

Net unrealized gains on investments net
of tax of $25,368

Total comprehensive income . .............
Issuance of common stock under incentive
plans . ... ..
Treasury stock purchased, net
Premium paid to redeem preferred stock . .. ..
Dividends ................. .. ... ...,

BALANCE, DECEMBER 31, 2002
Comprehensive income:
Netincome . ..........c.ooouneenn ..
Unrealized foreign currency translation
adjustment, net of tax of $2,702
Unrealized holding gains arising during
period, net of tax of $47,414
Less: Reclassification adjustment for net
gains included in net income, net of
tax of $6,085

Net unrealized gains on investments net
of tax of $41,329

Total comprehensive income
Issuance of common stock under incentive
plans . ... .
Treasury stock purchased, net
Capital issuance costs
Dividends ......... ... ... . i

BALANCE, DECEMBER 31, 2003
Comprehensive income:
Netincome ........................
Unrealized foreign currency translation
adjustment, net of tax of $4,925
Unrealized holding gains arising during
period, net of tax of $37,084
Less: Reclassification adjustment for net
gains included in net income, net of
tax of $17,780

Net unrealized gains on investments net
of tax of $19,304

Total comprehensive income . .............
Issuance of common stock under incentive
plans . ... ..
Treasury stock purchased, net
Capital issuance costs
Dividends ........................ .. ...

BALANCE, DECEMBER 31, 2004

Accumulated Other
Comprehensive
Income (Loss)

Foreign Unrealized
Additional Currency Holding
Common  Treasury Paid-in Retained Translation Gains/
Stock Stock Capital Earnings Adjustment Losses Total
(in thousands)
$ 94 $ (7,874) $1,210,088  $1,093,580 $ (586) $ 11,026 $2,306,328
— — — 427,169 — — 427,169
— — — — 819 — 819
— — — — — 53,913
— — — — — (6,800)
_ — — — — 47,113 47,113
475,101
1 — 28,610 — — — 28,611
— (43,994) — — — (43,994)
_ — — (3,003) — — (3,003)
_ _ — (9,608) — — (9,608)
95 (51,868) 1,238,698 1,508,138 233 58,139 2,753,435
— — — 385,901 — — 385,901
— — — — 5,018 — 5,018
— — — — — 88,056
— — — — — (11,302)
_ — — — — 76,754 76,754
467,673
1 23,214 — — — 23,215
— (8,635) (8,635)
- — (2,353) — — — (2,353)
— —_ — (7,491) — — (7,491)
96 (60,503) 1,259,559 1,886,548 5,251 134,893 3,225,844
—_ —_ — 518,653 —_ —_ 518,653
— — — — 9,146 — 9,146
— — — — — 68,870
_ — — — — (33,019)
— — — — — 35,851 35,851
563,650
1 — 22,874 — — — 22,875
— (115,739) — — — — (115,739)
_ — — (7,575) — — (7,575)
$ 97 $(176,242) $1,282,433  $2,397,626 $14,397 $170,744  $3,689,055

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31
2004 2003 2002

(in thousands)

Cash flows from operating activities:

NELINCOME . . v o e v ettt e e e e e e e e $ 518,653 $ 385901 $ 427,169
Adjustments to reconcile net income to net cash provided by operating
activities:
Net (gains) losses on sales of securities and changes in fair value of
derivative InStruments ... ............o.itititi (97,934) (21,526) 2,527
Net payments from settlement of credit derivatives ... .............. (11,708) (2,500) —
Equity in net income of affiliates .................. ... ... ... .... (180,550) (105,476) (81,749)
Proceeds from sales of trading securities ......................... 28,822 24910 9,820
Purchase of trading securities . .. .......... .. .. i il (49,699) (38,015) (27,444)
Increase in unearned premiums, N€t . ... ...ttt 51,316 100,521 106,128
Net decrease (increase) in deferred policy acquisition costs .......... 7,524 (35,192) (32,550)
Increase in reserve for losses and loss adjustment expenses, net . . .. . .. 7,008 167,579 33,634
Deferred income tax provision .. .............c.oiiiiiiiii... 135,026 74,691 112,292
Impairment of goodwill ........ ... .. .. .. .. .. . . — 7,222 —
Change in prepaid federal income taxes ......................... (101,309) (64,704) 32,378
Depreciation and other amortization, net . ........................ 27,956 17,310 796
Change in other assets, accounts payable and accrued expenses . . .. ... (8,1006) 24,263 3,807
Net cash provided by operating activities . ................co.iuiuennnnn... 326,999 534,984 586,808
Cash flows from investing activities:
Proceeds from sales of fixed-maturity investments available for sale . . .. ... 971,390 1,214,696 1,736,378
Proceeds from sales of equity securities available forsale ............... 219,078 73,280 20,727
Proceeds from redemptions of fixed-maturity investments available for
SAlE L i 235,773 236,003 81,141
Proceeds from redemptions of fixed-maturity investments held to
MALUTILY  © oottt e e e e e e e e 95,229 84,958 93,112
Purchases of fixed-maturity investments available forsale ............... (1,427,588) (2,108,476) (2,557,606)
Purchases of equity securities available forsale ....................... (229,553) (90,699) (116,818)
(Purchases) sales of short-term investments, net ....................... (202,423) (74,244) 29,895
Purchases of other invested assets . .................citiriirinnan... — — (3,466)
Proceeds from sales of other invested assets .......................... 3,495 2,559 1,076
Purchases of property and equipment ............ ... .. ... ... (19,060) (34,564) (41,573)
Proceeds from sales of investments in affiliates ....................... 6,229 3,395 —
Investment in affiliates ... ........... ... ... ... (5,501) — (20,000)
Distributions from affiliates . ........ ... ... .. . . 82,300 27,450 20,137
Other . .o 7,582 (45) (15,943)
Net cash used in investing activities ... ...........ueuiirnenernennennen.n (263,049) (665,687) (772,940)
Cash flows from financing activities:
Dividends paid . ...... ... (7,575) (7,491) (9,608)
Proceeds from issuance of common stock under incentive plans .......... 22,875 23,215 28,611
Purchase of treasury stock, net .. ........ .. ... .. (115,739) (8,635) (43,994)
Repayment of short-termdebt ....... ... .. ... .. .. .. .. . .. — (75,000) —
Redemption of preferred stock . ........ ... . . . i — — (43,003)
Issuance of long-termdebt .......... ... .. ... .. i — 246,167 215,936
Capital 1SSUANCE COSLS . .« vttt et e e — (2,353) —
Net cash (used in) provided by financing activities . ............... ... ...... (100,439) 175,903 147,942
(Decrease) increase incash ................ ... (36,489) 45,200 (38,190)
Cash, beginning of year .. .............uuiuiinininneinenenn... 67,169 21,969 60,159
Cash,end of year . .........oiiiii $ 30680 $ 67,169 $ 21,969
Supplemental disclosures of cash flow information:
Income taxes paid/(received) . ...t $ 168,514 $ 137,699 $ (14,913)
Interest paid . ... ...t $ 38859 $ 34602 $ 27,608

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Description of the Business

Radian Group Inc. (the “Company”) provides, through its subsidiaries and affiliates, credit insurance and
financial services to financial institutions in the United States of America and globally. The principal business
segments of the Company are mortgage insurance, financial guaranty insurance and financial services.

Private mortgage insurance and risk management services are provided to mortgage lending institutions
located throughout the United States through the Company’s principal mortgage guaranty subsidiaries, Radian
Guaranty Inc. (“Radian Guaranty”), Amerin Guaranty Corporation (“Amerin Guaranty”) and Radian Insurance
Inc. (“Radian Insurance”) (collectively referred to as “Mortgage Insurance”). Private mortgage insurance
generally protects lenders from all or a portion of default-related losses on residential first- mortgage loans made
to homebuyers who make down payments of less than 20% of the home’s purchase price. Private mortgage
insurance also facilitates the sale of these mortgages in the secondary market. Radian Guaranty currently offers
two principal types of private mortgage insurance coverage, primary and pool. At December 31, 2004, primary
insurance comprised 88.3% of Mortgage Insurance’s risk in force and pool insurance comprised 7.8% of
Mortgage Insurance’s risk in force. Amerin Guaranty writes mortgage insurance on second-lien mortgages and
Radian Insurance writes credit insurance on non-traditional mortgage-related assets such as second mortgages,
net interest margin securities (“NIMs”), and provides credit enhancement to mortgage-related capital market
transactions. Other risk in force, primarily in Radian Insurance, was $1.2 billion at December 31, 2004, which
represented 3.9% of the mortgage insurance risk in force.

On February 28, 2001, the Company acquired the financial guaranty insurance (“Financial Guaranty”) and
other businesses of Enhance Financial Services Group Inc. (“EFSG”), a New York-based insurance holding
company that primarily insures and reinsures credit-based risks, at a purchase price of approximately $581.5
million. In addition, as part of the acquisition, the Company has an interest in two active credit-based asset
businesses (see Note 4). Several smaller businesses are either in run-off or have been terminated. The purchase
price represented the value of the Company’s common stock and stock options issued in connection with the
acquisition and other consideration in accordance with an Agreement and Plan of Merger, dated November 13,
2000, by and among the Company, a wholly owned subsidiary of the Company and EFSG. The acquisition,
which was structured as a merger of a wholly owned subsidiary of the Company with and into EFSG, entitled
EFSG stockholders to receive 0.22 shares of the Company’s common stock in a tax-free exchange for each share
of EFSG’s common stock that they owned at the time of the merger. The acquisition was treated as a purchase
for accounting purposes, and accordingly, the assets and liabilities were recorded based on their fair values at the
date of acquisition. The fair value of assets acquired was $1,357.9 million. The liabilities assumed were $833.1
million. The excess of purchase price over fair value of net assets acquired of $56.7 million represents the future
value of insurance profits, which is being amortized over a period that approximates the future life of the
insurance book of business. During 2004 and 2003, the Company amortized $12.5 million and $3.7 million,
respectively, related to this transaction. The 2004 amount includes $10.0 million related to the recapture of
previously ceded business that occurred in the first quarter of 2004.

Effective June 1, 2004, Financial Guaranty’s two main operating subsidiaries, 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.

Financial Guaranty also includes Radian Asset Assurance Limited (“RAAL”), a subsidiary of Radian Asset
Assurance that is authorized to conduct an insurance business in the United Kingdom. In July 2004, RAAL
received initial ratings of “AA” (negative outlook) from Standard and Poor’s Insurance Rating Service (“S&P”)
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and “AA” from Fitch Ratings (“Fitch”). 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 the Company to develop a range of derivatives-based solutions for clients
in the United Kingdom and throughout the European Union.

On December 30, 2003, the Company announced that it would cease operations of RadianExpress.com Inc.
(“RadianExpress,”) an Internet-based settlement company that provided real estate information products and
services to the first- and second-mortgage industry. The Company’s decision followed its receipt of an order
from the California Superior Court denying the Company’s appeal from a decision by the California
Commissioner of Insurance sustaining a California cease-and-desist order applicable to the Company’s offering
of its 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 company 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 the remaining transactions. The cessation
of operations resulted in a pre-tax charge of $13.0 million in the fourth quarter of 2003, which includes the write-
down of the remaining goodwill of $7.2 million and provisions for severance, leasehold commitments, and other
charges of approximately $5.8 million. These amounts are included in operating expenses in the Consolidated
Statements of Income. This resulted in an after-tax earnings impact of $8.4 million or $.09 per share in 2003.
Income and expense from RadianExpress operations for 2004 were immaterial.

In September 2004, Primus Guaranty, Ltd. (“Primus”), a Bermuda holding company and parent to Primus
Financial Products, LLC, issued common stock in an initial public offering of its common shares. The Company,
which owned an approximate 15% interest in Primus prior to the offering, sold 177,556 shares of its Primus
common stock in this offering, receiving approximately $2.2 million and recording a gain of $1.0 million. After
this transaction, the Company now owns 4,744,506 shares of Primus or approximately 11% of the common
shares outstanding. These shares had a market value of $64.1 million at September 30, 2004. The Company’s
investment in Primus, which had previously been included in investment in affiliates on the Consolidated
Balance Sheets, has now been reclassified to the equity securities available for sale category of investments. In
the future, the Company will no longer report earnings or loss from Primus as equity in earnings of affiliates. All
changes in the fair value of the Primus stock will be recorded as accumulated other comprehensive income. The
Company believes this treatment and presentation is appropriate because after the public offering the Company
no longer has influence or control over Primus disproportionate to its percentage of equity ownership.

2. Significant Accounting Policies
Consolidation

The accompanying financial statements include the accounts of all subsidiaries. Companies in which the
Company, or one of its subsidiaries, owns interests ranging from 20% to 50%, or over which the Company has
significant influence, are accounted for in accordance with the equity method of accounting (see Note 4). All
intercompany accounts and transactions, and intercompany profits and losses, have been eliminated.

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FIN No. 46, “Consolidation of
Variable Interest Entities.” FIN 46 clarifies the application of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” to certain entities in which equity investors do not have the characteristics of
a controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. In December 2003, FIN 46 was revised in FIN 46R.
FIN 46R scopes out many but not all businesses, as business is defined in FIN 46. The FASB partially delayed
FIN 46’s implementation until no later than the end of the first reporting period after March 15, 2004. However,
the Company has been a transferor of financial assets (as discussed below in “Other Operations”) considered to be
qualifying special-purpose entities (“QSPEs”) described in SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” These QSPEs are not within the scope of FIN
46. In management’s opinion, FIN 46 did not have a material effect on the Company’s financial statements.
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The consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”).

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Company to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the dates of the financial statements and the reported amounts of revenues and expenses during the
reporting periods. Actual results may differ from these estimates.

Insurance Premiums-Revenue Recognition

Statement of Financial Accounting Standards (“SFAS”) No. 60, “Accounting and Reporting by Insurance
Enterprises,” specifically excludes mortgage insurance from its guidance relating to the earning of insurance
premiums. Consistent with GAAP and industry accounting practices, mortgage insurance premiums written on an
annual and multi-year basis are initially deferred as unearned premiums and earned over the policy term, and
premiums written on a monthly basis are earned over the period that coverage is provided. Annual premiums are
amortized on a monthly, straight-line basis. Multi-year premiums are amortized over the terms of the contracts in
accordance with the anticipated claim payment pattern based on historical industry experience. Ceded premiums
written are initially set up as prepaid reinsurance and are amortized in accordance with direct premiums earned.

In the financial guaranty business, insurance premiums are earned in proportion to the level of amortization
of insured principal over the contract period or over the period that coverage is provided. Unearned premiums
represent that portion of premiums that will be earned over the remainder of the contract period, based on
information reported by ceding companies and management’s estimates of amortization of insured principal on
policies written on a direct basis. When insured issues are refunded or called, the remaining premiums are
generally earned at that time because the risk to the Company is eliminated. Credit enhancement fees on
derivative financial guaranty contracts are included in premiums written and are earned over the period that
credit protection is provided.

With the exception of the Company’s trade credit product, net premiums written in the Company’s financial
guaranty reinsurance business are recorded using actual information received from cedants on a one-month lag.
Accordingly, the written premiums for any given period exclude those from the last month of that period and
include those from the last month of the immediately preceding period. The use of information from cedants does
not require the Company to make significant judgments or assumptions because historic collection rate and
counterparty strength makes collection of all assumed premiums highly likely. Net premiums written for the
years ended December 31, 2004, 2003 and 2002 includes $59.3 million, $64.8 million and $48.4 million,
respectively, of assumed premiums related to the Company’s trade credit reinsurance products. Included in these
amounts are estimates based on quarterly projections provided by ceding companies. Over the life of the
reinsured business, these projections are replaced with actual results and, historically, the difference between the
projections and actual results has not been material. Accordingly, the Company does not record any related
provision for doubtful accounts.

Reserve for Losses and Loss Adjustment Expenses (“LAE”)

The mortgage insurance reserve for losses and LAE consists of estimated losses from claims and the
estimated cost of settling claims on defaults (or delinquencies) reported and defaults that have occurred but have
not been reported. SFAS No. 60 specifically excludes mortgage guaranty insurance from its guidance relating to
the reserve for losses. Consistent with GAAP and industry accounting practices, the Company does not establish
loss reserves for future claims on insured loans that are not currently in default or believed to be in default. In
determining the liability for unpaid losses related to reported outstanding defaults, the Company establishes loss
reserves on a case-by-case basis. The amount reserved for any particular loan is dependent upon the
characteristics of the loan, the status of the loan as reported by its servicer and macroeconomic factors such as
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regional economic conditions that involve significant variability over time, as well as more static factors such as
the estimated foreclosure period in the area in which the default exists. With respect to known defaults, the
Company does not establish reserves for losses until it is notified that a borrower has missed two payments. As
the default progresses closer to foreclosure, the amount of loss reserve for that particular loan is increased, in
stages, to approximately 100% of the Company’s exposure and that adjustment is included in current operations.
With respect to delinquent loans that are in the early stage of delinquency, considerable judgment is exercised as
to the adequacy of reserve levels. The Company relies on its historical models and makes adjustments to its
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. If the default cures, the reserve for that loan is removed from the reserve for losses
and LAE. This curing process causes an appearance of a reduction in reserves from prior years if the reduction in
reserves from cures is greater than the additional reserves for those loans that are nearing foreclosure or that have
become claims. The Company also reserves for defaults that have occurred but have not been reported using
historical information on defaults not reported on a timely basis by lending institutions. The Company does not
establish reserves for mortgages that are in default if the Company believes it will not be liable for the payment
of a claim with respect to that default. The estimates are continually reviewed and adjustments are made as they
become necessary.

The following description of the Company’s financial guaranty loss reserving policy relates only to non-
derivative financial guaranty contracts provided through financial guarantees of direct and assumed insurance
business. The Company’s financial guaranty insurance contracts provide an unconditional and irrevocable
guaranty to the holder of a financial obligation that, upon payment default by the insured party, the Company will
pay the full amount of principal and interest on an insured obligation when due. The Company’s financial
guaranty reinsurance contracts provide for reimbursement to the primary insurer under a reinsured financial
guaranty contract when the primary insurer is obligated to pay principal and interest on an insured obligation.

The Company establishes loss reserves on its financial guaranty contracts based on the estimated cost of
settling claims and associated loss adjustment expenses (“LAE”), adjusted for estimated recoveries under salvage
or subrogation rights. LAE consists of the estimated cost of the claims administration process, including legal
fees and other associated fees and expenses. The Company’s financial guaranty loss reserves are comprised of
specific reserves (which the Company refers to as “case reserves”) and non-specific reserves. As discussed
below, the reserving policies used by the financial guaranty industry are continuing to evolve and are subject to
change.

The Company records case reserves for losses and related LAE when a guaranteed obligation defaults in
payment, which may be different from the way other financial guarantors establish case reserves. In the case of
direct financial guaranty contracts, the Company determines the existence of payment default and records case
reserves when the Company determines that a default has occurred, based on a report from the insured party or
based on the Company’s surveillance efforts. In the case of financial guaranty reinsurance, the Company relies
primarily on information provided by the primary insurer as confirmed by the Company, as well as on specific
knowledge of the claim, in recording related case reserves. At December 31, 2004, the Company had case
reserves of $98.4 million. Of this amount, $80.3 million was attributable to a single manufactured housing
transaction originated and serviced by Conseco Finance Corp. The Company has a high degree of certainty that it
will suffer losses with respect to this insured obligation equal to the amount reserved, which equals the total
amount of the remaining insured obligation. The case reserves also include $10.0 million attributable to 29
reinsured obligations on which the Company’s total par outstanding is $39.3 million. These reserves are
established based on amounts conveyed to the Company by the ceding companies and confirmed by the
Company and the Company does not have any reasonable expectation that the ultimate losses will deviate
materially from the amount reserved. The remaining $8.1 million of case reserves is attributable to two insured
obligations with a total par outstanding of $17.6 million, and the Company does not have any reasonable
expectation that the ultimate losses will deviate materially from the amount reserved.

The Company records non-specific reserves to reflect the deterioration of insured credits that have not yet
defaulted. The Company determines this deterioration in two separate ways. First, the Company records non-
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specific reserves for losses when it identifies through its surveillance procedures or, in the case of reinsurance,
after the Company confirms information provided by the primary insurer regarding specific significant
deterioration events that have occurred with respect to specific insured credits that have not yet defaulted. The
Company refers to this category of its non-specific reserves as “allocated non-specific reserves.” At December
31, 2004, one credit was included in the Company’s allocated non-specific reserves. The Company has a high
degree of certainty that it will suffer losses with respect to this insured obligation equal to the amount reserved,
which is the total $9.8 million par amount of the insured obligation.

Second, because the Company believes that inherent deterioration begins immediately and continues over
time on its remaining portfolio, the Company also records non-specific reserves for losses, on a portfolio basis,
on the credits in its portfolio for which the Company does not have a case reserve or an allocated non-specific
reserve. The Company refers to this category of non-specific reserves as “unallocated non-specific reserves.”

The Company’s unallocated non-specific reserves are established over time by applying expected default
factors to the premiums earned during each reporting period on each credit for which the Company has not
established a case reserve or an allocated non-specific reserve. The expected default factor for each credit is
derived by dividing the expected losses on that credit over its life by the premiums expected to be earned on that
credit over its life. The expected life-time losses for each credit are determined by multiplying the expected
frequency of losses on that credit by the expected severity of losses on that credit and multiplying this number,
the loss factor, by that credit’s outstanding par amount. The expected frequency and severity of losses for each
credit are generated from three sources - two that are published by major rating agencies and one that is
generated by a proprietary internal model - based on the product class, published rating and term to maturity for
each credit. The Company sets the expected life-time losses for each credit at the approximate mid-point of the
range between the highest and lowest expected life-time loss factors generated by the rating agency and
internally generated models. The default factors for the years ended December 31, 2004, 2003 and 2002
approximated 10% of earned premiums on public finance credits and 20% of earned premiums on structured
finance credits.

The Company’s unallocated non-specific loss reserve at December 31, 2004 was $56.7 million. The range
between the unallocated non-specific reserves that would have resulted from applying the highest and lowest
default factors generated by any of the three models was approximately $30 million to $80 million, which the
Company believes provides a reasonably likely range of expected losses. None of the product types insured by
the Company accounted for a materially disproportionate share of the variability within that range.

At each balance sheet date, the Company also evaluates both the model-generated default factors and its
unallocated non-specific reserves against management’s subjective view of qualitative factors to ensure that the
default factors and the unallocated non-specific reserves represent management’s best estimate of the expected
losses on the Company’s portfolio of credits for which it has not established a case reserve or an allocated non-
specific reserve. These qualitative factors include existing economic and business conditions, overall credit
quality trends resulting from industry, geographic, economic and political conditions, recent loss experience in
particular segments of the portfolio, changes in underwriting policies and procedures and seasoning of the book
of business. In addition, a significant change in the size of the Company’s portfolio underlying the unallocated
non-specific reserves, such as through the expiration of policies or the refunding or recapture of insured
exposures, could require an adjustment to the default factors or the Company’s level of unallocated non-specific
reserves. To date, the Company’s evaluation of these qualitative factors has not led the Company to adjust the
default factors or its level of unallocated non-specific reserves.

Once a case reserve is established with respect to an insured credit, an offsetting adjustment typically is
made to the non-specific reserve. This offsetting adjustment may or may not be on a dollar-for-dollar basis,
depending on the size of the necessary case reserve and the sufficiency of the non-specific reserve with respect to
the other credits in the Company’s portfolio. In addition, the establishment of case reserves may require a
provision beyond what is included in non-specific reserves. The establishment of reserves can reduce the
Company’s net income when unallocated non-specific reserves are increased, when allocated non-specific
reserves are established in an amount that exceeds unallocated non-specific reserves, or when case reserves are
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established in an amount that exceeds non-specific reserves. Conversely, a reduction of reserves, due to improved
economic conditions or a cure of a default with respect to a specific credit for which a case reserve has been
established, or otherwise, can lead to an increase in the Company’s net income.

The Company discounts financial guaranty case reserves arising from defaults that involve claim payments
over an extended period of time. The discount rate corresponds to the Company’s individual statutory company
investment yield of 4.14% in 2004, compared to a 4.05% and 4.75% in 2003 and 4.10% and 5.25% in 2002
(different rates were used for Radian Reinsurance and Radian Asset Assurance prior to their merger in 2004).
Discounted liabilities at December 31, 2004 were $5.8 million, net of discounts of $0.2 million, compared to
discounted liabilities of $17.5 million, net of discounts of $3.2 million at December 31, 2003 and discounted
liabilities of $18.5 million, net of discounts of $7.3 million at December 31, 2002. The Company does not
discount its non-specific reserves. The Company does not discount or include installment payments in its
estimate of salvage or subrogation rights because their effects are not material.

As an insurance enterprise, the Company relies principally on SFAS No. 60, “Accounting and Reporting by
Insurance Enterprises,” in establishing loss reserves with respect to its financial guaranty business. With respect
to its case reserves, the Company follows the guidance of SFAS No. 60 regarding the establishment of reserves
upon the occurrence of an insured event. Although SFAS No. 60 provides guidance to insurance enterprises, it
was adopted before the financial guaranty industry came into prominent existence and it does not
comprehensively address the unique attributes of financial guaranty insurance. For example, SFAS No. 60
prescribes differing reserving treatment depending on whether a contract fits within SFAS No. 60’s definition of
a short-duration contract or a long-duration contract. Financial guaranty contracts have elements of long-duration
insurance contracts in that they are irrevocable and extend over a period that may extend 30 years or more but are
reported for regulatory purposes as property and liability insurance, normally considered short-duration contracts.
Because of these ambiguities in the application of SFAS No. 60 to the Company’s loss reserving policy, the
Company does not believe that SFAS No. 60 alone provides sufficient guidance for the Company’s reserving
policy, particularly with respect to the establishment of non-specific reserves before an insured event occurs. As
a result, the Company and, to the Company’s knowledge, other members of the financial guaranty industry,
supplement the principles of SFAS No. 60 with those of SFAS No. 5, “Accounting for Contingencies,” which
calls for the establishment of reserves when it is probable that a liability has been incurred at the date of the
financial statements and the amount of loss can be reasonably estimated. The Company also relies by analogy on
SFAS No. 114, “Accounting by Creditors for Impairment of a Loan” and EITF Issue No. 85-20, “Recognition of
Fees for Guaranteeing a Loan,” which state that a guarantor should perform an ongoing assessment of the
probability of loss to determine if a liability (and a loss) should be recognized under SFAS No. 5. The
establishment of non-specific reserves for credits that have not yet defaulted is a practice followed by the entire
financial guaranty industry, although the Company acknowledges that there may be differences in the specific
methodologies used by other financial guarantors in establishing these reserves. The Company believes that its
financial guaranty loss reserve policy is appropriate under the applicable accounting literature, and that it best
reflects the fact that credit-based insurance involves a gradual deterioration of credit over time. However,
because of the lack of specific accounting literature comprehensively addressing the unique attributes of financial
guaranty contracts, the accounting principles applicable to the Company’s loss reserving policy are subject to
change.

In January and February of 2005, the Company 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. The Company understands 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, the Company and the rest of the financial guaranty industry may be required to change some
aspects of their accounting policies. If the FASB or the SEC were to determine that the Company should account
for its 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 the
Company’s 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 the Company’s financial condition or operating results.
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Reserves for losses and LAE for Financial Guaranty’s other lines of business, primarily trade credit
reinsurance, are established solely under SFAS No. 60 because the Company believes that the nature of the trade
credit business fits within the short-duration contract framework of SFAS No. 60. These reserves are based on
reports and individual loss estimates received from ceding companies, net of anticipated estimated recoveries
under salvage and subrogation rights. The time lag in receiving reports on individual loss estimates in trade credit
reinsurance is generally three to six months. The Company uses historical loss information and makes inquiries
to the cedants of known events as a means of validating its loss assumptions while awaiting more formal updated
reports. Any differences in viewpoints are resolved expeditiously and have historically not resulted in material
adjustments. In addition, a reserve is included for losses and LAE incurred but not reported (“IBNR”), on trade
credit insurance. With respect to receiving reports on individual loss estimates in the other lines of reinsurance
business, the Company has historically experienced prompt reporting and consistent results in determining
reserves. In addition, the frequency of loss in the other lines of reinsurance business is low.

The following table shows the Company’s case and non-specific reserves for losses and loss adjustment
expenses for its financial guaranty business, and case reserves and IBNR related to the non-financial guaranty
businesses included in the Company’s financial guaranty segment as of the indicated dates (in thousands):

Trade Credit
Financial Guaranty and Other
Non-Specific Non-Specific
Case Allocated  Unallocated Case
Reserves Reserves Reserves Reserves IBNR Total

Balance at December 31,2001 ............... $ 34,518 $ — $ 47,228 $30,171 $11,282 $123,199
Less Reinsurance Recoverable . .............. — — — 190 23 213
Net Loss Reserves at December 31, 2001 ...... 34,518 47,228 29981 11,259 122,986
TotalIncurred .......... ... .. ... . ...... — — 12,588 32,608 3,650 48,846
Transfers . ......... o 11,809 — (11,809) — — —

TotalPaid ......... ... . ... . . ... . ...... 12,160 — — 21,973 — 34,133
Net Loss Reserves at December 31, 2002 ...... 34,167 — 48,007 40,616 14,909 137,699
Plus Reinsurance Recoverable .. ............. — — — 2,086 87 2,173
Loss Reserves at December 31,2002 .......... 34,167 — 48,007 42,702 14,996 139,872
Less Reinsurance Recoverable . .............. — — — 2,086 87 2,173
Net Loss Reserves at December 31, 2002 ...... 34,167 — 48,007 40,616 14,909 137,699
TotalIncurred .......... ... ... ... . ...... — — 128,053 29,005 9,724 166,782
Transfers . ......... o 12,363 117,000 (129,363) — — —

TotalPaid ......... ... . ... . . ... . ...... 1,801 — — 28,090 — 29,891
Net Loss Reserves at December 31, 2003 ...... 44,729 117,000 46,697 41,531 24,633 274,590
Plus Reinsurance Recoverable . .............. — — — 1,868 449 2,317
Loss Reserves at December 31,2003 .......... 44,729 117,000 46,697 43,399 25,082 276,907
Less Reinsurance Recoverable .. ............. — — — 1,868 449 2,317
Net Loss Reserves at December 31,2003 ...... 44,729 117,000 46,697 41,531 24,633 274,590
TotalIncurred ........... ... .. ... . ...... — — 21,634 18,119 16,145 55,898
Transfers . ......... o 118,833 (107,250) (11,583) — — —

TotalPaid ......... ... .. ... . .. ... . ...... 65,203 — — 28,264 — 93,467
Foreign Exchange Adjustment ............... — — — 1,086 1,038 2,124
Net Loss Reserves at December 31, 2004 ...... 98,359 9,750 56,748 32,472 41,816 239,145
Plus Reinsurance Recoverable ............... — — — 1,654 581 2,235
Loss Reserves at December 31,2004 .......... $ 98,359 $ 9,750 $ 56,748 $34,126 $42,397 $241,380
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The Company periodically evaluates its estimates for losses and LAE and adjusts such reserves based on its
actual loss experience, mix of business and economic conditions. Changes in total estimates for losses and LAE
are reflected in current earnings. The Company believes that its total reserves for losses and LAE are adequate to
cover the ultimate cost of all claims net of reinsurance recoveries. Setting the loss reserves in both business
segments involves significant reliance upon estimates with regard to the likelihood, magnitude and timing of a
loss. The models and estimates the Company uses to establish loss reserves may not prove to be accurate,
especially during an extended economic downturn. There can be no assurance that the Company has correctly
estimated the necessary amount of reserves or that the reserves established will be adequate to cover ultimate
losses on incurred defaults.

Fair Value of Derivative Financial Guaranty Contracts

The gains and losses on direct derivative financial guaranty contracts are derived from internally generated
models. The gains and losses on assumed derivative financial guaranty contracts are provided by the primary
insurance companies. The estimated fair value amounts have been determined by the Company using available
market information and appropriate valuation methodologies. Considerable judgment is necessarily required to
interpret market data to develop the estimates of fair value. The fair value of derivative financial guaranty
contracts is included in accounts payable and accrued expenses on the Consolidated Balance Sheets. Settlements
under derivative financial guaranty contracts are charged to the fair value of derivative financial guaranty
instruments on the Consolidated Statements of Income.

Real Estate Acquired and Other Restructurings

Real estate is acquired in the mortgage insurance business segment to mitigate losses. The real estate
acquired is included in other assets on the Consolidated Balance Sheets at the lower of cost or net realizable
value. Gains or losses from the holding or disposition of real estate acquired are recorded as a decrease or
increase to the provision for losses. At December 31, 2004 and 2003, the Company held $9.9 million and
$8.0 million, respectively, of real estate acquired to mitigate losses.

Other restructurings in the financial guaranty business segment may consist of purchasing the insured debt
security to mitigate losses. Insured debt securities purchased to mitigate losses are included in other assets on the
Consolidated Balance Sheets at the lower of cost or net realizable value. Gains or losses from the holding or
disposition of the securities acquired are recorded as net gains and losses on the sale of investments. At
December 31, 2004 and 2003, the Company held $6.5 million and $11.2 million, respectively, of insured debt
securities purchased to mitigate losses.

Deferred Policy Acquisition Costs

Costs associated with the acquisition of mortgage insurance business, consisting of compensation and other
policy issuance and underwriting expenses, are initially deferred and reported as deferred policy acquisition
costs. Because SFAS No. 60 specifically excludes mortgage guaranty insurance from its guidance relating to the
amortization of deferred policy acquisition costs, amortization of these costs for each underwriting year book of
business is charged against revenue in proportion to estimated gross profits over the estimated life of the policies
using the guidance provided by SFAS No. 97, “Accounting and Reporting by Insurance Enterprises for Certain
Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments.” This includes
accruing interest on the unamortized balance of deferred policy acquisition costs. Estimates of expected gross
profit including persistency and loss development assumptions for each underwriting year used as a basis for
amortization are evaluated regularly, and the total amortization recorded to date is adjusted by a charge or credit
to the statement of earnings if actual experience or other evidence suggests that earlier estimates should be
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revised. Considerable judgment is used in evaluating these factors when updating the assumptions. The use of
different assumptions would have a significant effect on the amortization of deferred policy acquisition costs. In
2004, as a result of these evaluations, the Company accelerated the amortization of $11.6 million of policy
acquisition costs.

Deferred policy acquisition costs in the financial guaranty business are comprised of those expenses that
vary with, and are primarily related to, the production of insurance premiums, including: commissions paid on
reinsurance assumed, salaries and related costs of underwriting and marketing personnel, rating agency fees,
premium taxes and certain other underwriting expenses, offset by commission income on premiums ceded to
reinsurers. Acquisition costs are deferred and amortized over the period in which the related premiums are
earned. Deferred policy acquisition costs are reviewed periodically to determine that they do not exceed or are
less than recoverable amounts, after considering investment income.

Origination Costs of Derivative Financial Guaranty Contracts

Origination costs of derivative financial guaranty contracts are expensed as incurred.

Income Taxes

The Company provides for income taxes in accordance with the provisions of SFAS No. 109, “Accounting
for Income Taxes” (“SFAS 109”). As required under SFAS No. 109, the Company’s deferred tax assets and
liabilities are recognized under the liability method which recognizes the future tax effect of temporary
differences between the amounts recorded in the Consolidated Financial Statements and the tax bases of these
amounts. Deferred tax assets and liabilities are measured using the enacted tax rates expected to apply to taxable
income in the periods in which the deferred tax asset or liability is expected to be realized or settled.

The Company, as a mortgage guaranty and financial guaranty insurance writer, is eligible for a tax
deduction, subject to certain limitations, under Section 832(e) of the Internal Revenue Code for amounts required
by State law or regulation to be set aside in statutory contingency reserves. The deduction is allowed only to the
extent that the Company purchases non-interest-bearing U.S. Mortgage Guaranty Tax and Loss Bonds (“T&L
bonds”) issued by the Treasury Department in an amount equal to “the tax benefit derived” from deducting any
portion of the Company’s statutory contingency reserves.

Investments

The Company is required to group assets in its investment portfolio into one of three categories: held to
maturity, available for sale or trading securities. Fixed-maturity securities for which the Company has the
positive intent and ability to hold to maturity are classified as held to maturity and reported at amortized cost.
Investments classified as available for sale are reported at fair value, with unrealized gains and losses (net of tax)
reported as a separate component of stockholders’ equity as accumulated other comprehensive income.
Investments classified as trading securities are reported at fair value, with unrealized gains and losses (net of tax)
reported as a separate component of income. For securities classified as either available for sale or held to
maturity, the Company conducts a quarterly evaluation of declines in market value of the investment portfolio
asset basis to determine whether the decline is other-than-temporary. This evaluation includes a review of (1) the
length of time and extent to which fair value is below amortized cost; (2) issuer financial condition; and (3) intent
and ability of the Company to retain its investment over a period of time to allow recovery in fair value. The
Company uses a 20% decline in price over four continuous quarters as a guide in identifying those securities that
should be evaluated for impairment. For securities that have experienced rapid price declines or unrealized losses
of less than 20% over periods in excess of four consecutive quarters, classification as other-than-temporary is
considered. Factors influencing this consideration include an analysis of the security issuer’s financial
performance, financial condition and general economic conditions. If the decline in fair value is judged to be
other-than-temporary, the cost basis of the individual security is written down to fair value through earnings as a
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realized loss and the fair value becomes the new basis. At December 31, 2004 and 2003, there were no
investments held in the portfolio that met these criteria. Realized gains and losses are determined on a specific
identification method and are included in income. Other invested assets consist of residential mortgage-backed
securities and are carried at fair value.

In March 2004, the FASB Emerging Issues Task Force (“EITF”) reached a consensus regarding EITF 03-1,
“The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments”. The consensus
provides guidance for evaluating whether an investment is other-than-temporarily impaired and was effective for
other-than-temporary impairment evaluations made in reporting periods beginning after June 15, 2004.

However, the guidance contained in paragraphs 10-20 of this Issue has been delayed by FASB Staff Position
(“FSP”) EITF Issue 03-1-1, “Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments,” posted September 30, 2004. The delay
of the effective date for paragraphs 10-20 will be superseded concurrent with the final issuance of proposed FSP
EITF Issue 03-1-a, “Implication Guidance For the Application of Paragraph 16 of EITF Issue No. 03-1, The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments.” The proposed FSP
would provide implementation guidance with respect to debt securities that are impaired solely due to interest
rates and/or sector spreads and analyzed for other-than-temporary impairment. The disclosures continue to be
effective for the Company’s consolidated financial statements for fiscal years ending after December 15, 2003,
for investments accounted for under SFAS No. 115 and No. 124. For all other investments within the scope of
this Issue, the disclosures continue to be effective for fiscal years ending after June 15, 2004. The additional
disclosures for cost method investments continue to be effective for fiscal years ending after June 15, 2004.

Fair Values of Financial Instruments

Fair values for fixed-maturity securities (including redeemable preferred stock) and equity securities are
based on quoted market prices, dealer quotes and prices obtained from independent pricing services. Short-term
investments are carried at amortized cost, which approximates fair value.

Derivative Instruments and Hedging Activities

The Company accounts for derivatives under SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended and interpreted (“SFAS No. 133”). In general, SFAS No. 133 requires that all
derivative instruments be recorded on the balance sheet at their respective fair values. All derivative instruments
are recognized in the Consolidated Balance Sheets as either assets or liabilities, depending on the rights or
obligations under the contracts. Transactions that the Company has entered into that are accounted for under
SFAS No. 133 include investments in convertible debt securities, interest rate swaps, selling credit protection in
the form of credit default swaps and certain financial guaranty contracts that are considered credit default swaps.
Credit default swaps and certain financial guaranty contracts that are accounted for under SFAS No. 133 are part
of the Company’s overall business strategy of offering financial guaranty protection to its customers. The interest
rate swaps qualify as hedges and are accounted for as fair value hedges. The embedded equity derivatives
contained within the investment in convertible debt securities and the sale of credit protection in the form of
credit default swaps do not qualify as hedges under SFAS No. 133, so changes in their fair value are included in
the periods presented in current earnings in the Consolidated Statements of Income. Net unrealized gains and
losses on credit default swaps and certain other financial guaranty contracts are included in accounts payable and
accrued expenses on the Consolidated Balance Sheets. There is no reserve for losses recognized on derivative
contracts. Any equivalent reserve would be embedded in the unrealized gains and losses. Settlements under
derivative financial guaranty contracts are charged to accounts payable and accrued expenses. On a limited basis,
the Company engages in derivative settlements to mitigate counterparty exposure and to provide additional
capacity to its customers. During 2004, the Company received $2.9 million as settlement proceeds on derivative
financial guaranty contracts and paid $14.6 million as settlement on derivative financial guaranty contracts. The
Company received $11.5 million as settlement proceeds on derivative financial guaranty contracts in 2003 and
paid $14.0 million as settlements on derivative financial guaranty contracts during 2003.
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SFAS No. 133 requires that the Company split the convertible fixed-maturity securities in its investment
portfolio into the derivative and fixed-maturity security components. Over the term of the securities, changes in
the fair value of fixed-maturity securities available for sale are recorded in the Company’s Consolidated
Statement of Changes in Common Stockholders’ Equity through accumulated other comprehensive income or
loss. Concurrently, a deferred tax liability or benefit is recognized as the recorded value of the fixed-maturity
security increases or decreases. A change in the fair value of the derivative is recorded as a gain or loss in the
Company’s Consolidated Statements of Income.

A summary of the Company’s derivative information as of and for the periods indicated is as follows:

Year Ended December 31
2004 2003

(in millions)

Balance Sheet
Trading Securities

Amortized COSt .. ... i $ 654 $ 504

Fairvalue ........ ... . 86.3 53.8
Derivative Financial Guaranty Contracts

Notional value . ......... o $12,500.0 $10,500.0

Gross unrealized gains . ............... i, $ 749 $ 575

Gross unrealized 10SS€s . ...t 49.6 73.6

Net unrealized gains (10SS€S) .. ..o vvvvieineeenn.. $ 253 $ (6.1

The components of the change in fair value of derivative instruments are as follows:

Year Ended December 31
2004 2003 2002

(in millions)

Income Statement

Trading SECUTTHES . ...\ vttt $174 $52 $(0.3)
Derivative Financial Guaranty Contracts ................... 29.7 (1.1) (12.7)
Net gains (I0SS€S) .« . oo vt et $47.1  $41 $(13.0)

The following table presents information related to net unrealized gains or losses on derivative financial
guaranty contracts (included in accounts payable and accrued expenses on the Consolidated Balance Sheets).

December 31
2004 2003
(in millions)
Balance atJanuary 1 ....... .. ... ... . $(16.1)  $(17.5)
Net unrealized lossesrecorded ... .......... ..., 29.7 (1.1)
Settlements of derivatives contracts:
Receipts ..ot 2.9) (11.5)
Payments . .. .. ... .. 14.6 14.0
Balance at December 31 .. ... ...t $253 $(16.1)

The application of SFAS No. 133 could result in volatility from period to period in gains and losses as
reported on the Company’s Consolidated Statements of Income. These gains and losses result primarily from
changes in corporate credit spreads, changes in the creditworthiness of underlying corporate entities, and the
equity performance of the entities underlying the convertible investments. Any loss payments on such contracts
would run through the change in fair value of derivatives. The Company is unable to predict the effect this
volatility may have on its financial position or results of operations.
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The Company has entered into derivatives to hedge the interest rate risk related to the issuance of certain
long-term debt in accordance with the Company’s risk management policies. At December 31, 2004, there were
two interest rate swaps. Interest rate swaps have been designed as fair value hedges and hedge the change in fair
value of the debt arising from interest rate movements. During 2004, the fair value hedges were 100% effective.
Therefore, the changes in the derivative instruments in the Consolidated Statements of Income were offset by the
change in the fair value of the hedged debt.

This interest rate swap contracts mature in February 2013. Terms of the interest rate swap contracts at
December 31, 2004 were as follows (dollars in thousands):

Notional AMOUNE . . . o v vt et et e e e e e e e e e e $250,000
Ratereceived-Fixed . ....... ... ... .. . . . . . 5.625%
Rate paid - Floating (a) .. ........cuininiin .. 3.823%
Maturity date . ...t February 15, 2013
Unrealized gain .................. oot $1,841

(a) The December 31, 2004 six-month LIBOR forward rate at the next swap payment date plus 87.4 basis
points.

In April 2003, the FASB issued SFAS No. 149, “Amendment of FASB Statement No. 133 on Derivative
Instruments and Hedging Activities.” SFAS No. 149 is effective for contracts entered into or modified after June
30, 2003, except for the provisions of SFAS No. 149 that relate to SFAS No. 133 Implementation Issues that
have been effective for fiscal quarters that began before June 15, 2003 and for hedging relationships designated
after June 30, 2003. The Company has applied all of the provisions of SFAS No. 149 prospectively except for the
provisions of SFAS No. 149 that relate to SFAS No. 133 Implementation Issues that have been effective for
fiscal quarters that began before June 15, 2003, which are applied in accordance with their respective effective
dates. The implementation of SFAS No. 149 did not have a material impact on the Company’s financial
statements.

In October 2004, the Company entered into transactions to lock in treasury rates that would have served as a
hedge in the event the Company issued long-term debt. The notional value of the hedges is $120 million at a
blended rate of 4.075%. At December 31, 2004, the Company had a $1.5 million unrealized gain recorded on the
hedges.

In January 2005, the Company discontinued the hedge arrangements and received payments from its
counterparties. The Company realized a gain of $1.0 million at termination in 2005.

Company-Owned Life Insurance

The Company is the beneficiary of insurance policies on the lives of certain officers and employees of the
Company. The Company has recognized the amount that could be realized under the insurance policies as an
asset in its Consolidated Balance Sheets. At December 31, 2004 and 2003, the amount of Company-owned life
insurance totaled $57.4 million and $55.5 million, respectively, and is included as a component of other assets.

Accounting for Stock-Based Compensation

The Company accounts for stock-based compensation in accordance with SFAS No. 123, “Accounting for
Stock-Based Compensation.” SFAS No. 123 requires expanded disclosures of stock-based compensation
arrangements with employees and encourages, but does not require, the recognition of compensation expense for
the fair value of stock options and other equity instruments granted as compensation to employees and directors.
The Company has chosen to continue to account for stock-based compensation using the intrinsic value method
prescribed in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”
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(“APB 25”) and related interpretations. Accordingly, compensation cost for stock options is measured as the
excess, if any, of the quoted market price of the Company’s stock at the date of the grant over the amount an
employee must pay to acquire the stock. To date, there have been no options issued at a price that was less than
the market price at the date of issuance.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation—Transition
and Disclosure, an amendment of FASB Statement No. 123.” SFAS No. 148 amended SFAS No. 123 to provide
alternative methods of transition for a voluntary change to the fair value-based method of accounting for stock-
based employee compensation. In addition, this Statement amended the disclosure requirements of SFAS No. 123
to require prominent disclosures in both annual and interim financial statements about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results. This statement was
effective for financial statements for fiscal years ending after December 15, 2002.

In December 2004, the FASB issued Statement 123 (revised 2004) (“SFAS No. 123R”) that will require
compensation costs related to share-based payment transactions to be recognized in the financial statements. The
compensation costs, with limited exceptions, will be measured based on the grant-date fair value of the equity or
liability instrument issued. Liability awards will be required to be re-measured each reporting period.
Compensation cost will be recognized over the period that an employee provides service in exchange for the
award. SFAS No. 123R replaces SFAS No. 123 and supersedes APB 25. This statement is effective for interim
periods beginning after June 15, 2005 and applies to all awards granted after the effective date and requires the
reporting of the cumulative effect of applying this statement as of this date. Management is in the process of
reviewing this Statement and assessing the impact it will have on the Company’s financial statements.

The following table illustrates the effect on net income and earnings per share if the Company had applied
the fair value recognition provisions of SFAS No. 123 to stock-based employee compensation (in thousands,
except per-share amounts).

Year Ended December 31
2004 2003 2002
Net income, as reported . ... ..ottt $518,653 $385,901 $427,169
Deduct: Total stock-based employee compensation expense determined under
fair value-based method for all awards, netoftax ..................... 8,455 7,532 6,204
Pro formanet inCome . ... ... ...ttt $510,198 $378,369 $420,965
Pro forma net income available to common stockholders ................. $513,416 $381,587 $418,607
Earnings per share
Basic—as reported .. ....... ... $ 557 $ 413 $ 447
Basic—proforma ........... ... $ 548 $ 405 $ 441
Diluted—as reported . ......... ... $ 533 $ 395 $ 427
Diluted—pro forma . ........... ...t $ 524 $ 388 $ 421

In accordance with the adoption of SFAS No. 123, the pro forma effect on net income for 2004, 2003 and
2002 is not representative of the pro forma effect on net income in future years because it does not take into
consideration pro forma compensation expense related to grants made prior to 1995.
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The weighted average fair values of the stock options granted during 2004, 2003 and 2002 were $18.19,
$14.26 and $21.50, respectively. The fair value of each stock option grant is estimated on the date of grant using
the Black-Scholes option-pricing model with the following weighted average assumptions used for grants:

2004 2003 2002

Expected life (Years) . . .. ..ot 550 550 6.71

Risk-free interest rate . . ... ... ...ttt e e e 3.04% 2.88% 4.06%
VOlatility . . .o 38.48% 39.39% 39.76%
Dividend yield . ... ... ..o 0.17% 0.22% 0.18%

Net Income Per Share

The Company is required to disclose both “basic” net income per share and “diluted” net income per share.
Basic net income per share is based on the weighted average number of common shares outstanding, while
diluted net income per share is based on the weighted average number of common shares outstanding and
common share equivalents that would arise from the exercise of stock options. Preferred stock dividends are
deducted from net income in the net income per share computation. Diluted shares assume the conversion of the
Company’s senior convertible debentures.

The calculation of the basic and diluted net income per share was as follows (in thousands, except per-share
amounts):

Year Ended December 31
2004 2003 2002
NELINCOME . . .ottt et e e e e e e $518,653 $385,901 $427,169
Preferred stock dividend adjustment ............ .. ... .. ... ... — — (2,475)
Premium paid to redeem preferred stock ......... ... ... ... oL oL — — (3,003)
Interest expense on convertible senior debentures (net of tax) ............. 3,218 3,218 3,120
Net income available to common stockholders ......................... $521,871 $389,119 $424,811
Average diluted stock options outstanding . ........... .. .. .. .. ... 4,961.5 5,385.5 5,139.0
Average exercise price pershare .................................... $ 3343 $§ 2959 $ 2742
Average market price per share—diluted basis ......................... $ 4665 $ 4192 $ 4377
Weighted average common shares outstanding .. ....................... 93,062 93,531 94,306
Increase in shares due to exercise of options—diluted basis ............... 1,036 1,112 1,400
Increase in shares-contingently convertibledebt .. ...................... 3,810 3,810 3,810
Average shares outstanding—diluted ............. ... .. ... ... .. ... 97,908 98,453 99,516
Net income per share—basic .............. ... .. ... $ 557 $ 413 $ 447
Net income per share—diluted . . ......... ... ... .00, $ 533 $ 395 § 427

At December 31, 2004, 2003 and 2002, there were 274,810 options, 297,600 options and 770,000 options,
respectively, excluded from the net income per share calculation because the options were anti-dilutive.

Comprehensive Income

The Company is required to present, as a component of comprehensive income, the amounts from
transactions and other events that are currently excluded from the Consolidated Statements of Income and are
recorded directly to stockholders’ equity.
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Segment Reporting

The Company has three reportable segments: mortgage insurance, financial guaranty insurance and financial
services. The mortgage insurance segment provides mortgage credit protection primarily via private mortgage
insurance and risk management services to mortgage lending institutions located throughout the United States
and globally. Private mortgage insurance primarily protects lenders from all or part of default-related losses on
residential first-mortgage loans made primarily to homebuyers who make down payments of less than 20% of the
home’s purchase price. Private mortgage insurance also facilitates the sale of these mortgages in the secondary
market. The financial guaranty segment provides credit-related insurance coverage, credit default swaps and
certain other financial guaranty contracts to meet the needs of customers in a wide variety of domestic and
international markets. The Company’s insurance businesses within the financial guaranty insurance segment
includes the assumption of reinsurance from monoline financial guaranty insurers for both public finance bonds
and structured finance obligations, the provision of direct financial guaranty insurance for public finance bonds
and structured transactions, and trade credit reinsurance. The financial services segment consists of the
Company’s equity interest in two companies that deal primarily with credit-based servicing and securitization of
assets in underserved markets, in particular, the purchase, servicing and securitization of special assets, including
sub-performing/non-performing mortgages and delinquent consumer assets. In addition, the financial services
segment includes the results of RadianExpress, an Internet-based settlement company that provided real estate
information products and services to the first- and second-lien mortgage industry. During the first quarter of
2004, RadianExpress ceased processing new orders and is completing the final processing of the remaining
transactions. The Company’s reportable segments are strategic business units that are managed separately
because each business requires different marketing and sales expertise. Certain corporate income and expenses
have been allocated to the segments. For each of the years ended December 31, 2004, 2003 and 2002, the
Company’s revenue attributable to foreign countries was approximately 6%. In addition, long-lived assets
located in foreign countries were immaterial for the periods presented.

In the mortgage insurance segment, the highest state concentration of risk in force at December 31, 2004
was 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 14.7% of Mortgage Insurance’s total direct pool risk in force.
California accounted for 13.8% of Mortgage Insurance’s direct 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 in 2004 compared to 10.4% in 2003 and
8.1% in 2002. The amount originated in 2003 for the largest single customer included a large structured
transaction composed of prime mortgage loans originated throughout the United States.

The financial guaranty segment derives a substantial portion of its premiums written from a small number of
direct primary insurers. Two primary insurers were responsible for 37.2% of the financial guaranty segment’s
gross written premiums (including the impact of the recapture of business previously ceded to the Company by
one of the primary insurer customers in the first quarter of 2004) and 25.9% of the financial guaranty segment’s
gross written premiums (excluding this impact) for 2004, compared to 30.9% for 2003. Five trade credit insurers
were responsible for 25.1% of the financial guaranty segment’s gross premiums written (including the impact of
the recapture of business previously ceded to the Company by one of the primary insurer customers) and 17.5%
(excluding this impact) for 2004 compared to 13.7% for 2003.
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The Company evaluates operating segment
financial information concerning the Company’s
indicated is as follows:

Net premiums written

Net premiums earned
Net investment income
Gain on sales of investments
Change in fair value of derivative instruments
Other income

Total revenues

Provision for losses
Policy acquisition costs

Other operating expenses
Interest expense

Total expenses

Equity in net income of affiliates

Pretax income
Provision for income taxes

Net income

Total assets
Deferred policy acquisition costs
Reserve for losses and loss adjustment expenses
Unearned premiums
Stockholders’ equity

performance based primarily on net income. Summarized
operating segments, as of and for the year-to-date periods

December 31, 2004
Mortgage Financial Financial
Insurance Services Guaranty Total
(in thousands)
........ $ 866,051 $ — $ 216,436 $1,082,487
........ $ 814,553 % — $ 214,931 $1,029,484
........ 118,694 98 85,557 204,349
........ 44,380 2,424 3,995 50,799
........ 11,940 206 34,989 47,135
........ 24247 5,989 2,050 32,286
........ 1,013,814 8,717 341,522 1,364,053
........ 400,936 — 55,898 456,834
........ 75,487 — 46,343 121,830
........ 141,131 12,229 52,327 205,687
........ 20,138 2,500 12,022 34,660
........ 637,692 14,729 166,590 819,011
........ — 179,128 1,422 180,550
........ 376,122 173,116 176,354 725,592
........ 104,240 60,577 42,122 206,939
........ $ 271,882 $112,539 $ 134,232 $ 518,653
........ $4,198,325 $388,975 $2,420,187 $7,007,487
........ 69,175 — 142,753 211,928
........ 559,632 — 241,380 801,012
........ 142,853 — 627,355 770,208
........ 2,065,290 316,378 1,307,387 3,689,055
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December 31, 2003

Mortgage Financial Financial
Insurance Services Guaranty Total
(in thousands)
Net premiums WIitten . .. ... .ovete et $ 741,840 $ — $ 368,637 $1,110,477
Net premiums earned . ............cooiiiiiiaai.... $ 759,620 $ — $ 248,563 $1,008,183
Net Investment iNCOME . . . ...ttt ittt 107,690 36 78,437 186,163
Gain (loss) on sales of investments .................... 8,123 (2,284) 11,548 17,387
Change in fair value of derivative instruments ........... 3,275 90 774 4,139
Other inCome . ...t i 32,003 27,680 3,639 63,322
Totalrevenues ............. ... 910,711 25,522 342,961 1,279,194
Provision forlosses . ............ ..o 309,272 — 166,782 476,054
Policy acquisition COSts .. ...t 70,195 — 58,323 128,518
Other operating eXpenses . ... .........oeuwenenennen... 125,951 47,058 38,068 211,077
Interest eXPense .. .......o.iiit i 21,467 3,162 12,913 37,542
Total eXPenses . ..........oeuiireunnenannnn.. 526,885 50,220 276,086 853,191
Equity in net income of affiliates . ..................... — 95,507 9,969 105,476
Pretax income .. ...... ... 383,826 70,809 76,844 531,479
Provision forincome taxes . ... ... 104,013 28,313 13,252 145,578
NEtiNCOME . ..o vi ettt ettt i $ 279,813 $ 42496 $ 63,592 $ 385,901
Total @SSELS . ..ot i e $3,849,210 $314,628 $2,281,929 $6,445,767
Deferred policy acquisition costs .. .................... 79,542 — 139,237 218,779
Reserve for losses and loss adjustment expenses . ......... 513,473 — 276,907 790,380
Unearned premiums ... .....ouvineneneunenenennen... 93,415 — 625,234 718,649
Stockholders’ equity . .......oviinn i 1,850,796 260,918 1,114,130 3,225,844
December 31, 2002
Mortgage Financial Financial
Insurance Services Guaranty Total
(in thousands)
Net premiums Written ... ........ooieinninnennnnn .. $ 668,583 $ — % 286,336 $ 954,919
Net premiums earned .. ............ccuiiiiian.... $ 660,492 $ — % 186,633 $ 847,125
Net investment iNCOME . . .. ....ovv vt 107,138 162 71,541 178,841
Gainon sales of investments . ............ ... ... .. 4,643 3,450 2,369 10,462
Change in fair value of derivative instruments ........... 462 — (13,451) (12,989)
Otherincome . ........... i 20,390 22,471 1,514 44,375
Total revenues ............. ... 793,125 26,083 248,606 1,067,814
Provision forlosses . ............ .. .. 194,486 — 48,846 243,332
Policy acquisition costs . .......... ... ... 66,814 — 34,004 100,818
Other operating eXpenses . ... .........oeuevueuenenen.. 109,043 38,716 27,554 175,313
Interest €Xpense . ............iiii i 17,155 2,110 9,559 28,824
Total eXpenses . ........c.ouuvriiiineenenenen.. 387,498 40,826 119,963 548,287
Equity in net income of affiliates ...................... — 81,872 (123) 81,749
Pretax inCome . ... ..o 405,627 67,129 128,520 601,276
Provision forincome taxes .. .............c.o.tiiini..n.. 111,823 26,854 35,430 174,107
NEetinCoOmMe . ... oi i e $ 293,804 $ 40275 $ 93,090 $ 427,169
Total @SSets . ..o v $3,262,741 $246,156 $1,884,508 $5,393,405
Deferred policy acquisition costs ... ................... 75,673 — 107,914 183,587
Reserve for losses and loss adjustment expenses . ......... 484,705 — 139,872 624,577
Unearned premiums ... ......uoumennnennenenennen... 112,575 — 505,475 618,050
Stockholders” equity . .. ... 1,639,205 201,427 912,803 2,753,435



The reconciliation of segment net income to consolidated net income is as follows:

Year Ended December 31
2004 2003 2002
(in thousands)
Net Income
Mortgage INSUTANCE . ..o\ttt ittt e e e $271,882 $279,813 $293,804
Financial Guaranty ............. . i 134,232 63,592 93,090
Financial Services ............ .. e 112,539 42,496 40,275
Total . ... $518,653 $385,901 $427,169

The results for Financial Guaranty for the year ended December 31, 2004 include the impact of the
recapture of business previously ceded to the Company by one of the primary insurer customers that occurred in
the first quarter of 2004. 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 Financial Guaranty’s primary insurer customers exercised its right
to recapture approximately $16.4 billion of par in force reinsurance ceded to Financial Guaranty, 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 the Company, in accordance with GAAP, already had reflected $24.9 million of these recaptured written
premiums as having been earned, the Company was required to record the entire $24.9 million reduction in
earned premiums in the first quarter of 2004. The Company estimates that the recapture of reinsurance business
reduced 2004 pre-tax income by approximately $37.8 million or approximately $0.26 per share after tax, $0.11
per share of which was the immediate impact and the balance was a result of recaptured written premiums that
would have been earned over time, and losses that were expected on the recaptured business.

Also in connection with the recapture, Financial Guaranty was reimbursed for policy acquisition costs of
approximately $31.0 million for which the carrying value under GAAP was $21.3 million. In addition, the
recapture included approximately $11.5 million that had been recorded as case reserves under GAAP. Finally,
Financial Guaranty took a charge of $0.8 million for mark-to-market adjustments related to certain insurance
policies associated with the recapture.

Other Operations

The Company is 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 the purchase of Financial Guaranty.
The Company has sold portions of the business to the extent possible. The remainder is in run-off. During this
process, any net servicing expenses will be charged against an existing servicing liability and any gains or losses
on assets will be charged against an existing asset reserve. If and when these reserves become depleted, future
results will be recorded in current operations.

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. The results of
this subsidiary are not material to the financial results of the Company. At December 31, 2004, the Company had
approximately $413 million and $392 million of non-consolidated assets and liabilities, respectively, associated
with Singer special-purpose vehicles. The Company’s investment in these special-purpose vehicles was $20.8
million at December 31, 2004. At December 31, 2003, the Company had approximately $465 million and $447
million of non-consolidated assets and liabilities, respectively, associated with Singer special-purpose vehicles.
The Company’s investment in these special-purpose vehicles was $18.0 million at December 31, 2003. In
May 2003, the Company restructured and combined approximately $80 million of assets of one of the special-
purpose vehicles into another special-purpose vehicle. This transaction did not have a significant effect on the
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Company’s operations. In August 2002, the Company sold substantially all of the assets of a related subsidiary,
Enhance Consumer Services LLC (“ECS”), which had been engaged in the purchase, servicing and securitization
of viatical settlements, to an independent third-party for an aggregate purchase price of $8.4 million, which
approximated the carrying value.

Guarantees

The Company accounts for guarantees under FASB Interpretation (“FIN”) No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, including Indirect Guarantees of Indebtedness of Others.” This
Interpretation elaborates on the disclosures to be made by a guarantor in its interim and annual financial
statements about its obligations under certain guarantees that it has issued. It also clarifies that a guarantor is
required to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in
issuing the guarantee. This Interpretation also incorporates, without change, the guidance in FASB Interpretation
No. 34, “Disclosure of Indirect Guaranties of Indebtedness of Others,” which was superseded. The initial
recognition and initial measurement of provisions of this Interpretation are applicable on a prospective basis to
guaranties issued or modified after December 31, 2002, irrespective of the guarantor’s fiscal year-end. The
disclosure requirements in this Interpretation were effective for financial statements of interim or annual periods
ending after December 15, 2002. The Interpretation does not apply to the financial guaranty insurance policies
issued by the Company. However, the Company had guaranteed the performance of an affiliate under a $25
million revolving credit facility that expired in December 2004 and was renewed until December 31, 2005. There
have been no drawdowns on this facility.

Recent Accounting Pronouncements

In May 2003, the FASB issued SFAS No. 150, “Accounting For Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” SFAS No. 150 amends certain paragraphs of FASB Statements
No. 128 and No. 133 and is effective for financial instruments entered into or modified after May 31, 2003.
SFAS No. 150 establishes standards for how an issuer classifies and measures certain financial instruments with
characteristics of both liabilities and equity. It requires an issuer to classify a financial instrument that is within
its scope as a liability (or an asset, in some circumstances). SFAS No. 150 has not had a material impact on the
Company’s financial statements. The FASB is addressing certain implementation issues associated with the
application of SFAS No. 150. In October 2003, the FASB decided to defer certain provisions of SFAS No. 150
related to mandatory redeemable financial instruments representing non-controlling interests in subsidiaries
included in consolidated financial statements. The Company will monitor the actions of the FASB and assess the
impact, if any, that these actions may have on the Company’s financial statements.

The FASB ratified EITF Issue 04-08, “The Effects of Contingently Convertible Instruments on Diluted
Earnings per Share,” which requires that contingently convertible debt be included in calculating diluted earnings
per share regardless of whether the contingent feature has been met. The effective date is for reporting periods
after December 15, 2004 and prior period earnings per share amounts presented for comparative purposes must
be restated. The Company’s convertible debt outstanding of $220 million is contingently convertible. The
Company’s diluted earnings per share has been reduced by the application of this EITF by $0.18, $0.13 and
$0.14 for the years ended December 31, 2004, 2003 and 2002, respectively.

Reclassifications

The current period presentation includes changes from prior period presentations that are consistent with the
Securities and Exchange Commission’s interpretation of its rules regarding presentation. In particular, gains and
losses on sales of investments and change in fair value of derivative instruments have been reclassified to
revenues, and equity in net income of affiliates has been reclassified from revenues to a separate item following
total expenses. These changes affect the presentation of the Consolidated Statements of Income, but do not alter
total net income. Certain prior period balances have been reclassified to conform to the current period
presentation.
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3. Investments

Fixed-maturity and equity investments at December 31, 2004 and 2003 consisted of (in thousands):

December 31, 2004
Gross Gross
Amortized Fair Unrealized  Unrealized
Cost Value Gains Losses

Fixed maturities held to maturity:
Bonds and notes:
State and municipal obligations .. .............. $ 178,894 $ 188,063

$ 9177 $ 8

$ 178,894 $ 188,063

$ 9177 $ 8

Fixed maturities available for sale:
Bonds and notes:

U.S. government securities ................... $ 62273 $ 63,875 $ 1,854 $ 252
U.S. government sponsored enterprises .. ........ 52,533 52,378 161 316
State and municipal obligations .. .............. 3,181,834 3,329,041 150,155 2,948
COrporate . .........oouiivuninenennenenenn.. 109,664 115,553 6,077 188
Convertible securities . ............. ...ttt 308,349 318,334 12,430 2,445
Asset-backed securities . ......... ... 216,844 217,060 1,500 1,284
Private placements .. ............ . i 63,985 64,580 2,582 1,987
Redeemable preferred stock .. .......... .. . .. .. ... 106,149 115,521 9,691 319
Foreign governments . ...............vuuienennunenan.. 127,265 130,024 2,839 80
$4,228,896 $4,406,366 $187,289 $9,819

Equity securities available forsale ..................... $ 250,558 $ 335495 $ 84937 $ —

December 31, 2003
Gross Gross
Amortized Fair Unrealized Unrealized
Cost Value Gains Losses

Fixed maturities held to maturity:
Bonds and notes:
State and municipal obligations ................ $ 273,995 $ 291,060

$ 17,079 $ 14

$ 273,995 $ 291,060

$ 17,079 $ 14

Fixed maturities available for sale:
Bonds and notes:

U.S. government Securities .................... $ 96,243 $ 97955 $ 2010 $ 298

U.S. government sponsored enterprises .......... 30,949 30,877 86 158

State and municipal obligations ................ 2,806,371 2,947,248 143,963 3,086

COorporate ... ......oeuiiiiii 181,857 187,838 6,519 538
Convertible SECUrities . .. ... 257,211 268,256 11,045 —

Asset-backed securiti€s . ... ... 331,914 333,692 2,874 1,096

Private placements ............... .. . i 92,843 92,380 3,490 3,953

Redeemable preferred stock ............ ... ... .. ... ... 118,673 131,888 14,597 1,382

Foreign governments . .................uiniininiinen.. 80,214 80,127 219 306

$3,996,275 $4,170,261 $184,803 $10,817

Equity securities available forsale ...................... $ 213,281 $ 249,634 $ 42,884 $ 6,530
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The contractual maturities of fixed-maturity investments are as follows (in thousands):

Fixed maturities held to maturity:
2005
2006-2009
2010-2014

2015 and thereafter

Fixed maturities available for sale:
2005
2006-2009
20102014
2015 and thereafter
Asset-backed securities
Redeemable preferred stock

Net investment income consisted of (in thousands):

Investment income:
Fixed maturities
Equity securities
Short-term investments
Other

Investment CXPENSES . . . e e e e

Net gain on sales of investments consisted of (in thousands):

Gains on sales and redemptions of fixed-maturity investments available for
sale
Losses on sales and redemptions of fixed-maturity investments available for
sale
Gains on redemptions of fixed-maturity investments held to maturity

Losses on redemptions of fixed-maturity investments held to maturity . ......

Gains on sales of equity securities available for sale
Losses on sales of equity securities available for sale
Gains on sales of other invested assets
Losses on sales of other invested assets

Gains on sales of trading securities . . .. ........ ...,

Losses on sales of trading securities
Gains on sales of short-term investments
Losses on sales of short-term investments
Capital gains on equity securities
Loss on sale of equity in affiliates
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December 31, 2004
Amortized
Cost Fair Value
$ 12977 $ 13,325
...... 48,498 50,914
...... 69,803 73,732
...... 47,616 50,092
...... $ 178,894 $ 188,063
...... $ 97436 $ 99,585
...... 393,521 406,211
...... 690,422 720,236
...... 2,724,524 2,847,753
...... 216,844 217,060
...... 106,149 115,521
$4,228,896  $4,406,366
Year Ended December 31
2004 2003 2002

$201,662 $187,005 $176,857

4,029 2,565 1,555
3,357 2,574 4,325
740 1,197 902
$209,788 $193,341 $183,639
(5,439) (7,178) (4,798)

$204,349 $186,163 $178,841

Year Ended December 31

2004 2003

2002

$29.492 $26,559 § 32,742

(4,672)  (4,575)
868 970
(38) (284)

33,179 11,703
(6,070)  (12,608)
2,156 204

— (1,397)
4,417 8,038
(10,371)  (9,968)
— 5
(D —
3,083 —
(1244)  (1,260)

(23,584)
631

)
2,509

(2,838)
3,425

2,916
(5.293)

25
(66)

$ 50,799 $ 17,387 § 10,462




For the years ended December 31, 2004, 2003 and 2002, the Company did not sell any fixed-maturity
investments held to maturity.

Net change in unrealized appreciation (depreciation) on investments consisted of (in thousands):

Year Ended December 31
2004 2003 2002
Fixed maturities held to maturity . ....................iieeeeeennn... $ (7.895) $ (6,578) $ 3,879
Fixed maturities available forsale .. ........ .. ... .. .. .. ... .. .. . ... ..., $ 3,484 $57,068 $102,790
Deferred tax provisSion . ... .......uuttnt it (1,219)  (19,974)  (35,720)
$ 2,265 $37,094 $ 67,070
Equity securities available forsale ............... ... ... .. ... .. ..., $ 48,583 $ 64,602 $(31,210)
Deferred tax (provision) benefit ........ ... ... ... .. . i (17,004) (22,611) 10,924
$ 31,579 $41,991 $(20,286)
Other (1) .ot $ 2,007 $ (2,331) $ 329

(1) Includes mark-to-market adjustments for derivatives of affiliates not included in the Company’s
Consolidated Balance Sheets.

At December 31, 2004, fixed-maturity investments available for sale had gross unrealized losses of $9.8
million. At December 31, 2004, there were no gross unrealized losses on equity securities available for sale. For
these securities in an unrealized loss position at December 31, 2004, the length of time such securities had been
in an unrealized loss position, as measured by their month-end fair values was as follows:

Number
of Fair Amortized Unrealized
Securities  Value Cost Loss
(dollar amounts in millions)

Lessthan 6months . ........ ... ... ... .. 193 $238.6  $241.4 $2.8
6to9months . ... ... ... .. 40 144.1 148.2 4.1
9to12months ... ... ... e 7 194 19.9 0.5
Morethan 12months .. ... ... ... .. .. . . 70 89.0 90.9 1.9
Subtotal . ... ... 310 491.1 500.4 9.3
U.S. Treasury and agency SECUrities . ................oueennnon.. 27 68.7 69.2 0.5
Total . ... 337 $559.8  $569.6 $9.8

Of the 70 securities that had been in an unrealized loss position for more than 12 months, none had an
unrealized loss of more than 20% of that security’s amortized cost and none qualified as other-than-temporary in
the Company’s judgment.

The contractual maturity of securities in an unrealized loss position at December 31, 2004 was as follows:

Fair Value Amortized Cost Unrealized Loss

(dollar amounts in millions)

2005 $ 41.0 $ 41.1 $0.1
20062009 . ..o 58.6 59.2 0.6
20102014 . oo 69.2 72.6 34
2015 and later ... ... 282.7 286.8 4.1
Mortgage-backed and other asset-backed securities .. ............. 97.7 99.0 1.3
Redeemable preferred stock ......... ... .. .. .. i 10.6 10.9 0.3

Total .. $559.8 $569.6 $9.8




Securities on deposit with various state insurance commissioners amounted to $15.9 million at
December 31, 2004 and $18.5 million at December 31, 2003. The Company also had $52.2 million on deposit at
December 31, 2004 and $58.6 million at December 31, 2003 for the benefit of reinsurers.

4. Investment in Affiliates

The Company owns a 46.0% interest in Credit-Based Asset Servicing and Securitization LLC (“C-BASS”)
and a 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 the Company’s
ownership interest from 45.5% to 41.5%. The Company recorded a $1.3 million loss on the transaction in 2003.
C-BASS is engaged in the purchasing, servicing and/or securitization of special assets, including sub-performing/
non-performing and seller-financed residential mortgages, real estate and subordinated residential mortgage-
based securities. Sherman conducts a business that focuses on purchasing and servicing delinquent, primarily
unsecured consumer assets. At December 31, 2004 and 2003, C-BASS had total assets of $4.0 billion and $3.2
billion, respectively, and total liabilities of $3.4 billion and $2.7 billion, respectively. C-BASS had net income for
2004, 2003 and 2002 of $208.1 million, $143.9 million and $138.3 million, respectively. At December 31, 2004
and 2003, Sherman had total assets of $484.2 million and $500.0 million, respectively, and total liabilities of
$243.4 million and $340.9 million, respectively. Sherman had net income for 2004, 2003 and 2002 of $200.6
million, $70.9 million and $40.3 million, respectively. In January of 2005, an additional dividend of $2.8 million
was received from C-BASS and an additional $51.9 million dividend was received from Sherman.

The Company 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. Prior to 2003, this ownership percentage was 36.5%. In December
2004, the Company sold its interest in Exporters for $4.0 million, recording a loss of $1.2 million on the sale.
Financial Guaranty provides significant reinsurance capacity to this joint venture on a quota-share, surplus-share
and excess-of-loss basis. The Company’s reinsurance exposure at December 31, 2004 was approximately $137.2
million and is expected to run off over a seven-year period. At December 31, 2003, Exporters had total assets of
$168.3 million and total liabilities $109.7 million. Exporters had net income of $1.5 million for the first nine
months of 2004 and $1.5 million for the full year of 2003 and a loss of $1.9 million for the full year of 2002.

In March 2002, the Company invested $20 million for an approximate 12% interest in Primus Guaranty,
Ltd., a Bermuda holding company and parent company to Primus Financial Products, LLC (“Primus”), a
Company rated “Aaa” by Moody’s and “AAA” by S&P that provides credit risk protection to derivatives dealers
and credit portfolio managers on investment-grade entities. In 2004, the Company exercised warrants for an
additional $5.5 million investment in Primus. In September 2004, Primus issued common stock in an initial
public offering of its common shares. The Company, which owned an approximate 15% interest in Primus prior
to the offering, sold 177,556 shares of its Primus common stock in this offering, receiving approximately $2.2
million and recording a gain of $1.0 million. After this transaction, the Company owns 4,744,506 shares of
Primus or approximately 11% of the common shares outstanding but these shares are subject to significant
limitations on their sale. These shares had a market value of $64.1 million at September 30, 2004. The
Company’s investment in Primus, which had previously been included in investment in affiliates on the
Consolidated Balance Sheets, has now been reclassified to the equity securities available for sale category of
investments. Beginning in the fourth quarter of 2004, the Company no longer reported earnings or loss from
Primus as equity in earnings of affiliates. All changes in the fair value of the Primus stock after September 30,
2004 are recorded as accumulated other comprehensive income. The Company believes this treatment and
presentation is appropriate because after the public offering the Company no longer has influence or control over
Primus disproportionate to its percentage of equity ownership. At December 31, 2003, Primus had total assets of
$318.2 million and total liabilities of $6.2 million. For the first nine months of 2004 and for the full year of 2003,
Primus had net income of $million and $77.6 million, respectively. The results for Primus for 2002 were
immaterial to the Company’s consolidated financial statements. Radian Reinsurance provided Primus with a
financial guaranty insurance policy, which expired on March 30, 2003.
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The Company accounts for its investment in these affiliates in accordance with the equity method of
accounting, as the control of these affiliates does not rest with the Company and since the other shareholders
have substantial participating rights.

The following tables show selected financial information for C-BASS and Sherman and details of the
Company’s investment in C-BASS and Sherman.

Year Ended
December 31
2004 2003
(In thousands)

Investment in Affiliates — Selected Information:

C-BASS
Balance, beginning of period . .......... ... .. ... .. ... $ 226,710 $ 175,630
Share of net income for period ............. .. ... ... ... 95,863 66,080
Dividends received . ...... ... ... 32,500 15,000
Balance, end of period ............ .. ... ... . $ 290,073 $ 226,710

Sherman
Balance, beginning of period .. .......... ... ... ... .. ... $ 65,979 $ 56,797
Sale of Interest . ...t — (4,655)
Share of net income for period ............ .. ... .. ... .. . ... 83,265 29,427
Dividends received . ....... ... ... .. 49,800 12,450
Other comprehensive income . ............. ..., 2,048 (3,140)
Balance, end of period . ......... ... ... .. $ 101,492 $ 65,979
Portfolio Information:

C-BASS
Servicing portfolio . .......... .. $33,680,000 $20,700,000
Total @Ssets . . ... o 3,992,712 3,181,468

Sherman
Total @SSELS . . v vttt $ 484,193 $ 500,042
Summary Income Statement:

C-BASS
Income
Gain on SeCUritization . ... ........o.uuuiu i $ 54,642 $ 60,564
Transaction Gains ... ... ...ouuutt et 89,870 17,315
Servicing and subservicing fees .. .......... .. .. . oL 160,397 125,084
Net Interest iINCOME . . . ..ottt et e 150,082 126,117
OtherinCome . .......... ...t 24,129 27,748
Total revenues . ... 479,120 356,828
Expenses
Compensation and benefits ............ ... ... ... .. ..... 143,480 117,099
Total other eXPenses ... ........uuvineunen e 127,565 95,876
Total eXPenSes . .. ..ottt 271,045 212,975
NELINCOME . o o v ettt e e e e e e e e e $ 208,075 $ 143,853

Sherman
Income
Revenues from receivable portfolios —net of amortization . . ... .. $ 465378 $ 259,423
Other reVENUES . . . ...ttt e e e e e e 59,478 34,165
Total revenues . .......... i 524,856 293,588
Expenses
Operating and servicing eXpenses .. ........................ 300,829 193,683
Interest .. ... 14,444 15,242
Other . ... e 8,944 13,754
Total @XPensSes . .. ...t 324,217 222,679
NELINCOME . .ottt e e $ 200,639 $ 70,909




5. Reinsurance

The Company utilizes reinsurance as a risk management tool, to reduce net risk in force to meet regulatory
risk-to-capital requirements and, with respect to mortgage insurance, to comply with the regulatory maximum per
loan coverage percentage limitation of 25%. Although the use of reinsurance does not discharge an insurer from
its primary liability to the insured, the reinsuring company assumes the related liability. Included in other assets
are unearned premiums (prepaid reinsurance) of $3.6 million and $6.8 million at December 31, 2004 and 2003,
respectively.

The effect of reinsurance on net premiums written and earned is as follows:

Year Ended December 31
2004 2003 2002

(in thousands)

Net premiums written:

DIreCt . .ot $1,100,297 $ 989,534 $875,190
Assumed . ... 68,677 197,653 147,633
Ceded ... (86,487) (76,710)  (67,904)
Net premiums Wrtten . ... ..o ettt $1,082,487 $1,110,477 $954,919
Net premiums earned:
DIreCt ..ot $1,008,062 $ 929,370 $799,827
Assumed . ... 111,694 148,713 116,880
Ceded ... (90,272) (69,900)  (69,582)
Net premiums earned .. ...ttt $1,029,484 $1,008,183 $847.125

The 2004, 2003 and 2002 amounts in the preceding table included ($2,815,000), ($1,327,000) and ($15,000)
respectively, for premiums written and ($2,722,000), ($1,181,000) and $173,000, respectively, for premiums
earned, for reinsurance ceded under variable quota-share treaties entered into in 1997, 1996, 1995 and 1994
covering the books of business originated by Radian Guaranty in those years. Commissions under these treaties
were $358,000, $1,251,000 and $3,840,000 for the years ended December 31, 2004, 2003 and 2002, respectively.
The Company recovered variable quota-share losses under these treaties of $165,000, $528,000 and $1,809,000
in 2004, 2003 and 2002, respectively. Due to the rapid run-off of the underlying business as a result of lower
persistency levels, the Company has recovered amounts under the variable quota share relief provisions of the
treaty in excess of the underwriting-year coverage premiums during 2004, 2003 and 2002, as reflected in the
negative ceded premiums written and earned during those years.

Provisional losses recoverable were $38.3 million for 2004 and $48.6 million for 2003, and represented
amounts due under variable quota-share treaties entered into in 1997, 1996, 1995 and 1994, covering the books
of business originated by Radian Guaranty in those years. The term of each treaty is 10 years and is non-
cancelable by either party except under certain conditions. Under the terms of treaties, Radian Guaranty cedes
premiums to the reinsurer based on 15% of the premium received on the covered business. Radian Guaranty is
entitled to receive a commission ranging from 30% to 32% of the premium paid under the treaty provided that
certain loss rates are not exceeded. In return for the payment of the ceded premium, Radian Guaranty receives
variable quota-share loss relief at levels ranging from 7.5% to 15.0% based upon the loss ratio on the covered
business. The treaties also include underwriting-year excess coverage that entitles Radian Guaranty to receive
8% of the premium written on the covered business under each treaty at the end of the fourth, seventh and tenth
years to the extent that this amount is greater than the total amount previously received under the variable quota-
share coverage provision of the treaty. Premiums are payable to the reinsurer on a quarterly basis net of
commissions due and any losses calculated under the variable quota-share coverage.
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At December 31, 2004, the breakdown of the $38.3 million reinsurance recoverable was as follows (in
thousands):

Book Year
1995 1996 1997 Total
4th Quarter 2004 Quota-share Losses Recoverable ........... $ 161 $ 279 $ 669 $ 1109
Underwriting-year Excess Coverage . .. ................... 13,198.2  12,792.3 12,210.6  38,201.1
Total Provisional Loss Recoverable ...................... $13,214.3 $12,820.2 $12,277.5 $38,312.0

At December 31, 2003, the breakdown of the $48.6 million reinsurance recoverable was as follows (in
thousands):

Book Year
1994 1995 1996 1997 Total
4th Quarter 2003 Quota-share Losses
Recoverable .. ... $ 80 $ 344 $ 487 $ 552 $ 1463
Underwriting-year Excess Coverage . ............ 9,812.8 12,405.3 12,026.9 14,165.3  48,410.3
Total Provisional Loss Recoverable ............. $9.820.8 $12,439.7 $12,075.6 $14,220.5 $48,556.6

The Company believes that the reinsurance recoverable is collectible because the counterparty to the
reinsurance agreement is a highly rated, solvent insurance company. During 2004, the Company received
reimbursement from the reinsurer for the amount due related to quota-share losses recoverable. In addition, the
reinsurer reimbursed the Company for underwriting-year excess of loss coverage due under the tenth year of the
1994 treaty and the seventh year of the 1997 treaty. The remaining amounts due under the underwriting-year
excess coverage provision of the treaties will be paid out at the end of 2005 and 2006, to the extent the amounts
due under this provision have not yet been received by the Company under the quota-share relief provision of the
treaties.

The Company accounts for this reinsurance coverage under guidance provided in EITF 93-6, “Accounting
for Multiple-Year Retrospectively Rated Contracts by Ceding and Assuming Enterprises.” Under EITF 93-6, the
Company recognizes an asset for amounts due from the reinsurer based on experience to date under the contract.

Radian Guaranty has also entered into captive reinsurance arrangements with certain customers. The
arrangements are typically structured on an excess-layer basis with insured loans grouped by loan origination
year. Radian Guaranty retains the first layer of risk on a particular book of business, the captive reinsurer
assumes the next layer, and Radian Guaranty assumes all losses above that point. The captive reinsurers are
typically required to maintain minimum capitalization equal to 10% of the risk assumed. Risk ceded under
captive reinsurance arrangements at December 31, 2004 and December 31, 2003, was $1.8 billion and $1.5
million, respectively. For the years ended December 31, 2004, 2003 and 2002, Radian Guaranty had ceded
premiums written of $88.4 million, $73.4 million and $57.1 million, respectively, and ceded premiums earned of
$86.6 million, $72.8 million and $56.6 million, respectively, under these various captive reinsurance
arrangements.

Effective December 31, 2004, Radian Guaranty canceled its excess of loss reinsurance program that was in
a run-off period scheduled to expire in 2007. Under this program, the reinsurer was responsible for 100% of
Radian Guaranty’s covered losses (subject to an annual and aggregate limit) in excess of an annual retention
limit. Premiums were paid to the reinsurer on a quarterly basis, net of any losses due to Radian Guaranty. This
treaty was accounted for under Statements of Position 98-7, “Deposit Accounting: Accounting for Insurance and
Reinsurance Contracts That Do Not Transfer Insurance Risk” (“SOP 98-7") and therefore, ($10.7) million, $5.6
million and $7.5 million were included in incurred losses during 2004, 2003 and 2002, respectively, relating to
the excess of loss reinsurance program. In connection with the cancellation of the policy, $17.1 million of
liabilities for withheld funds were released.
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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.

Premiums written (ceded) in 2004 includes $1.0 million related to the Smart Home transaction. There were
no ceded losses in 2004 as a result of the Smart Home transaction.

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.

6. Losses and Loss Adjustment Expenses

As described in Note 2, the Company establishes reserves to provide for the estimated losses from claims
and the estimated costs of settling claims on defaults (or delinquencies) reported and defaults that have occurred
but have not been reported.

The default and claim cycle on mortgage loans that the Company covers begins with the receipt from the
lender of notification of a default on an insured loan. The master policy with each lender requires the lender to
inform the Company of an uncured default on a mortgage loan within 75 days of the default. The incidence of
default is influenced by a number of factors, including change in the borrower’s income, unemployment, divorce
and illness, the level of interest rates, and general economic factors and borrower creditworthiness. Defaults that
are not cured result in claims to the Company.

Different regions of the country experience different default rates due to varying economic conditions and
each state has different rules regarding the foreclosure process. These rules can impact the amount of time it
takes for a default to reach foreclosure, so the Company has developed a reserving methodology that takes these
different time periods into account in calculating the reserve.

When a specific loan initially defaults, it is uncertain whether the default will result in a claim. Reserves are
increased in stages, as the foreclosure progresses, to approximate the estimated total loss for each particular
default. At the time of title transfer, the Company has approximately 100% of the estimated total loss reserved.
At any time during the foreclosure process, until the lender takes title to the property, the borrower may cure the
default, at which time the reserve for that loan is removed. This curing process causes an appearance of a
reduction in reserves from prior years if the reduction in reserves from cures is greater than the additional
reserves for those loans that are nearing foreclosure or that have become claims.

In the financial guaranty business, each policy is monitored by the Company or the primary insurers over
the life of the policy. When the policy’s performance deteriorates below underwriting expectations, or if the
circumstances dictate, the related transaction is more actively monitored, which may include communication

134



with the borrower, site inspection or the engagement of a third-party consultant. If the transaction continues to
deteriorate to a point where a default is reasonably probable, based on all the facts and circumstances then known
and estimable, the Company will establish a specific loss reserve that represents the present value of the amount
of the claim Financial Guaranty expects that it will ultimately have to pay. Financial Guaranty has a regular
surveillance committee meeting where experts in the risk management and surveillance area provide input before
any case reserves are determined, and the surveillance team actively monitors any problem deals and notifies the
committee if a change in the loss reserve is necessary. Financial Guaranty establishes a reserve based on the
present value of the estimated loss, including expenses associated with the settlement of the loss that Financial
Guaranty expects that it will ultimately have to pay.

In 2003, the Company provided approximately $111.0 million of reserves on a manufactured housing
transaction originated by Conseco Finance Corp. This transaction had been performing within expectations until
the beginning of 2003. The bankruptcy of Conseco Finance Corp. led to a deterioration in the transaction’s
performance. When the Company performed its year-end review, it decided it was necessary to establish reserves
for the entire exposure. The current reserve at December 31, 2004 of $80.3 million represents the total par
exposure on this transaction less claims paid in 2004. Claims are expected to be paid out over the next several
years.

The following tables present information relating to the liability for unpaid claims and related expenses (in
thousands):

2004 2003 2002
Mortgage Insurance
Balance at January 1 . ... ... . $513,473 $484,705 $ 465,444
Add losses and LAE incurred in respect of default notices received in:
CUITENE YEAT . o . vt ettt e e e e e e e e e 386,898 329,014 320,139
Prior years .. ... 14,038  (19,742) (125,653)
Totalincurred . . ... . 400,936 309,272 194,486
Deduct losses and LAE paid in respect of default notices received in: ... ...
CUITENE YEAT . ottt e e e 45,535 39,356 22,374
Prior years . .. ... 309,242 241,148 152,851
Total paid . ... 354,777 280,504 175,225
Balance at December 31 .. ... ... $559,632 $513,473 $ 484,705
The following table shows our mortgage insurance reserves by category:
Year Ended December 31
2004 2003
Primary Insurance
Prime . ..o $204,780  $215,358
Alt-A 133,194 110,711
AMinusand below .. ... .. . 121,171 104,143
Poolinsurance ............. ..t 58,233 48,069
Seconds/NIMs/Other .. ........ ... . . ... 42254 35,192

$559,632  $513,473
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2004 2003 2002

Financial Guaranty

Balance at January 1 ... ... .. e $276,907 $139,872 $123,199
Less Reinsurance recoverables . . .. ... . i 2,317 2,173 213
Balance at January 1, net .. ....... ...t 274,590 137,699 122,986
Add losses and LAE incurred related to:

CUITENE YEAT . o . o vttt ettt e e e e e e e e 50,684 171,058 44,978

Prior years .. ... 5,214 (4,276) 3,868
Total inCurred . ... ... .. i 55,898 166,782 48,846
Deduct losses and LAE paid related to:

CUITENE YEAT . o o vt ettt e e e e e e e e e e e e e e 4,981 8,387 8,738

Prior years . ... 88,486 21,504 25,395
Total paid . ... ... 93,467 29,891 34,133
Foreign exchange adjustment . .. .......... .. . . i 2,124 — —
Balance at December 31, net .......... . . ... 239,145 274,590 137,699
Add Reinsurance recoverables .. ........ .. . . . 2,235 2,317 2,173
Balance at December 31 .. ... ... $241,380 $276,907 $139,872

As a result of changes in estimates of insured events in prior years, the provision for losses and LAE in the
mortgage insurance business increased by $14.0 million in 2004 primarily due to revised estimates of losses on
the non-prime business. The provision for losses and LAE in the mortgage insurance business decreased by $19.7
million and $125.7 million in 2003 and 2002, respectively, due primarily to lower than anticipated aggregate
claim payments compared to the amounts previously reserved, despite higher average claims paid per unit in
those years that resulted from deeper coverage amounts and larger loan balances.

During 2004, the Company incurred losses and LAE in the financial guaranty insurance business of $5.2
million related to prior years due to changes in estimates in the surety business. The reduction in prior years’
reserves in 2003 was a result of favorable developments in the public finance reinsurance business. During 2002,
the Company incurred losses and LAE of $3.9 million in the financial guaranty insurance business related to
prior years. The amount in 2002 primarily related to trade credit business and was the result of obtaining
additional information on the assumed reinsurance as well as changes in expected claims.

7. Long-Term Debt

In May 2001, the Company issued $250 million of 7.75% debentures due June 1, 2011. Interest on the
debentures is payable semi-annually on June 1 and December 1. The Company has the option to redeem some or
all of the debentures at any time with not less than 30 days’ notice.

In January 2002, the Company issued $220 million of 2.25% senior convertible debentures due 2022.
Approximately $125 million of the proceeds from the offering were used to increase capital at Radian Asset
Assurance. The remainder was used to redeem the Company’s preferred stock, to buy back the Company’s
common stock and for general corporate purposes. Interest on the debentures is payable semi-annually on
January 1 and July 1. The Company may also be required to pay contingent interest, on specified semi-annual
dates, if the sale price of its common stock for a specified period of time is less than 60% of the conversion price.
The debentures are convertible into shares at a conversion price of $57.75 per share in the following
circumstances: (1) if the closing price of the Company’s outstanding common stock exceeds $69.30 per share for
twenty out of any thirty consecutive trading days; (2) if the trading price of the debentures is more than a
specified amount below the conversion value of the debentures for ten consecutive trading days; (3) at any time
before the close of business on the second business day after the date fixed for redemption pursuant to the
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Company’s exercise of its call right; (4) following the issuance of securities by the Company at a rating below a
specified level; (5) following a downgrade of the debentures below a specified level; or (6) following certain
major corporate events, such as a change of control. The Company may redeem some or all of the debentures at
any time after providing the requisite notice to holders. On January 3, 2005, $663,000 in principal amount of the
debentures was redeemed by holders, leaving $219.3 million in principal amount outstanding. The remaining
debenture holders may not require the Company to repurchase the debentures until January 1, 2007, and may do
so thereafter only on January 1, 2009, 2012 and 2017.

In February 2003, the Company issued $250 million of unsecured senior notes. These notes bear interest at
the rate of 5.625% per annum, payable semi-annually on February 15 and August 15 beginning August 15, 2003.
These notes mature in February 2013. The Company has the option to redeem some or all of the notes at any time
with not less than 30 days’ notice. The Company used a portion of the proceeds from the offering to repay the
$75.0 million in principal outstanding on the 6.75% debentures due March 1, 2003 issued by EFSG. The
remainder was used for general corporate purposes. In April 2004, the Company entered into interest rate swap
contracts that effectively converted the interest rate on this fixed-rate debt to a variable rate based on a spread
over the six-month London Interbank Offered Rate (“LIBOR”) for the remaining term of the debt. See Note 2.

The composition of long-term debt at December 31, 2004 and 2003 was as follows:

December 31
2004 2003
(in thousands)
5.625% Senior Notes due 2013 .. ... ... .. ... $248,339  $248,184
2.25% Senior Convertible Debentures due 2022 ............... 220,000 220,000
7.75% Debentures due June 1,2011 ......................... 249,301 249,220

$717,640  $717,404

The Company maintained a $250 million Revolving Credit Facility that expired in December 2004. There
were no drawdowns on this facility. The Company replaced this with a $400 million unsecured facility,
comprised of a $100 million 364-day facility that expires on December 15, 2005, and a $300 million five-year
facility that expires on December 16, 2009. The facility bears interest on any amounts drawn at a rate dependent
on the Company’s credit rating at the time of such borrowing and will be calculated according to, at the
Company’s option, a base rate or a Eurocurrency rate, plus an applicable margin and utilization fee. This facility
will be used for working capital and general corporate purposes. There have been no drawdowns on this facility
as of December 31, 2004.

8. Redeemable Preferred Stock

On August 15, 2002, the Company redeemed its $4.125 Preferred Stock, par value $.001 per share. Pursuant
to the Company’s sinking fund redemption obligation, 72,000 shares were redeemed at $50.00 per share, and the
remaining 728,000 shares were redeemed at $54.125 per share. Accrued and unpaid dividends on the shares to
the date of redemption were also paid as part of the redemption price. The excess of the amount paid over the
carrying value of the preferred stock of $3.0 million was accounted for as a charge to equity and resulted in an
approximate $.03 reduction in earnings per share for the year-to-date period of 2002.

9. Preferred Securities

In September 2003, Radian Asset Assurance completed a transaction for $150 million of money market
committed preferred custodial trust securities, pursuant to which it entered into a series of three perpetual put
options on its own preferred stock to Radian Asset Securities Inc. (“Radian Asset Securities”), a wholly owned
subsidiary of the Company. Radian Asset Securities in turn entered into a series of three perpetual put options on
its own preferred stock (on substantially identical terms to the Radian Asset Assurance preferred stock). The
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counterparties to the Radian Asset Securities put options are three trusts established by two major investment
banks. The trusts were created as a vehicle for providing capital support to Radian Asset Assurance by allowing
Radian Asset Assurance to obtain immediate access to additional capital at its sole discretion at any time through
the exercise of one or more of the put options and the corresponding exercise of one or more corresponding
Radian Asset Securities put options. If the Radian Asset Assurance put options were exercised, Radian Asset
Securities, through the Radian Asset Assurance preferred stock thereby acquired, and investors, through their
equity investment in the Radian Asset Securities preferred stock, would have rights to the assets of Radian Asset
Assurance of an equity investor in Radian Asset Assurance. Such rights would be subordinate to policyholders’
claims, as well as to claims of general unsecured creditors of Radian Asset Assurance, but ahead of those of the
Company, through EFSG, as the owner of the common stock of Radian Asset Assurance. If all the Radian Asset
Assurance put options were exercised, Radian Asset Assurance would receive up to $150 million in return for the
issuance of its own perpetual preferred stock, the proceeds of which would be usable for any purpose, including
the payment of claims. Dividend payments on the preferred stock will be cumulative only if Radian Asset
Assurance pays dividends on its common stock. Each trust will be restricted to holding high-quality, short-term
commercial paper investments to ensure that it can meet its obligations under the put option. To fund these
investments, each trust will issue its own auction market perpetual preferred stock. Each trust is currently rated
“A” by each of S&P and Fitch. The initial costs to issue this facility were recorded as a reduction to additional
paid-in capital. Ongoing costs of the put premium are charged to other operating expenses. Ongoing costs in
2004 and 2003 were $1.7 million and $0.2 million, respectively.

10. Income Taxes

The components of the Company’s consolidated provision for income taxes are as follows (in thousands):

Year Ended December 31
2004 2003 2002
Current iNCOME tAXES . . v v vt et et e e e e e e e e e e $ 71,913 $ 70,887 $ 61,815
Deferred inCOME taXES . . .. e 135,026 74,691 112,292

$206,939 $145,578 $174,107

The reconciliation of taxes computed at the statutory tax rate of 35% for 2004, 2003 and 2002, to the
provision for income taxes is as follows (in thousands):

2004 2003 2002
Provision for income taxes computed at the statutory tax rate ............. $253,957 $186,018 $210,446
Change in tax provision resulting from:
Tax-exempt municipal bond interest and dividends received deduction
(net of Prorating) .. ... ...ttt (49,402) (43,890) (39,948)
Other, Nt . . ...t 2,384 3,450 3,609
Provision for inCOME taXeS . . . . v v v vt e e e e e e e e e $206,939 $145,578 $174,107

138



The significant components of the Company’s net deferred tax assets and liabilities are summarized as
follows (in thousands):

December 31
2004 2003
Deferred tax assets:
LOSS TESEIVES .« « v o v e e e e e e e e e e e e e e $ 35,847 $ 68,808
AMT credit carryforward . ... ... 7,862 16,576
ACCTUEA EXPENSES . v v v vt ettt et e e e e e e e 18,886 13,299
Change in fair value of derivative instruments (FAS 133) ..................... — 3,096
Assignment Sales INCOME . .. ..ottt e e e 4,647 —
Unearned Premilms . .. ..ottt ettt et e e e e et e e 439 —
O her . .o 19,281 13,632

$ 86962 $ 115411

Deferred tax liabilities:

Deduction related to purchase of T&L bonds ............. ... ... ... ...... $(644,471) $(533,672)
Deferred policy acquiSition COSES . . ...ttt e (70,826)  (73,975)
Net unrealized gain on investments (FAS 115) ....... ... .. .. . . . ... (91,955) (72,635)
Partnership iInvestments ... ......... .o (53,153) (70,547)
Assignment Sale INCOME . . ... ..ottt e — (3,921)
Contingent debt interest ... .. ... ...t (13,813) (7,620)
Change in fair value of derivative instruments . ... ........... ... .. ... .. (11,692) —
Depreciation . ... ...t (7,980) (6,986)
Unearned Premilms . ... ..vu vttt ettt e e et e e e — 4,579)
Foreign currency exchange . .......... .. i (6,058) (2,198)
Other . .o (35,238)  (27,540)
$(935,186) $(803,673)
Net deferred tax Hability . ... .. ..ottt e e e $(848,224) $(688,262)

Cumulative T&L bonds purchased and subsequent redemptions are reflected in the balance of Prepaid
Federal Income Taxes on the Consolidated Balance Sheet. During 2004, the Company purchased approximately
$101.3 million of T&L bonds, net of redemptions of T&L bonds purchased in prior years. Prepaid federal income
taxes include T&L bonds of $460.1 million and $358.8 million at December 31, 2004 and 2003, respectively.

11. Stockholders’ Equity and Dividend Restrictions

The Company is a holding company whose principal source of income is dividends from its subsidiaries and
reimbursement of costs allocated to the subsidiaries. Radian Guaranty’s ability to pay dividends to the Company
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 by an insurer 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 these restrictions, $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 has positive unassigned surplus at December 31, 2004 of $191.8 million,
which represents the dividend limitation. The Pennsylvania Insurance Commissioner has approved all
distributions by Radian Guaranty since the passage of this amendment.

139



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 Illinois establish a test limiting
the maximum amount of dividends that may be paid from positive 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% of the preceding year-end statutory
policyholders’ surplus or (ii) the preceding year’s statutory net income. In accordance with these restrictions,
$19.0 million is available for dividends in 2005 without prior regulatory approval. During December 2004,
Amerin Guaranty declared dividends of $100 million, which was paid in January 2005.

Under New York insurance law, the financial guaranty insurance subsidiaries may declare or distribute
dividends only out of earned surplus. The maximum amount of dividends that may be paid by these insurance
subsidiaries without prior approval of the New York Superintendent of Insurance is subject to restrictions
relating to statutory surplus and net investment income as defined by statute. Under these requirements, Radian
Asset Assurance would be able to pay dividends of approximately $100.4 million in 2005 without prior approval.

Radian Guaranty’s excess of loss reinsurance arrangement, which was canceled effective December 31,
2004, prohibited the payment of any dividend that would have the effect of reducing the total of its statutory
policyholders’ surplus plus its contingency reserve below $85 million. As of December 31, 2004, Radian
Guaranty had statutory policyholders’ surplus of $426.6 million and a contingency reserve of $2.2 billion, for a
total of $2.6 billion. As of December 31, 2003, Radian Guaranty had statutory policyholders’ surplus of
$215.1 million, and a contingency reserve of $1.9 billion, for a total of $2.1 billion. During 2001, Radian
Guaranty and Amerin Guaranty entered into an assumption agreement whereby Radian Guaranty assumed 100%
of the rights, duties and obligations related to first-lien mortgage guaranty insurance written by Amerin
Guaranty. Amerin Guaranty’s contingency reserve of $310.9 million was transferred to Radian Guaranty in
accordance with the terms of the assumption agreement.

The Company prepares its statutory financial statements in accordance with the accounting practices
required or permitted by the insurance departments of the respective states of domicile of the Company’s
insurance subsidiaries. Required statutory accounting practices include a variety of publications of the National
Association of Insurance Commissioners (“NAIC”) as well as state laws, regulations and general administrative
rules.

Radian Guaranty’s statutory policyholders’ surplus at December 31, 2004 and 2003 was $426.6 million and
$215.1 million, respectively. Radian Guaranty’s statutory net income for 2004, 2003 and 2002 was
$329.8 million, $261.2 million and $383.9 million, respectively.

Radian Insurance’s statutory policyholders’ surplus at December 31, 2004 and 2003 was $71.8 million and
$47.3 million, respectively. Radian Insurance’s statutory net income for 2004, 2003 and 2002 was $66.2 million,
$31.4 million and $14.1 million, respectively.

Under Illinois insurance regulations, Amerin Guaranty is required to maintain statutory-basis capital and
surplus of $1.5 million. The statutory policyholders’ surplus at December 31, 2004 and 2003 was $189.7 million
and $305.4 million, respectively. Amerin Guaranty’s statutory net income for 2004, 2003 and 2002 was
$8.4 million, $14.4 million and $4.9 million, respectively.

New York insurance law requires financial guaranty insurers to maintain minimum policyholders’ surplus
of $65 million. When added to the minimum policyholders’ surplus of $3.4 million separately required for the
other lines of insurance that it is licensed to write, each of the financial guaranty insurance subsidiaries is
required to have an aggregate minimum policyholders’ surplus of $68.4 million. Radian Asset Assurance had
statutory policyholders’ surplus of $1,003.7 million and $823.1 million at December 31, 2004 and 2003,
respectively, a contingency reserve of $251.7 million and $321.3 million at December 31, 2004 and 2003,
respectively, and statutory net income of $42.4 million for 2004, $139.4 million for 2003 and $104.8 million for
2002. Under Statutory Accounting (“STAT”), the $111.0 million provision for the manufactured housing
transaction with Conseco Finance Corp. was recorded in 2004.
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New York insurance law establishes single risk limits applicable to all obligations issued by a single entity
and backed by a single revenue source. Under the limit applicable to municipal bonds, the insured average annual
debt service for a single risk, net of reinsurance and collateral, may not exceed 10% of the sum of the insurer’s
policyholders’ surplus and contingency reserves. In addition, insured principal of municipal bonds attributable to
any single risk, net of reinsurance and collateral, is limited to 75% of the insurer’s policyholders’ surplus and
contingency reserves. Additional single risk limits, which generally are more restrictive than the municipal bond
single risk limit, are also specified for several other categories of insured obligations.

The differences between the statutory net income and surplus and the consolidated net income and equity
presented on a GAAP basis represent differences between GAAP and STAT for the following reasons:

(a) Under STAT, mortgage guaranty insurance companies are required to establish each year a contingency
reserve equal to 50% of premiums earned in such year. Such amount must be maintained in the contingency
reserve for 10 years after which time it is released to unassigned surplus. Prior to 10 years, the contingency
reserve may be reduced with regulatory approval to the extent that losses in any calendar year exceed 35% of
earned premiums for such year.

(b) In accordance with New York insurance law, financial guaranty insurance companies are required to
establish a contingency reserve in the amount prescribed by legislation. Such legislation requires that, for
financial guaranty policies written after June 30, 1989, each primary insurer must establish a contingency reserve
equal to the greater of 50% of premiums written or a stated percentage of the principal guaranteed, ratably over
15-20 years dependent upon the category of obligation insured. Reinsurers are required to establish a
contingency reserve equal to their proportionate share of the reserve established by the primary insurer. Also
under STAT, case reserves are required to be established in the year in which the default occurred. The Company
establishes non-specific reserves under GAAP as described in Note 2.

(c) Under STAT, insurance policy acquisition costs are charged against operations in the year incurred.
Under GAAP, such costs, other than those incurred in connection with the origination of derivative contracts, are
deferred and amortized.

(d) STAT financial statements only include a provision for current income taxes as a component of net
income. Deferred taxes, subject to certain limitations set forth in SAP 10, are recorded in the STAT Balance
Sheets with any changes thereto recognized via a change in statutory surplus. Purchases of tax and loss bonds are
accounted for as investments under STAT. GAAP financial statements provide for current and deferred income
taxes in the Consolidated Statements of Income, and purchases of tax and loss bonds are recorded as prepaid
federal income taxes in the Consolidated Balance Sheets.

(e) Under STAT, fixed-maturity investments are valued at amortized cost. Under GAAP, those investments
that the statutory insurance entities do not have the ability or intent to hold to maturity are considered to be either
available for sale or trading securities, and are recorded at fair value, with the unrealized gain or loss recognized,
net of tax, as an increase or decrease to stockholders’ equity or current operations, as applicable.

(f) Under STAT, certain assets, designated as non-admitted assets, are charged directly against statutory
surplus. Such assets are reflected on the GAAP financial statements.

12. Stock-Based Compensation

The Company has one stock option plan, the Radian Group Inc. Equity Compensation Plan, which provides
for the grant of non-qualified stock options, either alone or together with stock appreciation rights, as well as
other forms of equity-based compensation. These options may be granted to directors, officers and key
employees of the Company at a price not less than 100% of the fair market value of the Company’s stock at the
date of grant. Each stock option is exercisable for a period of 10 years from the date of grant and is subject to a
vesting schedule as approved by the Company’s Compensation and Human Resources Committee.
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Information with regard to the Company’s stock option plan is as follows:

Weighted
Average
Number of Exercise Price

Shares Per Share

Outstanding, January 1,2002 . ... ... 5,867,591 $26.19
Granted . . ... 7,000 45.87
ExXercised . ... ... (881,170) 17.24
Canceled . . ... .. (91,534) 31.69
Outstanding, December 31,2002 .. ... ... ... 4,901,887 27.69
Granted . . ... .o 939,650 35.79
ExXercised ... ... e (806,443) 21.13
Canceled . . ... (144,080) 30.55
Outstanding, December 31,2003 .. ... ... .. 4,891,014 30.24
Granted . . ... 787,145 45.92
ExXercised ... ... e (934,391) 23.39
Canceled . . .. ... (244,760) 34.58
Outstanding, December 31,2004 .. ... .. 4,499,008 34.17
Exercisable, December 31,2002 . .. ... .. M 27.53
Exercisable, December 31,2003 .. ... ... e 2,684,569 29.43
Exercisable, December 31, 2004 . .. ... . . 2,578,721 31.78

Available for grant, December 31,2004 .. ... ... .. .. .. 4,165,795

The Company currently applies APB 25 in accounting for its stock-based compensation plans. No
stock-based employee compensation cost is reflected in net income, as all options granted under the stock option
plans had an exercise price equal to the market value of the underlying common stock on the date of grant.

In December 2004, the FASB issued Statement 123 (revised 2004) (“SFAS No. 123R”) that will require
compensation costs related to share-based payment transactions to be recognized in the financial statements. The
compensation costs, with limited exceptions, will be measured based on the grant-date fair value of the equity or
liability instrument issued. Liability awards will be required to be re-measured each reporting period.
Compensation cost will be recognized over the period that an employee provides service in exchange for the
award. SFAS No. 123R replaces SFAS No. 123 and supersedes APB 25. This statement is effective for interim
periods beginning after June 15, 2005 and applies to all awards granted after the effective date and requires the
reporting of the cumulative effective of applying this statement as of this date. Management is in the process of
reviewing this Statement and assessing the impact it will have on the Company’s financial statements.

The following table summarizes information concerning currently outstanding and exercisable options at
December 31, 2004

Options Outstanding Options Exercisable
Weighted Average
Remaining
Number Contractual Life =~ Weighted Average Weighted Average
Range of Exercise Prices Outstanding (Years) Exercise Price Number Exercisable Exercise Price
$11.06-$16.25 252,639 1.39 $13.40 252,639 $13.40
$19.60-$24.00 587,099 4.65 20.81 468,349 26.73
$26.47-$37.36 2,466,928 6.23 32.53 1,408,256 32.00
$38.00-$56.68 1,060,390 7.58 46.39 317,525 47.64
$65.48-$68.18 131,952 3.07 65.82 131,952 65.82
4,499,008 2,578,721
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The Company’s option plan used to include a “reload” feature. The award of a “reload” option allowed the
optionee to receive the grant of an additional stock option, at the then current market price, in the event that such
optionee exercised all or part of an option (the “original option”) by surrendering already owned shares of
common stock in full or partial payment of the exercise price of such original option. The exercise of an
additional option issued in accordance with the “reload” feature will reduce the total number of shares eligible
for award under the stock option plan. While there are outstanding options with this “reload” feature, new options
issued will not have this feature.

On February 8, 2005, the Company’s board of directors approved the Radian Group Inc. Performance Share
Plan. Key employees of the Company and its subsidiaries who, through their position or performance, can have a
significant, positive impact on the Company’s financial results, are eligible to participate in the Performance
Share Plan. The Compensation and Human Resources Committee may grant performance shares to eligible
participants with respect to performance periods of varying and overlapping durations. At the beginning of each
performance period, a target number of performance shares is established for each participant in the plan. The
performance shares are denominated in shares of Company common stock and will be settled in shares, cash or a
combination at the participant’s option, unless that participant has not yet reached the minimum stock ownership
required of his or her position, in which case that participant’s performance shares will be settled in stock. Each
performance share award becomes payable at a multiple of the target amount depending on a combination of the
Company’s growth of earnings per share, growth of adjusted book value and return on equity over the
performance period. For purposes of the deductibility requirements of Section 162(m) of the Internal Revenue
Code, the maximum payout under any performance share award is 250,000 shares of Company common stock or
its equivalent market value as of the payment date. A total of 30,900 target performance units were issued on
February 8, 2005 with respect to the performance period that began January 1, 2005 and ends December 31,
2007. No other awards are outstanding under the Performance Share Plan.

The Company applies SFAS No. 123(R) in accounting for the performance shares granted under the
Performance Share Plan. Compensation cost is accrued over the performance period based on the fair value of
the number of awards that are expected to vest.

The Company has an Employee Stock Purchase Plan (the “ESPP”). A total of 200,000 shares of the
Company’s authorized non-issued common stock has been made available under the ESPP. The ESPP allows
eligible employees to purchase shares of the Company’s stock at a discount of 15% of the beginning-of-period or
end-of-period (each period being the first and second six calendar months) fair market value of the stock,
whichever is lower. Eligibility under the ESPP is determined based on standard weekly work hours and tenure
with the Company, and eligible employees are limited to a maximum contribution of $400 per payroll period
toward the purchase of the Company’s stock. Under the ESPP, the Company sold 18,793, 17,899 and 10,101
shares to employees in 2004, 2003 and 2002, respectively. The Company applies APB 25 in accounting for the
ESPP. The pro forma effect of the issuance of shares under the ESPP on the Company’s net income and earnings
per share had compensation cost been determined under SFAS 123 was immaterial in 2004, 2003 and 2002.

13. Benefit Plans

The Company currently maintains a noncontributory defined benefit pension plan (the “Pension Plan”)
covering substantially all full-time employees of the Company, Radian Guaranty, RadianExpress, EFSG and its
subsidiaries and, effective January 1, 2004, Singer. EFSG maintained a defined benefit pension plan, (the “EFSG
Pension Plan”) for the benefit of all eligible employees until its termination on October 31, 2002. The Company
recorded a gain of $3.0 million related to the termination of this plan in 2002. EFSG became a participating
employer under the Pension Plan effective November 1, 2002. The Company granted past service credit for
eligibility and vesting purposes under the Pension Plan for all such service credited under the EFSG Pension Plan
on behalf of the eligible employees of EFSG who were active participants in the EFSG Pension Plan prior to its
termination and who became participants in the Pension Plan effective November 1, 2002. Retirement benefits
are a function of the years of service and the level of compensation. Assets of the plan are allocated in a balanced
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fashion with approximately 40% in fixed-income securities and 60% in equity securities. As a result of the
termination of the EFSG Pension Plan, those assets at December 31, 2003 were invested in short-term securities,
awaiting distribution to plan participants.

Plan Assets at December 31

2004 2003
Radian Pension Plan
EqUity SECUTItIES . . . . oottt et e e 61% 61%
Fixed-income SECUIItIES . . . ...t v ittt e e 2 2
Total ... 100% 100%
Plan Assets at December 31
2004 2003
EPSG Pension Plan
EqUity SECUTILIES . . o . oottt e — 32%
Fixed-inCome SECUTItIES . . . ..ottt e e e — ﬁ
Total ..o — 100%

On August 6, 2002, the Board of Directors of the Company approved amendments to the Pension Plan to
(1) revise the Pension Plan’s definition of “Early Retirement Date” effective with respect to participants who earn
an hour of service on or after January 1, 2002, and (ii) include such mandatory changes required under the
Economic Growth and Tax Relief Reconciliation Act of 2001. The Board also amended the Pension Plan to
increase the plan’s normal retirement benefit formula with respect to participants who earn an hour of service
after January 1, 2003.

The Company also provides a nonqualified executive retirement plan (the “SERP”) covering certain key
executives designated by the Board of Directors. Under this plan, participants are eligible to receive benefits in
addition to those paid under the Pension Plan if their base compensation is in excess of the current IRS
compensation limitation for the Pension Plan. Retirement benefits under the SERP are a function of the years of
service and the level of compensation and are reduced by any benefits paid under the Pension Plan. In December
2002, the Company agreed to fund the SERP through the purchase of variable life insurance policies pursuant to
a split-dollar life insurance program called the Secured Benefit Plan. The Company purchases, on each
participant (except as described below), a life insurance policy that is owned and paid for by the Company. The
Company endorses to the participant a portion of the death benefit, for which the participant is imputed income
each year. The Company owns the remainder of the death benefit and all of the cash values in the policy. At the
participant’s retirement age, the policy’s cash value is projected to be sufficient for the Company to pay the
promised SERP benefit to the participant. Non-executive officers who were participants in the Secured Benefit
Plan prior to the issuance in October 2003 of regulations under the Internal Revenue Code regarding split dollar
plans continue under the collateral assignment split dollar policies already in force. Under this arrangement, the
participant owns the policy, and assigns a portion of the death benefits and cash values to the Company in
amounts sufficient to reimburse the Company for all premium outlays by the Company. The eventual cash values
above the aggregate premium amounts are designed, as in the endorsement method, to be sufficient to pay the
promised SERP benefit to the participant. The participant has imputed income each year for the value of the
death benefit provided to him or her, and also for any incidental benefits as provided under applicable tax law.

EFSG also maintained a non-qualified restoration plan (the “Restoration Plan”) for eligible employees,
which was frozen effective October 31, 2002. The Company recorded a gain of $2.3 million in 2002 related to
the curtailment of this plan. Participants in the Restoration Plan eligible for participation in the SERP began
participating in the Company’s SERP effective November 1, 2002.

In addition to providing pension benefits, the Company provides certain healthcare and life insurance
benefits to retired employees of the Company, Radian Guaranty and EFSG and its subsidiaries, who were hired
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before January 1, 1990 under a postretirement welfare plan (the “Postretirement Welfare Plan”). Until its
curtailment on August 31, 2002, EFSG had a plan that provided certain healthcare benefits for retired employees
(the “Enhance Postretirement Medical Plan”). The plan was frozen effective August 31, 2002 so that only
employees of EFSG and it subsidiaries hired before February 2, 1990 are eligible for the retirement benefits
available under this plan, and the Company recorded a gain of approximately $0.7 million in 2002 from the
curtailment of this plan. The expense for postretirement benefit costs for 2004 was $12.1 thousand as compared
to a credit of $82 thousand for 2003, due to the curtailment of the Enhance Postretirement Medical Plan, and the
expense for 2002 was $0.3 million. The Company accrues the estimated cost of retiree medical and life benefits
over the period during which employees render the service that qualifies them for benefits. All of the Company’s
plans together are referred to in the tables below as the “Radian Plans.”

The funded status of the Pension Plan and SERP, the Postretirement Welfare Plan, and the EFSG Pension
Plan and Restoration Plan were as follows (in thousands):

Radian Plans

Postretirement
Pension Plan/SERP Welfare Plan
2004 2003 2004 2003
Change in Benefit Obligation
Benefit obligation at beginning of year ........................ $ 26,620 $ 15,608 $463 $415
SEIVICE COSt o e 4,231 3,079 9 9
Interest COSt . o oottt 1,606 1,238 26 26
Increase due to Plan amendments . ........................... — 2,016 — —
Plan participants’ contributions . .......... .. ... ... . . ... — — 15 24
Actuarial 10SS . .. oot 645 4,135 14 21
Effectsof planmerger ........... .. ..t — 624 — —
Benefits paid . ... (154) ®0) (32 32
Benefit obligation atend of year ............................. $ 32,948 $26,620 $495 $ 463
Change in Plan Assets
Fair value of plan assets at beginning of year ................... $ 8,655 $ 6226 $— $—
Actual return on plan assets . .. ... ... 1,079 1,509 — —
Employer contributions . ................... i 2,426 1,000 17 8
Plan participants’ contributions . ............... .. .. ... ..., — — 15 24
Benefits paid . ...... ... (154) @0 32 32
Fair value of plan assets atend of year ........................ $12006 $ 8655 $— $—
Underfunded status of the plan ............ ... ... ... ....... $(20,942) $(17,965) $(495) $(463)
Unrecognized prior SErvice CoSt ... .....ouvuitnnnn ... 7,097 2,995 (62) (69)
Unrecognized net actuarial loss (gain) .. ............ ... ....... 2,697 7,025  (134) (165)
Accrued benefit COSt .. ...ttt $(11,148) $ (7,945) $(691) $(697)

The accrued benefit cost for the Company’s and EFSG’s pension plans, the SERP, the Restoration Plan and
postretirement plans is included in accounts payable and accrued expenses on the Consolidated Balance Sheets.

The accumulated benefit obligation at December 31, 2004 and 2003 for the Radian Pension Plan/SERP was
$21.1 million and $16.5 million, respectively.
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EFSG Plan

Change in Benefit Obligation

Benefit obligation at beginning of period

Interest cost

Amendments
Actuarial gain
Effects of plan merger
Benefits paid

Benefit obligation at end of year

Change in Plan Assets

Fair value of plan assets at beginning of period

Actual return on plan assets
Employer contributions
Benefits paid

Fair value of plan assets at end of year

Under funded status of the plan
Unrecognized transition obligation
Unrecognized net actuarial (gain) loss

Accrued benefit cost

EFSG Pension
Plan/Restoration
Plan

2004 2003

$ 7,340
60
74
(32)

(7,368)
$ 74

$6,668
431

(624)
865

$7,340

$5942 $5,073
101 869

$ — §$5942

The accumulated benefit obligation for the EFSG Pension Plan/Restoration Plan at December 31, 2004 and
2003 was $74 thousand and $7.3 million, respectively.

The components of the Pension Plan/SERP benefit and net period postretirement benefit costs are as follows

(in thousands):

Radian Plans

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost

Recognized net actuarial loss (gain)

Net periodic benefit cost

Postretirement
Pension Plan/SERP Welfare Plan

2004 2003 2002 2004 2003 2002

........................ $4,232 $3,079 $1,702 $ 9 $ 9 $ 10

........................ 1,605 1,238 864 27 26 26

........................ (841)  (568) (553) — @— @ —

....................... 298 298 156 (6) (6) (6)
..................... 334 185 76 (18) (12) (11

$5,628 $4,232 $2245 $ 12 $ 17 $ 19
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EFSG Plan

EFSG Pension Plan
2004 2003 2002
SEIVICE COSE v v vt e e e e e e e e e e e e e $— $— $ 1,299
INterest COSt . .ttt 60 431 777
Expected return on plan assets ... ........iii e (62) (431) (313)
Amortization of transition obligation ................ .. . i — — 2
Amortization Of Prior SErVICE COSt . . .o v v vttt et e — — 162
Recognized net actuarial gain ......... ... . . — — (314)
Net periodic benefit CoSt ... ... ...t $ 2 $— $ 1,613
Curtailment/settlement charge . ......... ... .. . . — — (5,347)
Total financial Statement IMPACT . . . ...\ttt vttt ettt eeeee s $ 2 $— $(3,734)

Assumptions used to determine net pension and net periodic postretirement benefit costs are as follows:

Radian Plans

Postretirement
Pension Plan/SERP Welfare Plan

2004 2003 2002 2004 2003 2002

Weighted average assumptions as of December 31:

Discountrate .. .........oiuniiiti i 6.00% 6.75% 6.75% 5.75% 6.75% 7.00%
Expected return on plan assets ................... ... 8.50% 8.50% 8.50% — — —
Rate of compensation increase ........................... 4.25% 4.50% 4.50% — — —
EFSG Plan

EFSG Pension Plan/

Restoration Plan
2004 2003 2002

Weighted average assumptions as of December 31:

DISCOUNTTALE . . ..ottt ettt e e e e e e e e e e n/a n/a  625%
Expected return on plan assets ... ... ... e n/a  n/a  8.50%
Rate of compensation INCTEASE . . ... ...ttt et e n/a n/a  6.00%

Weighted average assumptions used to determine net pension and net periodic postretirement benefit
obligation at December 31, 2004 and 2003 were as follows:

Radian Plans

Pension Plan/ Postretirement

SERP Welfare Plan
2004 2003 2004 2003

Discount Rate .. ... ... 5.75% 6.00% 5.75% 6.00%
Expected return on plan assets . ... ....o.ti it e 8.50%8.50% n/a  n/a
Rate of compensation inCrease . .. ..ottt 4.25%4.50% n/a  n/a
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EFSG Plan

EFSG
Pension Plan/
Restoration Plan

2004 2003

Discount Rate ... ... ... . 5.00% 4.93%
Expected return on plan assets . .. ... ...ttt e n/a  8.50%
Rate of compensation INCIEASE . .. .. ... vu ittt et et et n/a  4.50%

The selected long-term rate on assets (8.50%) was primarily based on the allocation of the Pension Plan’s
assets (approximately 60% equities and 40% fixed-income investments) coupled with the actual expected returns
provided by the Company’s investment advisor by asset type. This assumption is a long-term assumption that has
been in place for more than seven years. The Company has periodically reviewed its assumptions against various
capital market simulations to assure that its assumptions remain reasonable. The Company believes that an 8.5%
long-term return assumption remains reasonable in calculating pension expense.

Estimated Future Benefit Payments

The following benefit payments, which reflect expected future service, as appropriate, are expected to be
paid according to the following schedule (in thousands):

Pension Plan/ Postretirement

SERP Welfare Plan

2005 . $ 135 $ 17
2000 . . 204 19
2007 . 235 18
2008 . . 462 18
2000 . . 388 20
Years 2010-2014 . ..o e 3,959 119

Total .o $5,383 $211

Contributions

The Company expects to contribute $2.8 million to its pension plan and $20 thousand to its other
postretirement benefit plans in 2005. The Company expects to contribute $40 thousand to EFSG’s other post
retirement benefit plan in 2005.

Due to the nature of the Postretirement Welfare Plan, no increase is assumed in the Company’s obligation
due to any increases in the per-capita cost of covered healthcare benefits.

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act (“the Act”) of
2003 was signed into law. FASB Staff Position No. 106-2 “Accounting and Disclosure Requirements Related to
the Medicare Prescription Drug, Improvement and Modernization Act of 2003,” issued in May 2004 provides
guidance on the accounting for the effects of the Act for employers that sponsor postretirement health care plans
that provide prescription drug benefits and requires those employers to provide certain disclosures regarding the
effect of the federal subsidy provided by the Act. The postretirement healthcare obligations contained in this
disclosure do not reflect any impact due to Medicare Part D legislation. Based upon the Radian Group Inc.
Postretirement Welfare Plan’s benefits, the Medicare Modernization Act is not expected to have a significant
effect on the plan costs.
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At December 31, 2004 and 2003, the accumulated postretirement benefit obligation under the EFSG
Postretirement Medical Plan was $0.4 million and $1.0 million, respectively, and was not funded. At
December 31, 2004, the discount rate used in determining the accumulated postretirement benefit obligation was
5.75% and the healthcare trend was 8.5% graded to 5.5% after 6 years.

In addition to the Pension Plan, the SERP and the Postretirement Welfare Plan, the Company also maintains
a Savings Incentive Plan, which covers substantially all full-time and all part-time employees of the Company,
Radian Guaranty, RadianExpress and, effective January 1, 2003, EFSG and its subsidiaries, employed for a
minimum of 90 consecutive days. Participants can contribute up to 25% of their base earnings as pretax
contributions. The Company will match at least 25% of the first 6% of base earnings contributed in any given
year. These matching funds are subject to certain vesting requirements. The expense to the Company for
matching funds for the years ended December 31, 2004, 2003 and 2002 was $2.8 million, $2.7 million and $1.4
million, respectively.

Until its termination on December 31, 2002, Financial Guaranty had a savings incentive plan. Under this
plan, employees of EFSG and its subsidiaries could contribute up to 15% of their base earnings as pretax
contributions. EFSG would match 50% of the first 6% of base salary made to the plan by eligible employees. The
expense to EFSG in 2002 was $176,000. Effective January 1, 2003, EFSG’s savings incentive plan participants
became part of the Company’s Savings Incentive Plan.

14. Commitments, Contingencies and Off-Balance-Sheet Arrangements

The U.S. Department of Housing and Urban Development (“HUD”) proposed a rule under the Real Estate
Settlement Procedures Act (“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 the Company and the premiums the Company is able to
charge for mortgage insurance could be negatively affected.

In January 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 is involved in certain litigation arising in the normal course of its
business. The Company is contesting the allegations in each such other action and believes, based on current
knowledge and consultation with counsel, that the outcome of such litigation will not have a material adverse
effect on the Company’s consolidated financial position or results of operations.

The Company has guaranteed payments of up to $25.0 million of a revolving credit facility issued to
Sherman, a 41.5%-owned affiliate of the Company. This facility expired December 31, 2004, but has been
renewed until December 31, 2005. There have been no drawdowns under this facility.
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The Company has provided to an affiliate of Sherman, in an arms-length transaction, a $150 million
financial guaranty policy in connection with the structured financing of several pools of receivables previously
acquired by Sherman.

Mortgage Insurance utilizes its underwriting skills to provide an outsourced underwriting service to its
customers. Mortgage Insurance often gives recourse to its customers on loans it underwrites for compliance. If
the loan does not meet agreed-upon guidelines and is not salable in the secondary market for that reason,
Mortgage Insurance agrees to remedy the situation either by placing mortgage insurance coverage on the loan, by
purchasing the loan, or by indemnifying the lender against future loss. During 2004, less than 1% of all loans
were subject to these remedies and the costs associated with these remedies were immaterial. The Company had
total losses from sales and remedies in 2004 of approximately $3.5 million. Providing these remedies means the
Company assumes some credit risk and interest rate risk if an error is found during the limited remedy period in
the agreements governing the Company’s provision of contract underwriting services. Rising mortgage interest
rates or an economic downturn may expose the mortgage insurance business to higher losses. In 2003, the
Company had provisions for contract underwriting remedies of $2.9 million. In 2004, the Company’s provisions
were approximately $11.9 million and the Company’s reserve at December 31, 2004 was $7.3 million.

The Company has reinsurance agreements with its monoline financial guaranty primary insurance
customers. 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 the
Company fails to maintain certain financial, regulatory and rating agency criteria that are equivalent to or more
stringent than those the Company is otherwise required to maintain for its own compliance with New York
insurance law and to maintain a specified financial strength rating for the particular insurance subsidiary or (iii)
upon certain changes of control of the Company. Upon termination under the conditions set forth in (ii) and (iii)
above, the Company may be required (under some of its reinsurance agreements) to return to the ceding company
all unearned premiums, less ceding commissions, attributable to reinsurance ceded pursuant to such agreements.
Upon the occurrence of the conditions set forth in (ii) above, whether or not an agreement is terminated, the
Company may be required to obtain a letter of credit or alternative form of security to collateralize its obligation
to perform under such agreement or it may be obligated to increase the level of ceding commission paid.

The Company leases office space for use in its operations. Net rental expense in connection with these
leases totaled $8,124,000, $9,574,000 and $7,086,000 in 2004, 2003 and 2002, respectively. The commitment for
non-cancelable operating leases in future years is as follows (in thousands):

200 $ 11,939
2000 . 10,783
2007 e 10,571
2008 e 10,688
2000 10,839
Thereafter . . ... 62,712

$117,532

The commitment for non-cancelable operating leases in future years has not been reduced by future
minimum sublease rental payments aggregating approximately $33,037,000. A portion of these payments relates
to subleases to affiliates of the Company.
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15. Quarterly Financial Data (Unaudited)

(in thousands, except per-share information)

2004 Quarters
First Second Third Fourth Year

Net premiums written ........................ $181,428 $331,269 $282,530 $287,260 $1,082,487
Net premiums earned . ....................... 243,420 259,249 264,048 262,767 1,029,484
Net investment inCome .. .............c.oouun.. 49,705 50,879 51,086 52,679 204,349
Net gains on sales of investments ............... 26,676 5,287 8,993 9,843 50,779
Net change in fair value of derivative

INSEIUMENTS . . oo vttt e et e e e e 4,647 12 (2,083) 44,559 47,135
Provision forlosses ............. ... ... ... ... 114,767 116,560 114,125 111,382 456,834
Policy acquisition and other operating expenses . . . 75,442 83,796 83,562 84,717 327,517
Equity in net income of affiliates ............... 32,482 52,172 45,926 49,970 180,550
Netincome . ..........ouiiuieniennnnnennnn.. 120,010 120,503 122,171 155,969 518,653
Diluted net income per share (1) (2) ............. $ 122 $ 123 $ 127 $ 162 $ 5.33
Weighted average shares outstanding (1) ......... 98,888 98,713 97,197 96,832 97,908

2003 Quarters
First Second Third Fourth Year

Net premiums written . ....................... $252,360 $273,896 $285,517 $298,704 $1,110,477
Net premiums earned . ....................... 226,129 255,012 261,043 265,999 1,008,183
Net investment income . ...................... 46,672 47,004 46,365 46,122 186,163
Net gains on sales of investments ............... 4,025 2,824 1,778 8,760 17,387
Net change in fair value of derivative

INSTIUMENES . ..ottt e (7,898) (4,829) 6,072 10,794 4,139
Provision forlosses .......................... 67,758 95,540 100,762  211,994(3) 476,054
Policy acquisition and other operating expenses . . . 75,458 87,933 85,210 90,994 339,595
Equity in net income of affiliates ............... 14,888 33,859 21,287 35,442 105,476
Netincome ............coiiirininennanenan.. 104,772 111,674 113,978 55,477 385,901
Diluted net income per share (1) (2) ............. $ 108 $ 115 $ 116 $ 057 $ 3.95
Weighted average shares outstanding (1) ......... 98,107 98,170 98,696 98,838 98,453

(1) Diluted net income per share and average shares outstanding per SFAS No. 128, “Earnings Per Share.”
Amounts for the first three quarters of 2004 and all of 2003 have been revised to reflect the inclusion of
shares underlying contingently convertible debt. See Note 1 and 2.

(2) Net income per share is computed independently for each period presented. Consequently, the sum of the
quarters may not equal the total net income per share for the year.

(3) Includes $96 million related to a single manufactured housing transaction.

16. Fair Value of Financial Instruments

The fair value of a financial instrument is the current amount that would be exchanged between two willing
parties, other than in a forced liquidation. Fair value is best determined based upon quoted market prices.
However, in many instances, there are no quoted market prices available. In those cases, fair values are based on
estimates using present value or other valuation methodologies. Significant differences may exist with respect to
the available market information and assumptions used. Considerable judgment is required to interpret available
market data to develop the estimates of fair value. Accordingly, the estimates presented herein are not necessarily
indicative of the amount the Company could realize in a current market exchange. The use of different market
assumptions or estimation methodologies may have an effect on the estimated fair value amounts.

Fixed-Maturity and Equity Securities—The fair values of fixed-maturity securities and equity securities are
based on quoted market prices or dealer quotes. For investments that are not publicly traded, management has
made estimates of fair value that consider each issuer’s financial results, conditions and prospects, and the values
of comparable public companies.

Trading Securities—The fair values of trading securities are based on quoted market prices, dealer quotes or
estimates using quoted market prices for similar securities.
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Short-Term Investments—Fair values of short-term investments approximate amortized cost.

Other Invested Assets—The fair value of other invested assets (residential mortgage-backed securities) is
based on the present value of the estimated net future cash flows, including annual distributions and net cash
proceeds from the exercise of call rights, using relevant market information.

Unearned Premiums—In the mortgage insurance business, because the majority of the premiums received
are cash-basis, the fair value is assumed to equal the book value. The fair value of unearned premiums in the
financial guaranty insurance business, net of prepaid reinsurance premiums, is based on the estimated cost of
entering into a cession of the entire portfolio with third-party reinsurers under current market conditions, adjusted
for commissions based on current market rates.

Reserve for Losses—The carrying amount is a reasonable estimate of the fair value.

Long-Term Debt—The fair value is estimated based on the quoted market prices for the same or similar
issue or on the current rates offered to the Company for debt of the same remaining maturities.

December 31
2004 2003
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

(in thousands)

Assets:
Fixed-maturity and equity securities .............. $4,920,755 $4,929,924 $4,693,890 $4,710,955
Trading securities ...............c. v, 86,342 86,342 53,806 53,806
Short-term investments . .................cou.... 459,718 459,718 255,073 255,073
Other invested asSets . .. ..., 3,253 3,253 4,593 4,593
Liabilities:
Unearned premiums . ...........covuvrenenen... 770,208 647,032 718,649 596,063
Reserve forlosses ..............o... 801,012 801,012 790,380 790,380
Long-termdebt ............. .. ... .. .. .. ... ... 717,640 770,762 717,404 779,850

17. Capital Stock

On September 24, 2002, the Company announced that its Board of Directors authorized the repurchase of up
to 2.5 million shares of its common stock on the open market. Shares were purchased from time to time
depending on the market conditions, share price and other factors. These repurchases were funded from available
working capital. At March 31, 2004, all 2.5 million shares had been repurchased under this program at a cost of
approximately $87.0 million.

On May 11, 2004, the Company announced that its Board of Directors authorized the repurchase of up to
3.0 million shares of its common stock on the open market. On September 8, 2004, the Company announced that
its Board of Directors authorized the repurchase of up to 2.0 million additional shares of its common stock on the
open market. Shares were repurchased from time to time depending on market conditions, share price and other
factors. These purchases were funded from available working capital. At December 31, 2004, 2.2 million shares
had been repurchased under this program at a cost of approximately $102.0 million. All remaining shares under
the program were purchased subsequent to December 31, 2004, at a cost of approximately $133.8 million.

On February 15, 2005, the Company announced that its Board of Directors authorized the repurchase of up
to 5.0 million shares of its common stock on the open market under a new repurchase plan. This plan has similar
characteristics to the previous plans. Repurchases under this plan commenced upon approval in February of
2005. The Company may also begin purchasing shares on the open market to meet option exercise obligations, to
fund 401(k) matches and purchases under the Company’s Employee Stock Purchase Plan and the Company and
may consider future stock repurchase programs.
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The Company may also begin purchasing shares on the open market to meet option exercise obligations, to
fund 401(k) matches and purchases under the Company’s Employee Stock Purchase Plan, and the Company and
may consider future stock repurchase programs.

18. Other

On November 8, 2004, the remaining primary insurer customer with recapture rights notified the Company
of its intent to recapture, effective February 28, 2005, approximately $6.4 billion of par in force that it had ceded
to Financial Guaranty through December 31, 2004, including $50.6 million of written premiums as of December
31, 2004, $3.9 million of which already had been treated as earned under GAAP and would be recorded as an
immediate reduction of earned premiums at the time of the recapture. This return of unearned premiums would
also require an increase in policy acquisition costs of $0.9 million. The aggregate result would be a reduction in
pre-tax income of $4.8 million, or approximately $0.03 per share after tax. The amount of future lost premiums
due to this recapture will be approximately $129.7 million, which is made up of the unearned premium balance
and the value of future installment premiums. The total approximate reduction in pre-tax income for 2005
including the immediate impact is expected to be $12.3 million or approximately $.08 per share after tax.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

The Company is committed to providing accurate and timely disclosure in satisfaction of its SEC reporting
obligations. In 2002, the Company established a disclosure committee and formalized its disclosure controls and
procedures. The Company’s Chief Executive Officer and Chief Financial Officer have evaluated the
effectiveness of the Company’s disclosure controls and procedures as of the end of the period covered by this
report. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that the
Company’s disclosure controls and procedures are effective in providing reasonable assurance that the
information required to be disclosed by the Company in its reports filed under the Securities Exchange Act of
1934 is recorded, processed, summarized and reported on a timely basis, and that this information is accumulated
and communicated to management as appropriate to allow for timely decisions regarding required disclosures.

Management’s annual report on internal control over financial reporting and the related report of the
Company’s independent registered public accounting firm appear elsewhere in this report.

There was no change in the Company’s internal control over financial reporting that occurred during the
fourth quarter of 2004 that has materially affected, or is likely to materially affect, the Company’s internal
control over financial reporting.

Item 9B. Other Information

None.

Part 111

Item 10. Directors and Executive Officers of the Registrant

The information required by this Item is incorporated by reference to, and will be contained in, our
definitive proxy statement, which we anticipate will be filed no later than April 30, 2005. Accordingly, we have
omitted the information from this Item pursuant to General Instruction G (3) of Form 10-K.
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Item 11. Executive Compensation

The information required by this Item is incorporated by reference to, and will be contained in, our
definitive proxy statement, which we anticipate will be filed no later than April 30, 2005. Accordingly, we have
omitted the information from this Item pursuant to General Instruction G (3) of Form 10-K.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this Item is incorporated by reference to, and will be contained in, our
definitive proxy statement, which we anticipate will be filed no later than April 30, 2005. Accordingly, we have
omitted the information from this Item pursuant to General Instruction G (3) of Form 10-K.

Item 13. Certain Relationships and Related Transactions

None.

Item 14. Principal Accountant Fees and Services

The information required by this Item is incorporated by reference to, and will be contained in, our
definitive proxy statement, which we anticipate will be filed no later than April 30, 2005. Accordingly, we have
omitted the information from this Item pursuant to General Instruction G (3) of Form 10-K.
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Part IV

Item 15. Exhibits and Financial Statement Schedules

(a)

1. Financial statements—For a list of the Financial Statements filed herewith, see the Index to
Consolidated Financial Statements preceding Item 8 of Part II of this report.

2. Financial statement schedules—The financial statement schedules listed in the accompanying
“Index to Financial Statement Schedules” are filed as part of this report.

3. Exhibits—The exhibits listed in the accompanying “Index to Exhibits” are filed as part of this
report.

(c) The response to Item 15(c) is contained in Item 15 (a) (3) above.

(d) The response to Item 15(d) is contained on pages F-1 through F-6 of this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on March 1,
2005.

Radian Group Inc.

By:/s/ Frank P. Filipps
Frank P. Filipps, Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on
March 1, 2005 by the following persons on behalf of the registrant and in the capacities indicated.

Name Title
/s/  Frank P. Filipps Chairman of the Board and Chief Executive
Frank P. Filipps Officer
/s/ Roy J. Kasmar President, Chief Operating Officer and Director
Roy J. Kasmar
/s/ C. Robert Quint Executive Vice President, Chief Financial Officer
C. Robert Quint
/s/John J. Calamari Senior Vice President and Controller, Principal
John J. Calamari Accounting Officer
/s/  Herbert Wender Lead Director
Herbert Wender
/s/  David C. Carney Director
David C. Carney
/s/  Howard B. Culang Director
Howard B. Culang
/s/ Stephen T. Hopkins Director
Stephen T. Hopkins
/s/  James W. Jennings Director
James W. Jennings
/s/ Ronald W. Moore Director
Ronald W. Moore
/s/  Jan Nicholson Director
Jan Nicholson
/s/ Robert W. Richards Director
Robert W. Richards
/s/  Anthony W. Schweiger Director

Anthony W. Schweiger
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INDEX TO FINANCIAL STATEMENT SCHEDULES

(Item 15(a) (2))
Page
Financial Statement Schedules
Schedule [——Summary of investments—other than investments in related parties (December 31,2004) ... F-1
Schedule II—Condensed financial information of Registrant (December 31,2004) ................... F-2
Schedule IV—Reinsurance (December 31, 2004) ... ... . e F-6

All other schedules are omitted because the required information is not present or is not present in amounts

sufficient to require submission of the schedules, or because the information required is included in the
consolidated financial statements and notes thereto.
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Radian Group Inc.

Schedule I
Summary of Investments—Other Than Investments in Related Parties
December 31, 2004

Amount at

Which

Shown on

Amortized the Balance

Type of Investment Cost Fair Value Sheet

(in thousands)
Fixed Maturities:
Bonds:

U.S. government SECUrities .. .........oueirneeinneennnennn.. $ 62273 $ 63,875 $ 63,875
U.S. government sponsored enterprises . ..................... 52,533 52,378 52,378
State and municipal obligations ............... .. .. ... ...... 3,360,728 3,517,104 3,507,935
Corporate obligations . .............uuiiuieiniii... 109,664 115,553 115,553
Convertible SECUTIItIES . . ...t 308,349 318,334 318,334
Asset-backed SECUTiti€s . ... ... 216,844 217,060 217,060
Private placements . . ... ... 63,985 64,580 64,580
Foreign governments . .. ............uuuiinireininanennen... 127,265 130,024 130,024
Redeemable preferred stocks . ........... .. ... .. . ... 106,149 115,521 115,521
Total fixed maturities . ...............o.i it 4,407,790 4,594,429 4,585,260
Trading SECUTitieS . ... ..ottt e 65,359 86,342 86,342
Equity Securities . ....... ...t 250,558 335,495 335,495
Short-term INVEStMENTS . . . . ..ottt e 459,718 459,718 459,718
Other Invested aSSELS . . .. e e e 3,253 3,253 3,253
Total investments other than investments in related parties ........... $5,186,678 $5,479,237 $5,470,068

F-1



Radian Group Inc.

Schedule II—Condensed Financial Information of Registrant

Condensed Balance Sheets
Parent Company Only

Assets
Investments
Fixed maturities held to maturity—at amortized cost (fair value $517 and
A
Fixed maturities available for sale—at fair value (amortized cost $63,225 and
174,78 .
Short-term INVEStMENTS . . . ... ...ttt et e e e e
Trading SECUItI®S . . . ..o ettt e e e e e et
Equity SECUIILIeS . . .. ..ottt

Investment in subsidiaries, at equity iIn NEt assets . . .. ........ovuitnninena. .
Investments in affiliates ......... ... ..
Debt iSSUANCE COSES . . . oottt ettt e e e e
Due from affiliates, Net . . ... ...t
Property and equipment, at cost (less accumulated depreciation of $15,398 and

B3390 ) o o
Other assets . .. ...t
Dividends receivable from subsidiary .. .......... .. ... .

Total @SSEtS . .\t ti

Liabilities and Stockholders’ Equity

Accounts payable—other ......... . .. ...
Notes payable . .. ...
Federal iInCOMe taxes . . ... ...ttt e
Accrued interest payable ... ... .. L
Long-termdebt ... ... .. . .
Total liabilities ... .. ...

Common stockholders’ equity
Common stock: par value $.001 per share; 200,000,000 shares authorized;

96,560,912 and 95,851,346 shares issued in 2004 and 2003, respectively . .. ..
Treasury stock: 4,280,305 and 1,840,044 shares in 2004 and 2003,

TESPECHIVELY . ..o
Additional paid-in capital .......... .. .. L
Retained earnings . ... .. ... ...ttt
Accumulated other comprehensive income ............ .. ... ... . ...

Total common stockholders” equity . .......... ... ..ot

Total liabilities and stockholders’ equity . ............c..iiiriinennenenene...

See Supplemental Notes.

F-2

December 31

2004

2003

(in thousands, except share
and per-share amounts)

$ 507 $ 511
65,349 179,767
37,677 31,399
11,287 8,229
77,762 1,198
3,673 171

4,104,387 3,693,170

— 29,401
6,418 7,017
11,229 3,261
23,471 26,375
52,457 20,733
100,000 —

$4,494217  $4,001,232

$ 36346 $ 28,105

347 2,933
40,705 16,609
10,124 10,337
717,640 717,404
805,162 775,388

97 96

(176,242)  (60,503)

1,282,433 1,259,559

2,397,626 1,886,548
185,141 140,144

3,689,055 3,225,844

$4,494217  $4,001,232




Radian Group Inc.

Schedule II—Condensed Financial Information of Registrant
Condensed Statements of Income

Parent Company Only
Year Ended December 31
2004 2003 2002
(in thousands)

Revenues:

Dividends from subsidiaries . . . . ...... vt $254271 $ 22,875 $103,780

Net iInvestment iNCOME . . . ..t e e e e e e — 482 6,062

Gain (loss) on sales of investments . ......................o...... 3,456 3,215 (3,417)

Change in fair value of derivative instruments ..................... 2,124 — —
Total TEVENUES . . o oo 259,851 26,572 106,425
Expenses:

INterest eXPense . . ... ...t e — 7,629 23,569

OPperating EXPENSES . .« .o v vttt ettt e — 6,636 17,215
Total EXPENSES . . vttt — 14,265 40,784
Equity in net income of affiliates . ............ ... ... .. . . . ... 668 9,113 230
Income before income taxes and equity in undistributed income of

SUDSIAIATIES . . o ottt 260,519 21,420 65,871

Provision (benefit) for income taxes .............. ... ... 2,297 1,781 (14,607)
Income before equity in undistributed income of subsidiaries ............. 258,222 19,639 80,478
Equity in undistributed net income of subsidiaries ...................... 260,431 366,262 346,691
NEtINCOME . .\ttt et e e e e e e $518,653 $385,901 $427,169

See Supplemental Notes.
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Radian Group Inc.

Schedule II—Condensed Financial Information of Registrant

Condensed Statements of Cash Flows

Parent Company Only
Cash flows from operating activities:
Netincome ... ... ...ttt e
Adjustments to reconcile net income to net cash provided by operating
activities

Net (gains) losses on sales of investments . ..................
Change in fair value of derivative instruments ...............
Equity in earnings of affiliates ............................
Purchase of trading securities . . ... ........... ... ...,
Sales of trading securities . . .. ..ot
Equity in undistributed net income of subsidiaries ............
Increase in federal income taxes ..........................
Decrease in notes payable ............. .. .. ... . ...,
Non-cash dividends from subsidiaries ......................
Dividends receivable from subsidiaries .....................
Change in other assets, accounts payable and other liabilities . ..

Net cash provided by operating activities .................c.covuien...

Cash flows from investing activities: .. ................ouuunienen ...
Sales/redemptions of fixed-maturity investments available for sale . . .
Purchases of fixed-maturity investments available forsale ..........
Redemptions of fixed-maturity investments held to maturity ........
Purchases of short term investments—net .......................
Purchase of equity securities ........... .. ... . ...
Sales of equity SECUTTtIES .. .. .. .vvuvint i
Investments in affiliate . ........ ... ... .. .. . . . i ...
Proceeds from sales of investment in affiliates ...................
Purchases of property and equipment ..........................
Other . ...

Net cash used in investing activities .. ................ouuenenen....

Cash flows from financing activities:
Dividends paid . ..... ... .
Capital contributions, net of dividends .........................
Purchase of treasury stock,net . ......... .. ... . ... o L.
Issuance of long-termdebt ........... .. .. .. . .. ... . ...
Redemption of preferred stock . ............ ... ... . ..
Capital ISSUANCE COSES .« .+ v v ot e et ettt e e e
Proceeds from issuance of common stock .......................

Net cash (used in) provided by financing activities ....................

Increase (decrease)incash . ...... ... ... ... ... .. ... .. . ... ...
Cash, beginning of year .......... ... ... i

Cash,endofyear ....... ... ... . i

See Supplemental Notes.
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Year Ended December 31

2004

2003

2002

(in thousands)

$ 518,653 $ 385,901 $ 427,169
(3.451) (2,097 3,474
(2,124)  (1,118) (57)
668)  (9,113) (230)
(7,301) — —
5,977 (8,229) —

(260,431)  (366,262) (346,691)
24,096 6,529 11,436
(2,586)  (1,585)  (1,418)
(86,778) —

(100,000) —

41,362) (2,731 2,467
44,025 1295 96,150
149,124 186,738 119,213
(72,844) (317,298) (169,533)

— — 9,226
6,276)  (29317) 10,835
(3,794)  (1,198) —
5,570 — —
(5,501) — (20,000)
2,229 — —
(8,592)  (25,749)  (4,528)

— — (700)
59916  (186,824)  (55,487)
(7,575)  (7,491)  (9,608)

— (65,266)  (189,778)

(115,739)  (8,635)  (43,994)
— 246,167 215936
— — (43,003)
— (2,353) —
22875 23215 28,611

(100439) 185,637  (41,836)
3,502 108 (1,173)
171 63 1,236

$ 3673 % 171 $ 63




Schedule II—Condensed Financial Information of Registrant
Parent Company Only
Supplemental Notes

Note A

Radian Group Inc. (the “Parent Company”) provides certain services to its subsidiaries. In April 2003, after
approval by the various state Commissioners of Insurance, the Parent Company started charging back to its
subsidiaries, based on calculated GAAP capital or percentage of time, certain amounts it incurs primarily in the
capacity of supporting those subsidiaries. As such, all net investment income, other income, operating expenses
and interest expense has been allocated to the subsidiaries since that time. Amounts charged to the subsidiaries
for these costs is the actual cost, without any mark-up, except for the amounts charged to the U.K. subsidiaries
for which a reasonable mark-up is charged. The Parent Company considers these charges fair and reasonable.
The subsidiaries reimburse the Parent Company for these costs in a timely manner. This has the impact of
improving the cash flows of the Parent Company and reducing dividends to the Parent Company.
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Radian Group Inc.

Schedule IV—Reinsurance
Insurance Premiums Earned
Years Ended December 31, 2004, 2003 and 2002

Assumed Percentage
Ceded to from of Amount
Gross Other Other Assumed
Amount Companies Companies Net Amount to Net
(in thousands)

2004 . . $1,008,062  $90,272  $111,694 $1,029,484 10.85%
2003 $ 929,370  $69,900 $148,713 $1,008,183 14.75%
2002 $ 799,827 $69,582 $116,880 $ 847,125 13.80%
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Exhibit
Number

INDEX TO EXHIBITS
(Item 15(a) (3))

Exhibit

2.1

22

3.1

3.2

4.1

4.2

43
4.4

4.5

4.6
4.7

4.8

4.9
4.10

10.1

Agreement and Plan of Merger dated as of November 22, 1998 between the Registrant and
Amerin Corporation (incorporated by reference to Appendix I to the Registrant’s Registration
Statement on Form S-4 filed on May 6, 1999)

Agreement and Plan of Merger dated as of November 13, 2000 among the Registrant, GOLD
Acquisition Corporation, and Enhance Financial Services Group Inc. (incorporated by reference
to Annex A to the Registrant’s Registration Statement on Form S-4 filed on December 27,
2000)

Third Amended and Restated Certificate of Incorporation of the Registrant (incorporated by
reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K dated May 11, 2004
and filed on May 12, 2004)

By-laws of the Registrant (incorporated by reference to Exhibit 3.2 to the Registrant’s Current
Report on Form 8-K dated May 11, 2004 and filed on May 12, 2004)

Specimen certificate for Common Stock (incorporated by reference to Exhibit 4.1 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 1999)

Indenture dated May 29, 2001 between the Registrant and First Union National Bank, as Trustee
(incorporated by reference to Exhibit 4.1 to the Registrant’s Registration Statement on Form S-4
filed on July 19, 2001)

Form of 7.75% Debentures Due 2011 (included within Exhibit 4.2)

Registration Rights Agreement dated October 27, 1992 between the Registrant and
Commonwealth Land Title Insurance Company (incorporated by reference to Exhibit 10.11 to
the Registrant’s Registration Statement on Form S-4 filed on July 19, 2001)

Indenture dated January 11, 2002 between the Registrant and The Bank of New York, as
Trustee (incorporated by reference to Exhibit 4.10 to the Registrant’s Annual Report on Form
10-K for the year ended December 31, 2001)

Form of 2.25% Senior Convertible Debenture Due 2022 (included within Exhibit 4.5)

Registration Rights Agreement dated January 11, 2002 among the Registrant, Banc of America
Securities LLC and Lehman Brothers Inc. (incorporated by reference to Exhibit 4.2 to the
Registrant’s Registration Statement on Form S-3 filed on April 19, 2002)

Indenture dated as of February 14, 2003 between the Registrant and Wachovia Bank, National
Association, as Trustee (incorporated by reference to Exhibit 4.1 to the Registrant’s Quarterly
Report on Form 10-Q for the period ended March 31, 2003)

Form of 5.625% Senior Notes Due 2013 (included within Exhibit 4.8)

Registration Rights Agreement dated February 14, 2003 among the Registrant, Banc of America
Securities LLC, Lehman Brothers Inc., Wachovia Securities, Inc., Bear Stearns & Co. Inc. and
Deutsche Bank Securities Inc. (incorporated by reference to Exhibit 4.3 to the Registrant’s
Quarterly Report on Form 10-Q for the period ended March 31, 2003)

Tax Allocation Agreement dated as of April 1, 1992, among Reliance Insurance Company and
certain of its subsidiaries, including the Registrant (incorporated by reference to Exhibit 10.01
to the Registrant’s Annual Report on Form 10-K for the year ended December 31, 2001)
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Exhibit
Number

Exhibit

+10.2

+10.3

+10.4

+10.5

+10.6

+10.7

+10.8

+10.9

+10.10

+10.11

+10.12

+10.13

+10.14

+10.15

+10.16

Form of Change of Control Agreement between the Registrant and each of Frank P. Filipps,
Paul F. Fischer, and C. Robert Quint (dated January 25, 1995), Howard S. Yaruss (dated
October 30, 1997), Roy J. Kasmar (dated March 12, 1999), Bruce Van Fleet (dated July 19,
2000), John Calamari and Mark Casale (dated November 9, 2004) and Robert Croner (dated
November 9, 2004, striking the words “2.0 times” from Section 3(c)) (incorporated by reference
to Exhibit 10.3 to the Registrant’s Annual Report on Form 10-K for the year ended

December 31, 2001)

Form of Second Amended and Restated Change-In-Control Protection Agreement dated
November 15, 1999 between Enhance Financial Services Group Inc. and Martin Kamarck,
amended and restated as of March 23, 2000 (incorporated by reference to Exhibit 10.35 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2001)

Form of Stock Option Grant Letter (incorporated by reference to Exhibit 10 to the Registrant’s
Quarterly Report on Form 10-Q for the period ended September 30, 2004)

Radian Group Inc. Pension Plan (incorporated by reference to Exhibit 10.9 to the Registrant’s
Annual Report on Form 10-K for the year ended December 31, 2001)

Amendment No. 1 to Radian Group Inc. Pension Plan (incorporated by reference to Exhibit 10.9
to the Registrant’s Annual Report on Form 10-K for the year ended December 31, 2002)

Radian Group Inc. Supplemental Executive Retirement Plan (Amended and Restated Effective
January 1, 2002) (incorporated by reference to Exhibit 10.10 to the Registrant’s Annual Report
on Form 10-K for the year ended December 31, 2002)

Radian Group Inc. Savings Incentive Plan (incorporated by reference to Exhibit 10.10 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2001)

Amendment No. 1 to Radian Group Inc. Savings Incentive Plan (incorporated by reference to
Exhibit 10.12 to the Registrant’s Annual Report on Form 10-K for the year ended December 31,
2002)

Radian Group Inc. 1992 Stock Option Plan (incorporated by reference to Exhibit 10.11 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2001)

Radian Group Inc. Equity Compensation Plan (Amended and Restated as of February 8, 2005)
(incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated
February 8, 2005 and filed on February 14, 2005)

Radian Group Inc. Performance Share Plan (incorporated by reference to Exhibit 10.2 to the
Registrant’s Current Report on Form 8-K dated February 8, 2005 and filed on February 14,
2005)

Form of Performance Share Award Agreement (incorporated by reference to Exhibit 10.3 to the
Registrant’s Current Report on Form 8-K dated February 8, 2005 and filed on February 14,
2005)

Radian Group Inc. Deferred Compensation Plan (incorporated by reference to Exhibit 10.13 to
the Registrant’s Annual Report on Form 10-K for the year ended December 31, 1999)

Radian Group Inc. 1997 Employee Stock Purchase Plan (incorporated by reference to
Exhibit 10 to the Registrant’s Registration Statement on Form S-8 filed on November 20, 1997)

Amerin Corporation Second Amendment and Restatement of 1992 Long-Term Stock Incentive
Plan (incorporated by reference to Exhibit 10.17 to the Registrant’s Annual Report on Form
10-K for the year ended December 31, 2002)
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Exhibit
Number

Exhibit

+10.17

+10.18

+10.19

+10.20

*+10.21

*+10.22

*+10.23

*+10.24

*+10.25

*+10.26
*+10.27
*+10.28

+10.29

+10.30

10.31

10.32

Enhance Financial Services Group Inc. Long Term Incentive Plan for Key Employees
(Amended and Restated as of June 6, 1996) (incorporated by reference to Exhibit 10.18 to the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2002)

Enhance Financial Services Group Inc. 1997 Long Term Incentive Plan for Key Employees
(As Amended Through June 3, 1999) (incorporated by reference to Exhibit 10.2.2 to the
Quarterly Report on Form 10-Q for the period ended June 30, 1999, of Enhance Financial
Services Group Inc.)

Enhance Reinsurance Company Supplemental Pension Plan (incorporated by reference to
Exhibit 10.4 to the Annual Report on Form 10-K for the year ended December 31, 1999, of
Enhance Financial Services Group Inc.)

Enhance Financial Services Group Inc. Non-Employee Director Stock Option Plan (As
Amended December 11, 1997) (incorporated by reference to Annex A to the Schedule 14A of
Enhance Financial Services Group Inc. filed on May 4, 1998)

Transition and Retirement Agreement, dated as of November 22, 2004, between the Registrant
and Frank P. Filipps

Retention Agreement, dated as of February 14, 2005 between the Registrant and Roy J.
Kasmar

Retention Agreement, dated as of February 14, 2005 between the Registrant and C. Robert
Quint

Retention Agreement, dated as of February 14, 2005 between the Registrant and Martin
Kamarck

Retention Agreement, dated as of February 14, 2005 between the Registrant and Howard S.
Yaruss

Retention Agreement, dated as of February 14, 2005 between the Registrant and Mark Casale
Retention Agreement, dated as of February 14, 2005 between the Registrant and Robert Croner
Certain Compensation Arrangements with Directors and Named Executive Officers for 2005

Form of Phantom Stock Agreement for Employees (incorporated by reference to Exhibit 10.5
to the Registrant’s Current Report on Form 8-K dated February 8, 2005 and filed on
February 14, 2005)

Form of Phantom Stock Agreement for Non-Employee Directors (incorporated by reference to
Exhibit 10.6 to the Registrant’s Current Report on Form 8-K dated February 8, 2005 and filed
on February 14, 2005)

Form of Radian Guaranty Inc. Master Policy, effective June 1, 1995 (incorporated by reference
to Exhibit 10.21 to the Registrant’s Registration Statement on Form S-4 July 19, 2001)

Risk-to-Capital Ratio Maintenance Agreement between the Registrant and Commonwealth
Mortgage Assurance Company regarding matters relating to Moody’s financial strength rating
as amended through October 22, 1993 (incorporated by reference to Exhibit 10.13 to the
Registrant’s Registration Statement on Form S-4 filed on July 19, 2001)
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Exhibit
Number

Exhibit

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

10.45

*10.46

Net Worth and Liquidity Maintenance Agreement, dated as of October 10, 2000, between
Radian Guaranty Inc. and Radian Insurance Inc. (incorporated by reference to Exhibit 10.26 to
the Registrant’s Annual Report on Form 10-K for the year ended December 31, 2002)

Variable Share Quota Share Reinsurance Agreement, effective January 1, 1994, between the
Registrant and Capital Mortgage Reinsurance Company (incorporated by reference to Exhibit
10.16 to the Registrant’s Registration Statement on Form S-4 filed on July 19, 2001)

Reinsurance Agreement, effective January 1, 1994, between the Registrant and Capital
Reinsurance Company (incorporated by reference to Exhibit 10.17 to the Registrant’s
Registration Statement on Form S-4 filed on July 19, 2001)

Variable Share Quota Share Reinsurance Agreement, effective January 1, 1995, between the
Registrant and Capital Mortgage Reinsurance Company (incorporated by reference to Exhibit
10.18 to the Registrant’s Registration Statement on Form S-4 filed on July 19, 2001)

Reinsurance Agreement, effective January 1, 1996, between the Registrant and Capital
Reinsurance Company (incorporated by reference to Exhibit 10.19 to the Registrant’s
Registration Statement on Form S-4 filed on July 19, 2001)

Variable Share Quota Share Reinsurance Agreement, effective January 1, 1997, between the
Registrant and Capital Mortgage Reinsurance Company (incorporated by reference to Exhibit
10.20 to the Registrant’s Registration Statement on Form S-4 filed on July 19, 2001)

Purchase Agreement, among Market Street Custodial Trust I, Market Street Custodial Trust II,
Market Street Custodial Trust III, the Registrant, Radian Asset Securities Inc., Lehman Brothers
Inc. and Bear, Stearns & Co. Inc. (incorporated by reference to Exhibit 99.1 to the Registrant’s
Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Assurance Inc. and Radian Asset Securities Inc.
relating to Series A Perpetual Preferred Shares (incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Securities Inc. and Market Street Custodial Trust I
relating to Series A Perpetual Preferred Shares (incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Assurance Inc. and Radian Asset Securities Inc.
relating to Series B Perpetual Preferred Shares (incorporated by reference to Exhibit 99.4 to the
Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Securities Inc. and Market Street Custodial Trust
II relating to Series B Perpetual Preferred Shares (incorporated by reference to Exhibit 99.5 to
the Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Assurance Inc. and Radian Asset Securities Inc.
relating to Series C Perpetual Preferred Shares (incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Put Option Agreement between Radian Asset Securities Inc. and Market Street Custodial Trust
III relating to Series C Perpetual Preferred Shares (incorporated by reference to Exhibit 99.7 to
the Registrant’s Current Report on Form 8-K dated and filed on September 11, 2003)

Credit Agreement, dated as of December 16, 2004 among the Registrant, The Lenders Party
Hereto, Keybank National Association, as Administrative Agent, Lead Arranger, Sole Book
Runner, Letter of Credit Issuer, and Swingline Lender Bank of America, N.A. and JPMorgan
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Chase Bank, N.A., as Co- Syndication Agents and Barclays Bank PLC as Documentation Agent
(Schedules omitted. The Registrant will furnish a supplementary copy of any omitted schedules
to the SEC upon request.)

10.47 Guaranty Agreement, dated as of August 11, 1999, between Radian Guaranty Inc. and Amerin
Guaranty Corporation (incorporated by reference to Exhibit 10.25 to the Registrant’s Annual
Report on Form 10K for the year ended December 31, 1999)

*21 Subsidiaries of the Registrant

*23 Consent of Deloitte & Touche LLP
*31 Rule 13a-14(a) Certifications

*32 Section 1350 Certifications

*  Filed herewith.
+ Management contract or compensatory plan or arrangement required to be filed pursuant to Item 15(c) of
Form 10-K.
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EXHIBIT 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 33-57872, 33-67366,
33-98106, 333-40623, 333-52762, 333-77957, 333-81549, 333-113328 and 333-120519 of Radian Group Inc. on
Form S-8, Registration Statement Nos. 333-54964 and 333-86626 of Radian Group Inc. on Form S-3 and
Registration Statement Nos. 333-65440 and 333-106034 of Radian Group Inc. on Form S-4 of our reports dated
March 7, 2005, relating to the financial statements and financial statement schedules of Radian Group Inc. and
management’s report of the effectiveness of internal control over financial reporting, appearing in this Annual
Report on Form 10-K of Radian Group Inc. for the year ended December 31, 2004.

/s/ DELOITTE & TOUCHE LLP
DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 10, 2005



EXHIBIT 31

CERTIFICATIONS

I, Frank P. Filipps, certify that:

1.
2.

I have reviewed this Annual Report on Form 10-K of Radian Group Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 10, 2005 /s/  Frank P. Filipps

Frank P. Filipps
Chief Executive Officer



I, C. Robert Quint, certify that:
1. Thave reviewed this Annual Report on Form 10-K of Radian Group Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 10, 2005 /s/ C. Robert Quint

C. Robert Quint
Chief Financial Officer




EXHIBIT 32
Section 1350 Certifications
I, Frank P. Filipps, Chief Executive Officer of Radian Group Inc., and I, C. Robert Quint, Chief Financial Officer

of Radian Group Inc., certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) the Annual Report on Form 10-K for the year ended December 31, 2004 (the “Periodic Report™) fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15
U.S.C. 78m or 780(d)); and

(2) the information contained in the Periodic Report fairly presents, in all material respects, the financial
condition and results of operations of Radian Group Inc.

Date: March 10, 2005 /s/  Frank P. Filipps
Frank P. Filipps

/s/ C. Robert Quint
C. Robert Quint
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