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MBIA is a world leader in credit enhancement services and a global provider of fixed-income asset
management services, listed on the New York Stock Exchange under the symbol MBI. The Company 
has approximately 600 employees located in 12 offices around the world. 

MBIA’s financial strength, underwriting performance and record of service are reflected in the 
Triple-A rating of MBIA's claims-paying resources by Moody's Investors Service, Standard & Poor's
Ratings Services, Fitch Ratings, and Rating and Investment Information, Inc. For more information, 
visit our Web site: www.mbia.com.
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Financial Highlights
Percent Change

Restated Restated 2004 vs. 2003 vs.
In millions except per share amounts 2004 2003 2002 2003 2002

Net income $ 815 $ 816 $ 579 — 41%
Gross premiums written 1,117 1,269 952 (12)% 33%
Gross revenues from continuing operations 2,001 1,857 1,433 8% 30%
Total assets 33,027 30,324 18,835 9% 61%
Shareholders’ equity 6,579 6,202 5,434 6% 14%

Per share data: 
Net income

Basic $ 5.75 $ 5.69 $ 3.95 1% 44%
Diluted 5.63 5.63 3.92 — 44%

Diluted operating earnings 5.28 4.80 4.21 10% 14%
Book value 47.20 43.11 37.54 9% 15%
Adjusted book value 66.29 59.72 51.62 11% 16%

Operating return on average  
shareholders’ equity 13.2% 13.3% 13.3%

Total claims-paying resources $ 12,888 $ 12,639 $ 11,015 2% 15%
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Letter to Shareholders

2

To Our Owners, 

Last year at this time we reported record results across most of our financial measures due in
part to a very favorable operating and economic environment. This year, we are reporting good,
but not exceptional, financial results. While 2004 presented a distinctly more challenging
marketplace for our industry, every year does not need to be a record-breaker for us to turn in a
solid performance, as we did again last year. The race we are running is a marathon and not a
sprint. We are buyers and holders of long-term credit risk, and our results must be judged over
time. As I will outline in the comments that follow, we continued to build MBIA franchise
strength in 2004 despite difficult market conditions and increased regulatory scrutiny, and we
believe the long-term trends in the global capital markets favor our industry. 

There is no question that 2004 was a challenging year from a production viewpoint, with the
forces of supply and demand significantly different than in 2003. On the supply side, we saw
increased competition from both the uninsured market and other traditional monolines, as well
as from new market entrants who were eager to earn their stripes in this difficult market.
European banks have also become involved in our markets, especially in large public
infrastructure financings. This led to pricing pressure and narrower margins throughout the
year across virtually every sector. 

While supply of our product was increasing, overall demand was moving in the opposite
direction, reflecting a change in market sentiment from fear to greed. Credit spreads continued
to tighten throughout the year, effectively limiting what price we could charge issuers. For
example, spreads between Triple-A and Triple-B corporates compressed 36%, going from 72 to
46 basis points in 12 months. Corporate defaults were at a cyclical low, which was good for our
existing portfolio but contributed to an increasing comfort level with and demand for
uninsured bonds among investors. And despite the increase in the Fed funds rate, longer-term
interest rates remained low, with 10-year Treasuries beginning the year at 4.25% and ending the
year virtually unchanged. For all these reasons, 2004 was characterized by the perception of low
risk in the marketplace, where investors, flush with cash and hungry for yield, were less
interested in buying insurance, particularly in the asset-backed market.

Letter to Shareholders

Gary Dunton
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3Letter to Shareholders

Bottom line – there was more supply of the financial guarantee product and muted demand
both here and abroad. Traditionally, we have our best years when the perception of risk is
greater than the real risk – the opposite of today’s market environment. The encouraging aspect
of where we are today is that, like many things in life, there is a reversion to the mean, and we
believe economic conditions that favor our business will return in the near future. 

The Year’s Accomplishments 
Considering the context of 2004’s challenges, our financial results were strong. We generated
satisfactory growth in pre-tax operating earnings, with all three business lines (insurance, asset
management and municipal services) producing solid results. Pre-tax operating income in our
insurance business topped the $1 billion mark for the first time in the Company’s history. Net
operating earnings per share grew 10% to $5.28, further demonstrating our ability to produce
consistent, steady earnings growth even in challenging times. Book value per share grew 10% to
$43.05, excluding unrealized gains in our portfolio. Net income declined $1 million to $815
million, primarily due to the small 2004 mark-to-market net gain on derivative exposure of
$1.6 million, compared with a $100 million gain in 2003. And Adjusted Direct Premium
(ADP) reached $1.1 billion – our third highest year ever.

The overall strength of our franchise and balance sheet improved in 2004. Our total claims-
paying resources are now approaching $13 billion – a record level – and underpin a strong
claims-paying ratio of 81:1. The credit quality of our portfolio continues to improve, with over
80% of the total book of business now rated Single-A or higher, demonstrating one of the
benefits of consistent, rigorous underwriting. We also expanded our global footprint as we
opened a new office in Milan, Italy, and as we converted our U.K. office into a fully licensed,
Triple-A-rated insurance company. Both events allow us to better meet the growing demand 
for our products throughout Europe, as issuers seek improved market access and a broader
investor base.

Other important achievements occurred in risk management: MBIA, along with partners
Renaissance Re, Partner Re and Koch Financial, launched Channel Re, a valuable and durable
source of Triple-A-rated reinsurance. Channel Re assumed $26 billion of in-force business 
from MBIA, which came from previously commuted treaties with other lesser rated insurers.
This effectively increases our reinsurance capacity. Another form of risk transfer we executed 
in 2004 was an innovative capital markets transaction called Kirkwood. This transaction
provides an economic hedge for credit and market risk concentrations in our insured synthetic
CDO portfolio.  

Our portfolio shaping continued with the successful closure of ASIA Ltd, in which the
Company had acquired a minority interest as a result of its 1998 merger with CapMAC
Holdings. In this transaction, MBIA assumed the outstanding book of business, consisting of
23 issues with outstanding par of $369 million. We also assumed $9 million of unearned
premium reserves, $19 million of case reserves and $33 million of unallocated loss reserves.
Overall, it was a very profitable exchange.

A very important silver lining of slower growth (amplified by our increasing credit quality) is
that we continue to be a net generator of capital, leading to greater strength in our capital
position. We significantly exceed the rating agencies’ requirements with respect to our Triple-A
ratings as well as regulatory capital requirements. In 2004, some of our capital cushion was
returned to our shareholders through the repurchase of shares. During the third quarter, our
board of directors authorized the Company to repurchase up to 15 million shares of
outstanding common stock. As you may remember, we received a similar board authorization
in 1999 to repurchase up to 11.25 million shares, all of which were repurchased by July 2004.
With our stock trading below adjusted book value for much of the year, we bought back a total
of 5.8 million shares at very attractive prices. At year-end 2004, approximately 10.9 million
shares remained in the Company’s latest buyback program.
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In December, MBIA Insurance Corporation paid a special dividend of $375 million plus 
its regular quarterly dividend of $82 million to MBIA Inc., our holding company, after
receiving approval from the New York State Department of Insurance. As of year-end, there 
was over $700 million of capital at our holding company. We plan to use these funds over 
time for additional share repurchases, strategic initiatives, general liquidity and other 
corporate purposes.

Throughout the year, we strengthened our employee base and built bench strength at all levels,
including a refortified Executive Policy Committee (EPC), which is the policy-making team 
at the Company. As has been the case over the past few years, we continued to develop our
human capital with world class training and development programs in 2004, addressing
subjects such as negotiation, leadership and fraud detection. We also continued our focus on
strong corporate controls and governance, and this past year we implemented the new
Sarbanes-Oxley requirements without a hitch. Again in 2004, we received high rankings in
corporate governance from organizations such as Institutional Shareholder Services (ISS),
GovernanceMetrics International and Moody’s Investors Service. 

We refocused our Asset Management Division around our fixed-income capabilities and 
sold our equity unit, 1838 Investment Advisors, for a modest $3 million profit. And finally, 
we had a $77 million pre-tax gain on the sale of a common stock investment the Company
purchased in 2002.

The Year’s Disappointments
The year’s disappointments certainly were led by the scarcity of attractive transactions that met
our profitability goals and credit standards, due to both the pricing pressure mentioned earlier
and to generally softer credit terms than we have seen in the past several years. Despite our
remediation efforts, we had losses on two transactions from the mid- to late-1990s: the
Philadelphia Authority for Industrial Development Tax Claim Collateralized Revenue Bonds
and the Fort Worth Osteopathic Hospital. Higher interest rates also did not materialize as we
had anticipated 18 months ago, so the shortening of our investment portfolio duration back in
2003 cost us some $40 million in foregone operating income. However, the other (better) side
of this story is that we have protected our economic capital base in what we still believe will be
an increasing interest rate environment. Right decision, wrong timing.

In October, we initiated an investigation of reinsurance arrangements the Company had
entered into in 1998 in connection with the bankruptcy of Pittsburgh-based Allegheny Health,
Education and Research Foundation (AHERF). The Audit Committee of the board of directors
and outside counsel led the examination. As a result of this investigation, MBIA decided to
restate its financial statements for 1998 and subsequent years to correct the accounting for two
of the reinsurance agreements entered into with Converium Re. The restatement, which
amounts to a $57 million net reduction in profit from 1998 to 2003, results in an 11% decrease
in net income for 1998, a 2% reduction in 1999, a decline of less than 1% in both 2000 and
2001, and an increase of less than 1% in 2002 and 2003. 

>>

4 Letter to Shareholders

Jay Brown
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In November, we received subpoenas from the Securities and Exchange Commission and the
New York State Attorney General’s Office that covered these 1998 AHERF reinsurance
agreements. In early March 2005, after we announced the restatement, we received a subpoena
from the U.S. Attorney’s Office for the Southern District of New York. Needless to say, we are
cooperating fully with these investigations. 

Results by Business Unit
Our insurance business was affected by the market conditions we have described; in particular,
tight credit spreads squeezing global structured business volume, increased competition 
from uninsured executions, aggressive banking bids in Europe, and both reinvigorated old 
and aggressive new monoline competitors. Maintaining underwriting and pricing discipline 
in this environment led to lower volume across the board, in both plain vanilla and large 
“one-off” transactions. 

We saw pricing pressure throughout the year. Standard & Poor’s profitability ratio reports for
the first half of 2004 indicated that in the domestic public and structured finance markets,
industry profitability declined by 10% and 25%, respectively, demonstrating the extent of
pricing pressure. Our results were marginally better in the public finance business and
marginally worse on the structured side. While this is not the trend MBIA or the industry was
looking for, it’s worth noting that from 1999 through 2003, profitability in these two sectors
had doubled. The recent declines suggest the industry has given up only a portion of the ground
it had gained.

On the international front, profitability trends are largely driven by “one-off” transactions, and
therefore can be uneven. In 2004, MBIA’s international public finance profitability was up
considerably, primarily due to our lucrative and innovative guarantee of a toll road between
Santiago and Talca, Chile. The flip side of this was evident in decreased international structured
finance profitability, which was down due to tight spreads and competitive pressures. However,
it is worth noting that our profitability levels are higher in international markets than in
domestic markets.

These conditions contributed to a 29% decline in total ADP for our insurance operations to
$1.1 billion, compared with the record $1.6 billion in 2003. Credit quality, however, remained
strong, with 76% of net par insured rated Single-A or better, causing the quality of our overall
book to remain high. The percentage of our insurance portfolio rated non-investment-grade
also continues to improve, and was below 2% at year-end. While it is true that overall pricing
came under pressure, our expected returns on new business booked continued to meet or
exceed our target hurdle rates.

Industry trends in public finance also reflected the challenging market conditions. For example,
the domestic new issue market in 2004 was down 6% to $361 billion, compared with $384
billion in 2003. 

Despite the decline in new issuance, the domestic insured new issue market actually increased
slightly in 2004 to $194 billion, as insured penetration climbed to 54%, an all-time high.
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Insured penetration levels remained high, even in the current environment, due to strong retail
demand for insurance and, to a lesser degree, greater issuance of auction-rate debt, which tends
to use more insurance. 

In our domestic public finance business, the year’s production declined 27%, to $457 million
from $627 million in 2003, reflecting lower market issuance and pricing pressure. International
public finance production dropped more sharply, down 36% to $262 million from $409
million in 2003, largely due to fewer large infrastructure projects coming to market in 2004, as
well as several transactions being delayed. Globally, we insured over $61 billion in public
finance par, down 18% from $74 billion in 2003. Increased competition did result in some
downward pricing pressure, but overall returns remained respectable, while our capital charges
remained very much under control, improving slightly from 2003. 

Encouraging notes in public finance include our robust activity in Australia and Latin America.
One particularly interesting transaction this year was a toll road in the Mexican state of Nuevo
Leon. This 16-year-old road has been owned and operated by a state agency since opening. 
The $200 million securitization of the toll road’s future collections was the country’s first
insured financing for a state infrastructure asset and utilized a non-recourse private trust for
revenue collections. Named “Infrastructure Deal of the Year for the Americas” by Project
Finance International, this transaction is a template for the involvement of global monolines in
state and local infrastructure finance, a trend we expect to see more of in Mexico and the rest 
of Latin America. 

Turning to MBIA’s structured finance business, a combination of tight spreads and greater
demand for uninsured transactions reduced the number of attractive opportunities available to
us this year. Overall, there was lower insured penetration in the asset-backed market, 
as issuers favored senior-subordinated structures over bond insurance, given unabated investor
demand for higher yielding uninsured paper. In addition, fewer large, blockbuster-type
European transactions came to market, and the volume of CDO issuance was lower due to
narrow credit spreads. 

Our performance in this sector was affected by increased competitive pricing and weaker credit
standards in bids from European banks. As a result, production declined 27% to $427 million
in 2004, from a record $585 million in 2003, although par increased by 8% to $51 billion,
reflecting both shifts in product mix and downward pricing pressure. Although returns on
business written during 2004 were down from the prior year, they remained more than
acceptable. Credit quality of structured deals insured declined this year with 64% rated 
Single-A or higher, due mostly to reduced volume in Triple-A CDOs.

The Structured Finance Division executed some landmark transactions in 2004, including a
whole company lease securitization for the Fraikin Group, which is controlled by Eurazeo, a
leading French private-equity investor. This €600 million transaction was a first for MBIA and
a first for France. The Fraikin Group, which is France’s leading truck and commercial vehicle
rental company, offers a full range of transportation solutions including contract hire, truck
rental and fleet management. MBIA guaranteed secured-loan facilities for Fraikin Assets, a

Neil Budnick
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bankruptcy remote special purpose vehicle, which allows the company to acquire new trucks
and complete new lease contracts. The transaction was named “European Corporate Deal of
the Year” by International Securitisation Review, and is representative of the growing trend in
Europe where businesses turn to the capital markets as alternatives to banking facilities.

Stepping back to look at our overall insurance business, total earned premiums were up 11% in
2004, driven by new business writings over the past few years as well as the high level of
refundings in our municipal book. Earned premiums from refundings increased 10% to $140
million for the year, against very strong refunding activity in 2003. 

We continue to make progress on lowering our GAAP expense ratio, which declined to 22.0%
in 2004 from 22.8% in 2003. As we look back over the past 5 years, we have seen our gross
insurance expenses (before any deferrals) grow at an average annual rate of 7%. We are
committed to controlling our expense growth, keeping it at a lower rate than growth in our net
revenues over the long term.

Moving beyond the insurance operations, MBIA’s institutional investment management
business had a breakthrough year. Pre-tax operating income increased 31% to $61 million from
$47 million in 2003, and assets under management reached $39 billion compared with $34
billion the previous year. As part of the transformation of this business into a fixed-income-only
platform, we integrated the Conduit Group into the Asset Management Group, where it can
leverage additional expertise for new deal generation in addition to strengthening back office
operations. Since then, the Conduit Group has already closed two deals for over $1 billion in
new issuance. Finally, the division strengthened its managed CDO capabilities, expanding into
the asset-backed sector and closing a $500 million CDO. 

Our third and final business line, MuniServices, met all of its financial targets this year,
generating a small pre-tax operating profit of nearly $2 million in 2004, up from $1 million in
2003. The business expanded its tax discovery, collections, audit and other revenue enhancing
services to a number of new public-sector clients nationwide. While we are pleased with
MuniServices’ growth in 2004, we believe this business is not consistent with MBIA’s core
business of risk management, and we will explore opportunities to sell the company in 2005.

To summarize, certainly the new business environment was not as favorable as in recent 
years, but short-term market cycles are part of our long-term business model, and the 
market pendulum eventually swings back. Even if current market conditions persist, we 
will continue to pursue proactively all appropriate business opportunities while maintaining 
pricing and underwriting standards. As market conditions change, we will respond swiftly 
and appropriately. 

Risk Management Philosophy
MBIA’s true constant – our North Star, if you will – is our commitment to protecting our
Triple-A ratings, the keystone of our franchise. Our ratings are built on the foundation of top
quality risk management with a no-loss underwriting standard. As you know, we will always act
in the best interest of our shareholders, consistent with our commitment to both our standard
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of underwriting excellence and our Triple-A ratings. If markets are good, we will compete
vigorously for growth. If markets are poor, we’ll still seek to compete vigorously for profitable
business, but we are fully willing to pick up our marbles and go home, conserving our 
capital for another day or returning excess capital to our owners by repurchasing shares. 
And if there are opportunities to thoughtfully expand our global franchise through strategic
mergers or acquisitions, we will consider them as well. In all cases, we will adhere to 
our no-loss underwriting standards, disciplined pricing approach and careful, prudent 
expense management. 

Let’s remember that anything truly worthwhile is not built easily or quickly. So it is with MBIA.
Our model of underwriting low risk transactions that generate premium earnings over a long
term provides relative stability – stability in growth in earnings and in book value due to the
financial and accounting underpinnings of our business model. Although we expect to
experience relatively attractive growth in our business platform over time, results in any
individual quarter or single year – or even a couple of years – may well deviate from the mean.
This includes both top line revenues and also actual losses. We are constrained in our ability to
create short-term growth due to our underwriting standards and their importance to our long-
term business success. We work hard to generate new business across all economic conditions,
but ultimately can only do what the market allows at any point in time.

One of the intended consequences of no-loss underwriting is that losses are rare, and are by
definition very difficult, if not impossible, to anticipate precisely. Over time we will inevitably
have losses in amounts that are sometimes more than our quarterly reserving formula and
sometimes less. There is no way to predict the exact amount of our losses over the short run. At
all times, we will seek to maintain total loss reserves to cover estimated losses in the existing
portfolio. Note that in 30 years of business, with over $1.8 trillion of guaranteed debt service,
we have only incurred $586 million of net losses. Put another way, since our inception in 1974,
our underwriting decisions have been right 99.97% of the time! 

But the .03% of losses we have incurred have taught us some key lessons. Losses will occur and
we need to price to ensure that we have sufficient capital to pay them, while at the same time
providing a good return for our shareholders. We need adequate capital – we have around $13
billion of claims-paying resources to ensure our Triple-A ratings are protected, and to guarantee
that under almost any possible economic scenario, our insured bondholders will not experience
losses. We maintain adequate reserves in the form of both specific-case and unallocated reserves.
We aggressively remediate credits at the first sign of trouble. Our underwriting criteria favor
higher underlying deal ratings where we strive to keep at least 75% of our in-force insurance
portfolio rated Single-A or better, and keep our non-investment-grade exposures to under 2%.
We’ve learned that issuer or seller/servicer bankruptcies don’t necessarily equate to losses. And
the securitizations we insure are structured to give us substantial first-loss protection and
significant control rights for early action. 

In 2004, we experienced two notable losses, which were fully covered by a portion of our
unallocated loss reserve. 

Ruth Whaley, Mitch Sonkin, Kevin Silva
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The first loss occurred during the second quarter, when MBIA paid a $46 million claim – the
remaining principal balance – on the Philadelphia Authority for Industrial Development Tax
Claim Collateralized Revenue Bonds. The bonds were backed by a pool of delinquent property
tax liens that significantly underperformed, resulting in a shortfall. MBIA will vigorously
pursue collection of the remaining liens, and estimates that approximately $20 million can be
recouped, resulting in a loss of $23 million, net of previous reserves and reinsurance. 

Our second loss occurred in the third quarter, when we established a case loss reserve of
approximately $49 million against $71 million net par exposure to Fort Worth Osteopathic
Hospital. While our Insured Portfolio Management team worked very closely with the hospital
to avoid a loss, the credit deteriorated to an irrecoverable degree, and substantially all of the
hospital’s property was sold at auction in February 2005. 

In addition, a new case reserve was established in the fourth quarter for a manufactured housing
exposure in the amount of $10 million. This exposure has experienced higher-than-expected
losses, and we continue to actively monitor it. This sector, unlike most others in our portfolio,
has not benefited materially from the positive market credit trends of the last few years. 

A Strong and Vital Organization
One of the most important responsibilities I have is to ensure that MBIA’s leadership team and
employees are the most highly trained, productive, motivated and challenged workforce in the
industry. This is why we stress internal training and development programs so much, why we
invest significantly in information technology and why we continue to make organizational
adjustments to fine-tune our business and market effectiveness.

2004 was no different, as we managed through process and leadership changes that had been
planned over the prior years. In our underwriting process, we implemented comprehensive new
fraud detection standards and assessment systems for use throughout our New Business,
Underwriting and Insured Portfolio Management teams. We expanded our range of training
programs to include a multi-year leadership development program focused on our core values,
business ethics and many elements of overall enterprise management. And we reorganized our
Global Public Finance Division along product lines, rather than geography, to align better with
our client needs and with our own global operations.

The senior leadership team at MBIA – the Executive Policy Committee – was also reinvigorated
by a number of strategic changes in 2004. All of these changes but one were part of a multi-year
planning process, and all were executed smoothly. We are pleased that we found all these senior
management replacements within our company, with the exception of Mitch Sonkin. 

In May, Neil Budnick became President of MBIA Insurance Corporation. Neil returned to the
new business side of the house to lead our global public and structured finance businesses after
serving ably as Chief Financial Officer for the past 5-plus years.
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Nick Ferreri was named Chief Financial Officer, succeeding Neil. Nick brings a rock-solid
financial and accounting background together with considerable management experience to the
job, and he’s proving to be a valuable contributor to the EPC.

In our insurance operations, two key changes occurred. After a decade of circling the globe as he
helped build our international franchise, Chris Weeks was named head of the International
Division and a member of the EPC, based out of our London office. Chris succeeded Jack
Caouette, who retired in December. Jack made many contributions to MBIA since joining us
with the CapMAC merger in 1998. He jumpstarted our international business and cut a wide
pathway into the global marketplace for MBIA. Under his guidance, ADP for non-U.S. public
and structured finance reached over 35% of MBIA’s business production. I am grateful to him
for his leadership and contributions, and I wish him all the best. 

Tom McLoughlin was named head of our Global Public Finance Division, and a member of the
EPC. Tom replaced John Pizzarelli, who left MBIA to pursue other interests after 20 years of
service. Recently head of Global Transportation and Infrastructure, Tom spent a decade
building our public finance business in the western U.S., and he brings a wealth of industry and
public-sector experience to this position. He has a proven track record that bodes well for future
success in his new role. 

Turning to our Asset Management Division, Cliff Corso, who is doing a superb job as MBIA’s
Chief Investment Officer and head of fixed-income asset management, was named a member of
the EPC and president of MBIA Asset Management, LLC in June, following Thacher Brown’s
retirement. Thacher took our asset management franchise to a new level after joining the
Company in 1998 following MBIA’s merger with 1838. We are indebted to him for his
contribution to the business, and I wish him well in his future endeavors.

Earlier, Andrea Randolph was named Chief Technology Officer, and Mitch Sonkin was named
head of Insured Portfolio Management and Government Relations. Although fairly recent
additions to our EPC, they have quickly and successfully integrated into the MBIA senior
management team.

Finally, in May, I became Chief Executive Officer, assuming the role from Jay Brown who
remains our Executive Chairman. I want to express my special appreciation to Jay, whose
counsel, support and encouragement have made it possible for me to grow into my current
position. MBIA is indeed fortunate to have had such a knowledgeable, disciplined and high-
integrity leader at the helm for the past five years.

Our board of directors also experienced somewhat of a transformation in 2004. Our two
longest-serving directors, Freda Johnson, with 15 years of service, and Jim Lebenthal, with 17,
retired at year-end. Both Freda and Jim served faithfully and tirelessly during their time on our
board and helped shape MBIA’s success from its early days. MBIA is unusually fortunate to
have had the benefit of their dedication all these years. It was a privilege to work with them, and
I wish them every success.

>>
Ram Wertheim, Cliff Corso
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Just as Freda and Jim helped shape our past, we look to Debra Perry and Laurence Meyer to
help chart our future. Debra, elected to our board in May, was most recently a Senior Managing
Director at Moody’s where she was responsible for Moody’s Americas Corporate Finance,
Leveraged Finance and Public Finance departments. 

Elected to the board in August, Larry is currently Vice Chairman of Macroeconomic Advisers, a
distinguished scholar at the Center for Strategic and International Studies and a board member
of the National Bureau of Economic Research. He also serves as a senior adviser to the G-7
Group and is a fellow of the National Association of Business Economists.

The combination of insight, strength and experience in our senior leadership team and board 
of directors is formidable. They are the right team to guide us forward as we continue our push
into the global capital markets. 

The Opportunities Ahead
We are very optimistic about our future prospects. We have a solid pipeline of business
opportunities to work on, our global franchise grows stronger every day, and the macro trends
favor our industry as globalization, financial deregulation, bank disintermediation and
privatization continue to define the capital markets. For example, key infrastructure projects
around the world, such as toll roads and utilities, are being privatized, particularly in Europe, as
governments recognize that partnering with the private sector can lead to more efficient and
effective financing and management of large-scale projects. Another trend is the
disintermediation of banks in Europe, as banks struggle to compete with the more efficient,
transparent and liquid capital markets. In fact, much of our business in Europe comes from
banks themselves who are looking for either capital or regulatory relief via the capital markets.

In the U.S., where the public finance market is mature, we expect to see continued modest but
steady growth in the 8% range. The major growth in public finance is occurring in
international markets where opportunities abound, but where growth is not evenly paced.
MBIA will benefit from a number of important, long-term trends such as Public Private
Partnerships and Public Finance Initiatives (PPP/PFI), particularly in the U.S. and the U.K.
PPP and PFI transactions are typically very complex, and involve private-sector involvement in
the funding, construction and management of large-scale public works such as roads, hospitals
and stadiums. Many foreign markets have recently developed legal and economic frameworks
for these transactions, and more will do so in time. With MBIA’s guarantee on these deals,
investor confidence and demand for the securities naturally increase. 

Essential infrastructure transactions, some of which have structured finance aspects to them, are
even larger drivers of the global markets. These are large-scale public projects such as airports,
toll roads, rail and tunnel projects, and utilities such as water, gas and electric plants. Military
housing is another growing category, in which we lead the market today. This sector is
supported by a strong governmental obligor, and it leverages our deep knowledge of housing
and other key disciplines required to execute these transactions successfully.
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Another important global trend is pension reform, in Europe and elsewhere. In Italy, Germany
and France in particular, there exist huge and unfunded pension liabilities, which will need to
be funded over time as their populations age. Many of the plan sponsors want a risk-managed
fixed-income solution, as investors are not accustomed to taking cross-border and other credit
risk. Triple-A-rated insured bonds will help address this need.

In contrast to public finance, the structured finance market still shows strong growth in the
low- to mid-teens in the U.S., and even higher in the international arena. A particularly strong
area for us – one that shows significant expansion potential – is the future flow sector, especially
in emerging market countries. In these transactions, we guarantee a security backed by expected
future receivables from credit card cash flows, bank remittances, or from exports of natural
resources such as oil, iron ore and copper. We’ve recently applied this technique to an additional
asset class – intellectual property. To date, we’ve insured film financings from the Australian
production company Village Roadshow, and a transaction secured by royalty streams from
several drug patents issued by Royalty Pharma Finance Trust. 

Transactions structured to provide capital relief are another line of global structured finance
growth. Such transactions are broadly used by financial firms including life insurance
companies in the U.S. and U.K. and major banks and mortgage originators in Germany.

MBIA has played a leading role in the development of all of these sectors, and we’re optimistic
about the opportunities ahead.

Outlook for 2005 and Beyond
Trying to forecast market conditions is like trying to predict the weather over the long term. It’s
difficult to choose and manage to one economic scenario, so we take a flexible 3-year approach
to strategic business planning, using three different scenarios. Our “Plan Case” assumes stable
GDP growth, higher interest rates and widening spreads in the second half of 2005. We also
adjust these assumptions to create a slower scenario, using more moderate GDP growth, lower
interest rates and tighter spreads. Then we look at a faster growth scenario reflecting accelerated
GDP, and even higher interest rates and wider spreads. This gives us a more dynamic process to
better evaluate our operating performance.

Our goal is to be immediately responsive to any direction that the market winds may blow.
Each scenario provides us with a set of real-time “levers” to pull, to adjust our business
operations in response to changing market conditions. These levers include the use of
reinsurance, underwriting and pricing strategies, expense control, management of the duration
of our investment portfolio and capital management, giving us great flexibility to act in the best
interest of our shareholders. 

While we are prepared for any market situation, we are expecting that the U.S. will continue as
a major driver of global economies, producing solid GDP growth over the next few years.
Interest rates should continue to rise at a measured pace, while credit quality will remain stable
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or weaken slightly. Globally, we expect continued slow growth in Europe and Japan, impacted
by the weakening of the U.S. dollar. Latin America and Mexico should experience solid growth
as they benefit from continued U.S. expansion.

Our long-term financial goals and prospects are attractive. We anticipate 12-14% growth in
operating earnings per share (excluding refundings) and an operating ROE in the 12-14%
range over the long-term (over any 5-year period). In 2005, we will probably be below our
earnings growth target – in the 10-12% range – and at the lower end of the operating ROE
target range, due mostly to the capital cushion we are holding and the anticipated decline in
refunding volume. However, we anticipate making further progress against these objectives in
the 2006 to 2007 timeframe.

As I mentioned before, while our business model is based on relative stability in growth in
earnings and book value, and while you can count on us to vigorously compete for well priced,
well underwritten business, we do expect individual quarters or even years to deviate (up or
down) from the mean for any number of reasons. Variances could arise due to periodic top line
growth variability that will affect cash flows, the levels of advance refundings, variations in fees
or just due to the change in interest rates. We’re fine with this. Our orientation is long-term,
and we simply won’t compromise our strict no-loss underwriting standards, shirk our
commitment to act in the best interests of our shareholders or renege on our pledge to protect
our Triple-A ratings for the short-term gratification of top line growth. 

This long-term discipline has worked well for MBIA and its shareholders. For the past 5-year
period, operating earnings per share have grown 12% on average, and our 5-year average
operating ROE stands at 13.2%. Furthermore, our 5-year average annual return to shareholders
has been 14.04%, compared with a loss of 2.3% for the S&P 500.

All in all, it’s an exciting time to be at MBIA. Carefully planned changes at every level of the
organization have brought fresh thinking and a refocused commitment to the business. My first
year as CEO has made me even prouder than ever of this organization, for our ability to manage
through change and challenges at every turn and for emerging stronger as a result. I am
optimistic about the opportunities that lie ahead, not only because of the positive signs of
strengthening global economies, but also because we have a strong, resilient and dedicated team
of employees that thrive in all situations, particularly the continuous port-to-starboard tacks
required in uncertain markets. We are confident that the next 5 years will be full of
opportunities to expand our global franchise, and that we will deliver against our long-term
financial objectives.

Gary C. Dunton
Chief Executive Officer and President, MBIA Inc.
March 17, 2005

Letter to Shareholders
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JOSEPH W. BROWN (56) Mr. Brown has been executive chairman of the Company since May 2004. He joined the
Company as chief executive officer in January 1999 and became chairman of the Company in May 1999. Prior to
that, he was chairman of the board of Talegen Holdings, Inc. from 1992 through 1998. Before Talegen, Mr.
Brown was with Fireman’s Fund Insurance Companies as president and chief executive officer. Mr. Brown has
served as a director of MBIA since 1990 and previously served as a director from December of 1986 through May
of 1989. Mr. Brown also serves as a director of Safeco Corporation.

C. EDWARD CHAPLIN (48) Mr. Chaplin is senior vice president and treasurer of Prudential Financial Inc., responsi-
ble for Prudential’s capital and liquidity management, corporate finance, and banking and cash management. Mr.
Chaplin is also a member of the Financial Controls Committee at Prudential, a member of the Investment Over-
sight Committee of Prudential’s pension plans and a member of Prudential’s Disclosure Committee. Mr. Chaplin
has been with Prudential since 1983 and is a member of the board of trustees of Newark School of the Arts as well
as a board member and treasurer of the Executive Leadership Council, a business group promoting workplace
diversity. Mr. Chaplin joined the MBIA board at the end of 2002.

DAVID C. CLAPP (67) Mr. Clapp was a partner of Goldman, Sachs & Co. from 1972 to 1994. From 1990 until
late 1994, he was partner-in-charge of the Municipal Bond Department at Goldman, Sachs & Co. Mr. Clapp is 
a member of the boards of the Hazelden Foundation, Kent School, Scenic Hudson Inc. and Bard College. He is 
past chairman of the Municipal Securities Rulemaking Board, chairman emeritus of the board of trustees of the
Museum of the City of New York and chair of the New York Arthritis Foundation. Mr. Clapp is the lead director
and has served on the MBIA board since 1994.

GARY C. DUNTON (49) Mr. Dunton, who joined MBIA in early 1998, is president and chief executive officer of
the Company, a position to which he was named in May 2004. He was named president in 1999 and chief operat-
ing officer in 2000. Before joining MBIA, he was president of the Family and Business Insurance Group, USF&G
Insurance, with which he had been associated since 1992. Previous to USF&G, he was responsible for Aetna Life
& Casualty Standard Commercial Lines business. Mr. Dunton served as a director of MBIA from 1996 until early
1998, rejoining the board in 1999.

CLAIRE L. GAUDIANI (60) Dr. Gaudiani has been a professor at New York University since mid-2004. From 2000
to 2004, she was a senior research scholar at Yale Law School. From 1988 until June 2001, Dr. Gaudiani was presi-
dent of Connecticut College. Dr. Gaudiani was president and CEO of the New London Development Corpora-
tion from 1997 to 2004 and continues on the board. She also serves as a director of The Bank of Southern Con-
necticut and the Henry Luce Foundation Inc. She has been a director of MBIA since being elected at the 1992
annual meeting.

DANIEL P. KEARNEY (65) Mr. Kearney, currently a financial consultant, retired as executive vice president of Aetna
Inc. in February 1998. Prior to joining Aetna in 1991, he served as president and chief executive officer of the Res-
olution Trust Corporation Oversight Board from 1989 to 1991. From 1988 to 1989, Mr. Kearney was a principal
at Aldrich, Eastman & Waltch, Inc., a pension fund adviser. Mr. Kearney was a managing director at Salomon
Brothers Inc. in charge of the Mortgage Finance and Real Estate Finance departments from 1977 to 1988. He
serves as a director of Fiserv, Inc., MGIC Investors Corporation and the Joyce Foundation. Mr. Kearney has served
on MBIA’s board of directors since being elected at the 1992 annual meeting.

Board of Directors
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LAURENCE H. MEYER (61) Dr. Meyer is currently vice chairman of Macroeconomic Advisers, which he joined in
2002. He is also a distinguished scholar at the Center for Strategic and International Studies and a board member
for the National Bureau of Economic Research. He also serves as a senior adviser to the G-7 Group and is a fellow
of the National Association of Business Economists. From 1996 to 2002, he was a member of the Board of Gover-
nors of the Federal Reserve. From 1969 to 1996, Dr. Meyer was a professor of economics at Washington Universi-
ty in St. Louis and a former chairman of the Economics Department. Dr. Meyer joined MBIA’s board in 2004.

DEBRA J. PERRY (53) Ms. Perry worked at Moody’s Corporation from 1992 to 2004. From 2001 to 2004, Ms.
Perry was a senior managing director in the Global Ratings and Research Unit of Moody’s Investors Service, Inc.
where she oversaw the Americas Corporate Finance, Leverage Finance and Public Finance departments. From
1999 to 2001, Ms. Perry served as chief administrative officer and chief credit officer, and from 1996 to 1999, she
was a group managing director for the Finance, Securities and Insurance Rating Groups of Moody’s Corporation.
Ms. Perry is a member of the Board of Directors of Conseco, Inc. She has been a director of MBIA since 2004. 

JOHN A. ROLLS (63) Mr. Rolls has been president and chief executive officer of Thermion Systems International since
1996. From 1992 until 1996, he was president and chief executive officer of Deutsche Bank North America. Prior to
joining Deutsche Bank, he served as executive vice president and CFO of United Technologies from 1986 to 1992.
He is a director of Bowater, Inc., Fuel Cell Energy, Inc. and Thermion. Mr. Rolls joined MBIA’s board in 1995.

BOARD COMMITTEES

Each board committee has a charter, which can be found on the Company’s Web site at www.mbia.com, along
with MBIA’s Corporate Governance Practices and Standard of Conduct. This information is also available in print
upon request. The current members of each MBIA Board committee are listed below.

Audit Committee: Messrs. Chaplin, Clapp, Ms. Perry and Mr. Rolls (Chair).

Compensation and Organization Committee: Mr. Clapp (Chair), Dr. Gaudiani and Messrs. Kearney and Rolls. 

Executive Committee: Messrs. Brown (Chair), Clapp, Dunton and Kearney.

Finance Committee: Messrs. Brown, Chaplin (Chair), Clapp, Dr. Meyer and Mr. Rolls.

Nominating/Corporate Governance Committee: Mr. Chaplin, Dr. Gaudiani (Chair), Mr. Kearney and Ms. Perry.

Risk Oversight Committee: Messrs. Brown, Clapp, Kearney (Chair), Dr. Meyer and Ms. Perry.
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Selected Financial and Statistical Data

Restated Restated
Dollars in millions except per share amounts 2004 2003 2002

GAAP SUMMARY INCOME STATEMENT DATA:
Insurance:

Gross premiums written $ 1,117 $ 1,269 $ 952
Premiums earned 822 740 593
Net investment income 474 438 433
Total insurance expenses 263 242 202
Insurance income 1,161 1,143 810

Investment management services income 52 64 33
Corporate loss (84) (59) (64)
Income from continuing operations before income taxes 1,130 1,149 780
Net income 815 816 579
Net income per common share: 

Basic 5.75 5.69 3.95
Diluted 5.63 5.63 3.92

GAAP SUMMARY BALANCE SHEET DATA:
Fixed-maturity investments 20,411 17,090 15,154
Held-to-maturity investments 7,540 8,891 —  
Short-term investments 2,405 1,913 1,728
Other investments 262 357 213
Deferred premium revenue 3,211 3,080 2,755
Loss and LAE reserves 727 691 621
Investment agreements 8,678 6,957 6,389
Commercial paper 2,599 2,640 —  
Medium-term notes 6,944 7,092 842
Long-term debt 1,333 1,022 1,033
Shareholders’ equity 6,579 6,202 5,434
Book value per share 47.20 43.11 37.54
Dividends declared per common share 0.960 0.800 0.680

FINANCIAL RATIOS: 
Loss and LAE ratio 10.0% 9.9% 10.5%
Underwriting expense ratio 22.0 22.8 23.5
Combined ratio 32.0 32.7 34.0

NET DEBT SERVICE OUTSTANDING(1) $890,222 $835,774 $781,589
NET PAR AMOUNT OUTSTANDING(1) $585,575 $541,026 $497,343

(1) Net of reinsurance and other reimbursement arrangements not accounted for as reinsurance. 

18

42
5

35
1

29
4

24
4

95 96 97 98

74
0

59
3

52
8

44
9

44
4

99 00 01 02 03

82
2

04

PREMIUMS EARNED (RESTATED)
(dollars in millions)

33
2

30
2

26
5

23
3

95 96 97 98

43
8

43
3

41
3

39
4

35
9

99 00 01 02 03

47
4

04

NET INVESTMENT INCOME

(dollars in millions)

2.
57

2.
75

2.
41

2.
10

95 96 97 98

5.
63

3.
92

3.
80

3.
53

2.
09

99 00 01 02 03

5.
63

04

NET INCOME PER COMMON SHARE: 
DILUTED (RESTATED)

(dollars)

87091_MBIA_Financial.qxp  3/29/05  12:07 PM  Page 18



Restated Restated Restated Restated
2001 2000 1999 1998 1997 1996 1995

$ 865 $ 687 $ 625 $ 677 $ 654 $ 535 $ 406
528 449 444 425 351 294 244
413 394 359 332 302 265 233
187 179 326 212 141 117 100
791 717 530 601 547 463 397
39 32 26 32 13 14 1

(64) (65) (180) (131) (46) (36) (27)
761 683 363 482 518 443 371
568 525 315 386 406 348 290

3.83 3.55 2.11 2.60 2.79 2.45 2.14
3.80 3.53 2.09 2.57 2.75 2.41 2.10

13,674 11,489 10,054 9,374 8,140 7,304 6,384
—  —  —  —  —  —  —  

707 624 494 611 716 654 507
135 120 146 95 52 50 46

2,565 2,398 2,311 2,251 2,090 1,854 1,662
581 503 469 300 105 72 50

6,055 4,789 4,513 3,485 3,151 3,259 2,642
—  —  —  —  —  —  —  
—  —  —  —  —  —  —  

805 795 689 689 489 389 389
4,723 4,167 3,460 3,745 3,362 2,761 2,497
31.84 28.21 23.20 25.12 22.73 19.32 18.01
0.600 0.547 0.537 0.527 0.513 0.483 0.437

11.1% 11.8% 45.1% 24.7% 9.1% 6.9% 5.6%
24.4 28.1 28.2 25.3 31.0 32.9 35.2
35.5 39.9 73.3 50.0 40.1 39.8 40.8

$722,408 $680,878 $635,883 $595,895 $513,736 $434,417 $359,175
$452,409 $418,443 $384,459 $359,472 $303,803 $252,896 $201,326
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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This annual report of MBIA Inc. (MBIA or the Company) includes
statements that are not historical or current facts and are “forward-look-
ing statements” made pursuant to the safe harbor provisions of the Pri-
vate Securities Litigation Reform Act of 1995. The words “believe,”
“anticipate,” “project,” “plan,” “expect,” “intend,” “will likely result,”
“looking forward” or “will continue,” and similar expressions identify
forward-looking statements. These statements are subject to certain
risks and uncertainties that could cause actual results to differ materially
from historical earnings and those presently anticipated or projected.
MBIA cautions readers not to place undue reliance on any such for-
ward-looking statements, which speak only to their respective dates.
The following are some of the factors that could affect financial perfor-
mance or could cause actual results to differ materially from estimates
contained in or underlying the Company’s forward-looking statements: 
•  fluctuations in the economic, credit, interest rate or foreign currency

environment in the United States (U.S.) and abroad; 
•  level of activity within the national and international credit markets; 
•  competitive conditions and pricing levels; 
•  legislative or regulatory developments; 
•  technological developments; 
•  changes in tax laws; 
•  the effects of mergers, acquisitions and divestitures; and 
•  uncertainties that have not been identified at this time. 

The Company undertakes no obligation to publicly correct or
update any forward-looking statement if it later becomes aware that
such results are not likely to be achieved. 

OVERVIEW

MBIA Inc., through its subsidiaries, is a leading provider of financial
guarantee products and specialized financial services. MBIA provides
innovative and cost-effective products and services that meet the credit
enhancement, financial and investment needs of its public- and private-
sector clients worldwide. MBIA manages these activities through three
principal business operations: insurance, investment management services
and municipal services. The Company’s corporate operations include
revenues and expenses that arise from general corporate activities and
not from one of the Company’s three principal business operations. 

New business production within MBIA’s insurance operations in
2004 was among the highest in the Company’s history despite tight
credit spreads and increased competition, although significantly down
from 2003’s record level. Investment management services operations
results increased significantly from 2003, as the Company experienced
growth and favorable market conditions in some of its fixed-income
businesses. As part of MBIA’s focus on its fixed-income businesses, the
Company sold the assets of its wholly owned equity-oriented asset
management firm in May of 2004. 

Overall, the Company believes growth in income before taxes
and realized gains and losses on securities and derivatives will slow
down somewhat in the coming year given its expectation that market
conditions are likely to remain challenging in 2005. The Company
expects earned premium to continue to grow due to record levels of pre-
mium writings over the last several years. Refunding activity, however,
will likely decline if interest rates rise. MBIA believes it is well posi-
tioned to take advantage of continued opportunities both inside and
outside the U.S. in all of its businesses. 

RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS

The Company has restated its previously issued consolidated financial
statements for 1998 and subsequent years to correct the accounting
treatment for two reinsurance agreements entered into in 1998 with
Converium Reinsurance (North America) Inc., (formerly known as
Zurich Reinsurance (North America), Inc.) (Converium). The restate-
ment adjustments resulted in a cumulative net reduction in sharehold-
ers’ equity of $59.2 million, or 1%, as of December 31, 2001 and an
increase to previously reported net income of $22 thousand for the year
ended December 31, 2002. For the year ended December 31, 2003, the
restatement adjustments resulted in an increase to previously reported
net income of $2.3 million. 

In 1998, the Company incurred a $170 million loss related to
$265 million of MBIA-insured bonds issued by Allegheny Health,
Education and Research Foundation (AHERF). At that time, the Com-
pany entered into an excess of loss reinsurance agreement with Con-
verium, which reimbursed the Company $70 million. This $70 million
reimbursement was recorded as an offset to the $170 million AHERF
related loss. At the same time that MBIA arranged the excess of loss
reinsurance agreement, it entered into a separate quota share reinsur-
ance agreement with Converium that obligated the Company to cede
$102 million of premiums to Converium over a six-year period ending
October 1, 2004. 

In October 2004, the Company’s management recommended
that the Audit Committee of the Company’s Board of Directors under-
take an investigation of the reinsurance agreements related to AHERF,
including whether an oral agreement existed between the Company
and AXA Re Finance S.A. (ARF) that the Company would assume the
risk from ARF that MBIA ceded to Converium and Converium retro-
ceded to ARF. The Audit Committee retained outside counsel and initi-
ated an investigation in October 2004. The outside counsel’s
investigation has been substantially completed. While the investigation
has not conclusively determined whether an oral agreement in fact
existed, the Company has been advised, however, that it appears likely
that such an agreement or understanding was made in 1998. Based on
this information, the Company could no longer be certain that for
financial reporting purposes, insurance risk was transferred to Con-
verium with respect to the excess of loss and quota share reinsurance
agreements. Therefore, the Company has corrected its accounting for
these agreements by recording the $70 million received from Con-
verium under the excess of loss agreement as a deposit and recording
subsequent premium cessions to Converium under the quota share
agreement as a repayment of the deposit with imputed interest. 

The following table presents the effects of the restatement on the
Consolidated Statements of Income and Balance Sheets for each of the
years in the six-year period ended December 31, 2003. 

Management’s Discussion and Analysis of Financial Condition and Results of Operations MBIA Inc. & Subsidiaries
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Previously Reported 

In thousands except per share amounts 2003 2002 2001 2000 1999 1998 

CONSOLIDATED STATEMENT OF INCOME DATA:
Net premiums written $ 1,033,072 $ 753,405 $ 629,864 $ 498,092 $ 453,615 $ 520,986
Increase in deferred premiums revenue (300,075) (164,896) (105,994) (51,739) (10,819) (96,436)
Premiums earned 732,997 588,509 523,870 446,353 442,796 424,550
Insurance revenues 1,378,619 1,006,982 974,641 893,550 853,778 812,444
Loss and loss adjustment expenses 72,888 61,688 56,651 51,291 198,454 34,683
Operating expenses 108,130 87,401 80,498 83,066 80,082 70,330
Insurance income 1,139,694 810,224 795,059 723,217 538,542 672,818
Income from continuing operations 

before income taxes 1,145,296 779,739 765,116 689,173 371,684 553,857
Provision for income taxes 333,815 200,950 197,941 173,775 60,380 127,504
Income from continuing operations 811,481 578,789 567,175 515,398 311,304 426,353
Net income $ 813,585 $ 579,087 $ 570,091 $ 528,637 $ 320,530 $ 432,728

Diluted EPS:
Income from continuing operations $ 5.60 $ 3.92 $ 3.80 $ 3.47 $ 2.07 $ 2.84
Net income $ 5.61 $ 3.92 $ 3.82 $ 3.56 $ 2.13 $ 2.88

CONSOLIDATED BALANCE SHEET DATA:
Prepaid reinsurance premiums $ 535,728 $ 521,641 $ 507,079 $ 442,622 $ 403,210 $ 352,699
Total assets 30,393,219 18,894,334 16,257,005 13,894,338 12,263,899 11,826,202
Loss and loss adjustment expense reserves 684,995 615,508 575,709 499,279 467,279 299,752
Current income taxes 14,554 17,648 22,419 0 0 0
Deferred income taxes, net 552,740 471,534 272,665 252,463 32,805 343,896
Other liabilities 422,257 345,031 306,891 262,588 241,217 253,159
Total liabilities 24,134,204 13,400,983 11,474,367 9,670,925 8,750,798 8,033,985
Retained earnings 4,593,486 3,895,112 3,415,517 2,934,608 2,486,478 2,246,221
Shareholders’ equity $ 6,259,015 $ 5,493,351 $ 4,782,638 $ 4,223,413 $ 3,513,101 $ 3,792,217

Restated

In thousands except per share amounts 2003 2002 2001 2000 1999 1998 

CONSOLIDATED STATEMENT OF INCOME DATA:
Net premiums written $ 1,050,000 $ 770,333 $ 646,792 $ 515,020 $ 470,543 $ 525,218
Increase in deferred premiums revenue (310,129) (176,880) (119,091) (65,783) (26,455) (100,587)
Premiums earned 739,871 593,453 527,701 449,237 444,088 424,631
Insurance revenues 1,385,493 1,011,926 978,472 896,434 855,070 812,525
Loss and loss adjustment expenses 73,555 62,223 58,345 52,996 200,339 104,683
Operating expenses 110,751 91,776 86,411 90,329 88,530 72,609
Insurance income 1,143,280 810,258 791,283 717,133 529,501 600,620
Income from continuing operations 

before income taxes 1,148,882 779,773 761,340 683,089 362,643 481,659
Provision for income taxes 335,070 200,962 196,619 171,646 57,216 102,235
Income from continuing operations 813,812 578,811 564,721 511,443 305,427 379,424
Net income $ 815,916 $ 579,109 $ 567,637 $ 524,682 $ 314,653 $ 385,799

Diluted EPS:
Income from continuing operations $ 5.61 $ 3.92 $ 3.78 $ 3.44 $ 2.03 $ 2.53
Net income $ 5.63 $ 3.92 $ 3.80 $ 3.53 $ 2.09 $ 2.57

CONSOLIDATED BALANCE SHEET DATA:
Prepaid reinsurance premiums $ 466,762 $ 462,729 $ 460,151 $ 408,791 $ 383,423 $ 348,548
Total assets 30,324,253 18,835,422 16,210,077 13,864,940 12,247,017 11,822,674
Loss and loss adjustment expense reserves 691,481 621,327 580,993 502,869 469,164 299,752
Current income taxes 9,627 12,024 17,022 0 0 0
Deferred income taxes, net 527,050 445,286 246,178 226,334 7,277 319,250
Other liabilities 434,307 371,712 345,778 312,490 300,784 321,206
Total liabilities 24,122,100 13,401,264 11,486,654 9,698,288 8,786,722 8,077,386
Retained earnings 4,536,624 3,835,919 3,356,302 2,877,847 2,433,672 2,199,292
Shareholders’ equity $ 6,202,153 $ 5,434,158 $ 4,723,423 $ 4,166,652 $ 3,460,295 $ 3,745,288
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The following information presented in Management’s Discus-
sion and Analysis of Financial Condition and Results of Operations
gives effect to the restatement. See “Note 2: Restatement of Consoli-
dated Financial Statements” in the Notes to Consolidated Financial
Statements for additional information. 

CRITICAL ACCOUNTING ESTIMATES

The Company prepares its financial statements in accordance with
accounting principles generally accepted in the United States of Amer-
ica (GAAP). The following accounting estimates are viewed by manage-
ment to be critical because they require significant judgment on the
part of management. Financial results could be materially different if
alternate methodologies were used or if management modified its
assumptions. 

LOSSES AND LOSS ADJUSTMENT EXPENSES The financial guar-
antees issued by MBIA insure scheduled payments of principal and
interest due on various types of financial obligations against a payment
default on such payments by the issuers of the obligations. Loss and
LAE reserves are established by the Company’s Loss Reserve Commit-
tee, which is comprised of members of senior management, and require
the use of judgment and estimates with respect to the occurrence and
amount of a loss on an insured obligation. 

The Company establishes two types of loss and loss adjustment
expense (LAE) reserves for non-derivative financial guarantees; an unal-
located loss reserve and case basis reserves. The unallocated loss reserve
is established with respect to the Company’s entire insured portfolio.
The Company’s unallocated loss reserve represents the Company’s esti-
mate of losses that have or are probable to occur as a result of credit
deterioration in the Company’s insured portfolio but which have not yet
been specifically identified and applied to specific insured obligations. 

Each quarter, the Company calculates its provision for the unal-
located loss reserve as 12% of scheduled net earned premium. Annually,
the Loss Reserve Committee evaluates the appropriateness of the 12%
loss factor. In performing this evaluation, the Loss Reserve Committee
considers the composition of the Company’s insured portfolio by
municipal sector, structured asset class, remaining maturity and credit
quality, along with the latest industry data, including historical default
and recovery experience for the relevant sectors of the fixed-income
market in order to determine if a trend is developing that indicates the
12% loss factor should be increased or decreased. The Loss Reserve
Committee reviews the results of its annual evaluation for a three- or
four-year period to determine whether any long-term trends are devel-
oping. As of December 31, 2004, the Company does not believe any
trend is developing that would cause a change to the 12% loss factor.
However, if a catastrophic or very unusual loss occurred, the Loss
Reserve Committee would consider taking an immediate charge
through “Losses and loss adjustment expenses” and possibly also
increasing the loss factor in order to maintain an adequate level of loss
reserves. During the years ended December 31, 2004, 2003 and 2002,
the Company calculated its provision for the unallocated loss reserve as
12% of scheduled net earned premium. 

Significant changes to any variables on which the 12% loss fac-
tor is based, over an extended period of time, would likely result in an
increase or decrease in the Company’s loss factor with a corresponding
increase or decrease in the amount of the Company’s loss and loss
adjustment expense provision. For example, as external and internal sta-
tistical data are applied to the various sectors of the Company’s insured
portfolio, a shift in business written toward sectors with high default

rates would likely increase the loss factor, while a shift toward sectors
with low default rates would likely decrease the loss factor. Additionally,
increases in statistical default rates relative to the Company’s insured
portfolio and in the Company’s actual loss experience or decreases in
statistical recovery rates and in the Company’s actual recovery experi-
ence would likely increase the Company’s loss factor. Conversely,
decreases in statistical default rates relative to the Company’s insured
portfolio and in the Company’s actual loss experience or increases in
statistical recovery rates and in the Company’s actual recovery experi-
ence would likely decrease the Company’s loss factor. During the years
ended December 31, 2004, 2003 and 2002, the Company calculated
its provision for the unallocated loss reserve of $82 million, $74 million
and $62 million, respectively, as 12% of scheduled net earned pre-
mium. This provision represents loss and loss adjustment expenses as
reported on the Company’s income statement. 

The Company establishes specific reserves in an amount equal to
the Company’s estimate of identified or case basis reserves with respect
to specific policies. A number of variables are taken into account in
establishing specific case basis reserves for individual policies that
depend primarily on the nature of the underlying insured obligation.
These variables include the nature and creditworthiness of the underly-
ing issuer of the insured obligation, whether the obligation is secured or
unsecured and the expected recovery rates on the insured obligation,
the projected cash flow or market value of any assets that support the
insured obligation and the historical and projected loss rates on such
assets. Factors that may affect the actual ultimate realized losses for any
policy include the state of the economy, changes in interest rates, rates
of inflation and the salvage values of specific collateral. The Company
does not believe that changes to these factors would materially change
the amount of the Company’s case basis loss reserves, with the excep-
tion of significant changes in salvage values of specific collateral. How-
ever, the Company does not believe that significant changes in salvage
values of specific collateral are reasonably likely to occur. 

The Company’s total loss reserves of $727 million represent a
small fraction of its outstanding net debt service insured of $890 bil-
lion. However, management believes that these reserves are adequate to
cover ultimate net losses. Given that the reserves are based on estimates,
there can be no assurance that the ultimate liability will not exceed such
estimates resulting in the Company recognizing additional loss and loss
adjustment expense in earnings. While the underlying principles
applied to loss reserving are consistent across the financial guarantee
industry, differences exist with regard to the methodology and measure-
ment of loss reserves. Alternate methods may produce different esti-
mates than the method used by the Company. Additionally, the
accounting for non-derivative financial guarantee loss reserves is possi-
bly subject to change. See “Note 3: Significant Accounting Policies” in
the Notes to Consolidated Financial Statements for a description of the
Company’s loss and loss adjustment expense accounting policy. 

PREMIUM REVENUE RECOGNITION Upfront premiums are
earned in proportion to the expiration of the related risk while install-
ment premiums are earned over each installment period, generally one
year or less. Therefore, for transactions in which the premium is
received upfront, premium earnings are greater in the earlier periods
when there is a higher amount of exposure outstanding. The upfront
premiums are apportioned to individual sinking fund payments of a
bond issue according to an amortization schedule. After the premiums
are allocated to each scheduled sinking fund payment, they are earned

Management’s Discussion and Analysis of Financial Condition and Results of Operations MBIA Inc. & Subsidiaries
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on a straight-line basis over the period of that sinking fund payment.
Accordingly, deferred premium revenue represents the portion of pre-
miums written that is applicable to the unexpired risk of insured bonds
and notes. When an MBIA-insured issue is retired early, is called by the
issuer, or is in substance paid in advance through a refunding accom-
plished by placing U.S. Government securities in escrow, the remaining
deferred premium revenue is earned at that time since there is no longer
risk to the Company. 

The effect of the Company’s upfront premium earnings policy is
to recognize greater levels of upfront premiums in the earlier years of
each policy insured, thus matching revenue recognition with exposure
to the underlying risk. Recognizing premium revenue on a straight-line
basis over the life of each policy without allocating premiums to the
sinking fund payments would materially affect the Company’s financial
results. Premium earnings would be more evenly recorded as revenue
throughout the period of risk than under the current method, but the
Company does not believe that the straight-line method would appro-
priately match premiums earned to the Company’s exposure to the
underlying risk. Therefore, the Company believes its upfront premium
earnings methodology is the most appropriate method to recognize its
upfront premiums as revenue. The premium earnings methodology
used by the Company is similar to that used throughout the industry. 

VALUATION OF FINANCIAL INSTRUMENTS The fair market val-
ues of financial instruments held or issued by the Company are deter-
mined through the use of available market data and widely accepted
valuation methods. Market data is retrieved from a variety of third-
party data sources for input into the Company’s valuation systems. Val-
uation systems are determined based on the characteristics of
transactions and the availability of market data. The fair values of finan-
cial assets and liabilities are primarily calculated from quoted dealer
market prices. However, dealer market prices may not be available for
certain types of contracts that are infrequently purchased and sold. For
these contracts, the Company may use alternate methods for determin-
ing fair values, such as dealer market quotes for similar contracts or cash
flow modeling. Alternate valuation methods generally require manage-
ment to exercise considerable judgment in the use of estimates and
assumptions, and changes to certain factors may produce materially dif-
ferent values. In addition, actual market exchanges may occur at mate-
rially different amounts. 

The Company’s financial instruments categorized as assets are
mainly comprised of investments in debt and equity instruments. The
majority of the Company’s debt and equity investments are accounted
for in accordance with SFAS 115, “Accounting for Certain Investments
in Debt and Equity Securities.” SFAS 115 requires that all debt instru-
ments and certain equity instruments be classified in the Company’s
balance sheet according to their purpose and, depending on that classi-
fication, be carried at either amortized cost or fair market value. Quoted
market prices are generally available for these investments. However, if
a quoted market price is not available, a price is derived from internally
developed models which use available market data. Equity investments
outside the scope of SFAS 115 are accounted for under cost or equity
method accounting principles. Other financial assets that require fair
value reporting or disclosures within the Company’s financial notes are
valued based on underlying collateral or the Company’s estimate of dis-
counted cash flows. 

MBIA regularly monitors its investments in which fair value is
less than amortized cost in order to assess whether such a decline in
value is other than temporary and, therefore, should be reflected as a

realized loss in net income. Such an assessment requires the Company
to determine the cause of the decline and whether the Company pos-
sesses both the ability and intent to hold the investment to maturity or
until the value recovers to an amount at least equal to amortized cost.
As of December 31, 2004, MBIA determined that unrealized losses on
its investments were temporary in nature because there was no material
indication of credit deterioration and the Company has the ability and
intent to hold the investments to maturity or until the fair value
increases to an amount equal to amortized cost. This assessment
requires management to exercise judgment as to whether an investment
is impaired based on market conditions and trends and the availability
of relevant data. 

The Company’s financial instruments categorized as liabilities
primarily consist of obligations related to its investment agreement,
asset/liability product, conduit medium-term note and conduit com-
mercial paper programs and debt issued for general corporate purposes.
The fair values of such instruments are generally not reported within
the Company’s financial statements, but rather in the accompanying
notes. However, financial liabilities that qualify as part of hedging
arrangements under SFAS 133, “Accounting for Derivative Instruments
and Hedging Activities,” as amended, are recorded at their fair values in
the Company’s balance sheet. MBIA has instituted cash flow modeling
techniques to estimate the value of its liabilities that qualify as hedged
obligations under SFAS 133 based on current market data. Other
financial liabilities that require fair value reporting or disclosures within
the Company’s notes to its financial statements are valued based on
underlying collateral, the Company’s estimate of discounted cash flows
or quoted market values for similar transactions. 

The Company’s exposure to derivative instruments is created
through contracts into which it directly enters and through third-party
contracts it insures. The majority of MBIA’s exposure to derivative
instruments is related to certain synthetic collateralized debt obligations
(CDOs) that it insures. These contracts meet the definition of a deriva-
tive under SFAS 133 but effectively represent an alternate form of
financial guarantee execution. The fair values of the Company’s deriva-
tive instruments are estimated using various valuation models that con-
form to industry standards. The Company utilizes both
vendor-developed and proprietary models, based on the complexity of
transactions. Dealer market quotes are typically obtained for regularly
traded contracts and provide the best estimate of fair value for those
contracts. However, when reliable dealer market quotes are not available,
the Company uses a variety of market data relative to the type and
structure of derivative contracts entered into by the Company. Several
of the more significant types of market and contract data that influence
the Company’s valuation models include interest rates, credit quality
ratings, credit spreads, default probabilities and diversity scores. The
data is obtained from third-party sources and is reviewed for reasonable-
ness and applicability to the Company’s derivative portfolio. The fair
value of the Company’s derivative portfolio may be materially affected
by changes in existing market data, the availability of new or improved
market data, changes in specific contract data or enhancements to the
Company’s valuation models resulting from new market practices. 

MBIA expects to hold all derivative instruments to their 
contractual maturity. Upon maturity of a contract, the unrealized 
value recorded in the Company’s financial statements will be zero.
However, in the unlikely event circumstances require the termination
and settlement of a contract prior to maturity, any unrealized gain or
loss will be realized. 
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The Company has dedicated resources to the development and
ongoing review of its valuation models and has instituted procedures
for the approval and control of data inputs. In addition, regular reviews
are performed to ensure that the Company’s valuation models are
appropriate and produce values reflective of the current market envi-
ronment. See “Note 27: Fair Value of Financial Instruments” in the
Notes to Consolidated Financial Statements for additional information
on the various types of instruments entered into by MBIA and a com-
parison of carrying values as reported in the Company’s balance sheet to
estimated fair values. 

GOODWILL Effective January 1, 2002, the Company adopted
SFAS 142, “Goodwill and Other Intangible Assets.” SFAS 142, which
supersedes Accounting Principles Board Opinion No. (APB) 17,
“Intangible Assets,” requires that goodwill and intangible assets with
indefinite lives are no longer amortized but instead tested for impair-
ment at least annually. The standard includes a two-step process aimed
at determining the amount, if any, by which the carrying value of a
reporting unit exceeds its fair value. Other intangible assets with deter-
minable lives are amortized over their useful lives. 

The Company completed its transitional impairment testing on
its existing goodwill as of January 1, 2002 in accordance with SFAS
142. As of January 1, 2002, goodwill in the insurance reporting seg-
ment totaled $76.9 million. SFAS 142 requires a two-step approach in
determining any impairment of goodwill. Step one entails evaluating
whether the fair value of a reporting segment exceeds its carrying value.
In performing this evaluation, the Company determined that the best
measure of the fair value of the insurance reporting segment is its book
value adjusted for the after-tax effects of net deferred premium revenue
less deferred acquisition costs, and the present value of installment pre-
miums to arrive at an adjusted book value. Adjusted book value is a
common measure used by analysts to determine the value of financial
guarantee companies. As of January 1, 2002, the insurance reporting
segment’s adjusted book value significantly exceeded its carrying value,
and thus management concluded that there was no impairment of its
existing goodwill. 

Total goodwill for the segments within the investment manage-
ment services operations was $13.1 million as of January 1, 2002. In
performing step one of the impairment testing, the fair values of the
reporting segments were determined using a multiple of earnings before
income tax, depreciation and amortization (EBITDA), as this is a com-
mon measure of fair value in the investment management industry. The
multiple was determined based on a review of current industry valua-
tion practices. As of January 1, 2002, the fair values of the investment
management services’ reporting segments exceeded their carrying values
indicating that goodwill was not impaired. 

The municipal services segment had goodwill of $7.7 million as
of January 1, 2002. The fair value of the reporting segment was based
on net assets. In comparing fair value to carrying value, it was deter-
mined that goodwill was potentially impaired. In performing step two
of the impairment testing, the implied fair value of goodwill was calcu-
lated by subtracting the fair value of the net assets from the fair value of
the reporting segment. In comparing the implied fair value of goodwill
to the carrying amount of goodwill, it was determined that the entire
amount was impaired and was therefore written off as of January 1,
2002 and reported as a cumulative effect of accounting change. The per
share effect of the cumulative effect of accounting change was a reduc-
tion in 2002’s net income per share of five cents. 

The Company performed its annual impairment testing of
goodwill as of January 1, 2004 and January 1, 2005. The fair values of

the insurance reporting segment and the investment management 
services’ segments were determined using the same valuation methods
applied during the transition testing. On both dates, the fair values of
the reporting segments exceeded their carrying values indicating that
goodwill was not impaired. As a result of the sale of the assets of 1838,
goodwill within the investment management services operations
declined by $10.6 million during 2004. As a discontinued operation,
1838’s goodwill was recorded in “Other assets” on the Company’s 
balance sheet as of December 31, 2003. Currently, $2.5 million of
goodwill remains in investment management services operations. 

RESULTS OF OPERATIONS

SUMMARY OF CONSOLIDATED RESULTS

The following table presents highlights of the Company’s consolidated
financial results for 2004, 2003 and 2002. Items listed under “Other
per share information (effect on net income)” are items that manage-
ment commonly identifies for the readers of its financial statements
because they are the result of changes in accounting standards, a by-
product of the Company’s operations or due to general market condi-
tions beyond the control of the Company. 

Restated Restated
In millions except per share amounts 2004 2003 2002

Revenues:
Insurance $1,423 $1,385 $1,012
Investment management services 542 421 385
Municipal services 27 27 24
Corporate 9 24 12

Gross revenues from 
continuing operations 2,001 1,857 1,433

Expenses:
Insurance 263 242 202
Investment management services 491 357 351
Municipal services 26 26 24
Corporate 91 83 76

Gross expenses from 
continuing operations 871 708 653

Provision for income taxes 318 335 201

Income from continuing operations, 
net of tax 812 814 579
Income from discontinued 

operations, net of tax 3 2 8
Cumulative effect of accounting 

change for goodwill — — (8)

Net income $ 815 $ 816 $ 579

Net income per share information:*
Net income $ 5.63 $ 5.63 $ 3.92
Other per share information 

(effect on net income):
Accelerated premium earned 

from refunded issues $ 0.58 $ 0.52 $ 0.30
Net realized gains $ 0.33 $ 0.36 $ 0.07
Net gains (losses) on derivative 

instruments and foreign 
exchange $ 0.01 $ 0.45 $ (0.36)

Income from discontinued 
operations $ 0.02 $ 0.01 $ 0.05

Cumulative effect of accounting 
change for goodwill $ — $ — $ (0.05)

* All per share calculations are diluted. 
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Consolidated revenues for 2004 were $2.0 billion compared
with $1.9 billion in 2003, an 8% increase. The growth in consolidated
revenues was primarily due to increases in insurance premium earnings
and investment income, investment management services medium-
term note program revenues and the full-year impact of the consolida-
tion of conduit revenues. Consolidated expenses for 2004 were $871
million compared with $708 million in 2003, a 23% increase. This
increase was primarily due to an increase in investment management
services medium-term note program interest and operating expenses
and the full-year impact of the consolidation of conduit expenses. Net
income for 2004 of $815 million was down slightly from $816 million
in 2003. Net income per share was flat compared with the prior year. 

Consolidated revenues for 2003 were $1.9 billion compared
with $1.4 billion in 2002. This increase was driven by solid growth in
insurance premium earnings and investment income, investment man-
agement services medium-term note program revenues, and net gains
on derivative instruments and foreign exchange. Consolidated expenses
for 2003 were $708 million compared with $653 million in 2002, an
8% increase. The 2003 increase in consolidated expenses was due to an
increase in insurance operations expenses and, to a lesser extent, an
increase in investment management services operating expenses and
corporate interest expense from additional debt issued in the third
quarter of 2002. Net income for 2003 increased 41% while net income
per share increased 44%. The difference between the growth in net
income and the growth in net income per share was principally the
result of common stock repurchases by the Company. 

The Company’s book value at December 31, 2004 was $47.20
per share, up 9% from $43.11 at December 31, 2003. The increase was
principally driven by income from operations, which was somewhat
offset by the effect of repurchasing shares into treasury stock at prices
above the Company’s book value per share. Book value per share has
shown steady growth over the past three years with a three-year com-
pound average growth rate of 8%.

INSURANCE OPERATIONS

The Company’s insurance operations are principally comprised of the
activities of MBIA Insurance Corporation and its subsidiaries (MBIA
Corp.) MBIA Corp. issues financial guarantees for municipal bonds,
asset-backed and mortgage-backed securities, investor-owned utility
bonds, bonds backed by publicly or privately funded public purpose
projects, bonds issued by sovereign and sub-sovereign entities, obliga-
tions collateralized by diverse pools of corporate loans and credit
default swaps and pools of corporate and asset-backed bonds, both in
the new issue and secondary markets. 

The municipal obligations that MBIA Corp. insures include 
tax-exempt and taxable indebtedness of states, counties, cities, utility
districts and other political subdivisions, as well as airports, higher edu-
cation and healthcare facilities and similar authorities and obligations
issued by private entities that finance projects that serve a substantial
public purpose. The asset-backed and structured finance obligations
insured by MBIA Corp. typically consist of securities that are payable
from or which are tied to the performance of a specified pool of assets
that, in most cases, have a defined cash flow. Securities of this type
include residential and commercial mortgages, a variety of consumer
loans, corporate loans and bonds, trade and export receivables, aircraft,
equipment and real property leases, and infrastructure projects. 

Revenues from insurance operations were $1.42 billion in 2004
and $1.39 billion in 2003, reflecting a 3% increase. The growth in
insurance operations revenues was due to increases of 11% in earned
premiums, 8% in net investment income and 61% in net realized gains
offset by decreases of 30% in advisory fee income and 93% in net gains
on derivative instruments. Insurance expenses, which consist of loss and
loss adjustment expenses, amortization of deferred acquisition costs and
operating expenses, increased 8% in 2004 compared with 2003. Loss
and loss adjustment expenses and the amortization of deferred acquisi-
tion costs both increased 11%, in line with the increase in earned pre-
miums. Operating expenses increased 5%, principally due to higher
compensation costs, premiums related to the renewal of directors’ and
officers’ liability insurance and loss prevention costs. Gross insurance
expenses (expenses before the deferral or amortization of acquisition
costs) for 2004 increased 1% compared with 2003. 

In 2003, insurance operations revenues of $1.39 billion
increased 37% compared with 2002. The large growth in revenues was
principally due to net gains on derivative instruments, as well as
increases of 25% in premiums earned and 18% in advisory fee income.
Insurance operations expenses increased 20% in 2003, which is in line
with the increase in insurance revenues for the same period. However,
operating expenses increased as a result of a change in expense alloca-
tion methodology between business operations, expenses related to the
formation of Toll Road Funding, Plc. (TRF), and a one-time cost to
replace split-dollar life insurance policies terminated by the Company. 

The Company’s gross premiums written (GPW), net premiums
written (NPW) and net premiums earned for the last three years are
presented in the following table: 

Percent Change

2004 2003 
Restated Restated vs. vs.

In millions 2004 2003 2002 2003 2002 

Gross premiums written:
U.S. $ 737 $ 862 $728 (15)% 18%
Non-U.S. 380 407 224 (7)% 82%

Total $1,117 $1,269 $952 (12)% 33%

Net premiums written:
U.S. $ 702 $ 751 $626 (7)% 20%
Non-U.S. 268 299 144 (10)% 108%

Total $ 970 $1,050 $770 (8)% 36%

Net premiums earned:
U.S. $ 619 $ 593 $494 4% 20%
Non-U.S. 203 147 99 38% 48%

Total $ 822 $ 740 $593 11% 25%

GPW reflects premiums received and accrued for the period and
does not include the present value of future cash receipts expected from
installment premium policies originated during the year. GPW was
$1.1 billion in 2004, down 12% from 2003, reflecting a 15% decrease
in U.S. business and a 7% decrease in non-U.S. business. Upfront and
installment GPW decreased 21% and 2%, respectively. 

NPW, which represents gross premiums written net of premiums
ceded to reinsurers, decreased 8% to $970 million from $1.1 billion in
2003. The smaller decrease in NPW relative to GPW reflects a decline
in premiums ceded to reinsurers, including the effects of reassuming
previously ceded business to reinsurers. Business reassumed from reinsur-
ers is discussed in the “Reinsurance” section included herein. Premiums
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ceded to reinsurers from all insurance operations were $147 million,
$219 million and $182 million for 2004, 2003 and 2002, respectively.
Reinsurance enables the Company to cede exposure and comply with
its single risk and credit guidelines, although the Company continues
to be primarily liable on the insurance policies it underwrites. 

Net premiums earned include scheduled premium earnings as
well as premium earnings from refunded issues. Net premiums earned
in 2004 of $822 million increased 11% over 2003 due to an 11%
increase in scheduled premiums earned and a 10% increase in refunded
premiums earned. The increase in scheduled premiums earned was a
result of strong growth in new business written in past years, as well as a
decline in the use of reinsurance. The increase in refunded premiums
earned resulted from high levels of refinancing activity due to the sus-
tained low interest rate environment. 

In 2003, GPW grew 33% compared with 2002, reflecting strong
growth in both U.S. and non-U.S. business. NPW grew 36% com-
pared with 2002, resulting from the growth in GPW and slightly lower
cession rates in 2003. The growth in net premiums earned in 2003
compared with 2002 reflects the increase in new business written dur-
ing the last two years, increased refundings and a lower reinsurance rate. 

MBIA evaluates the premium rates it receives for insurance guar-
antees through the use of internal and external rating agency quantita-
tive models. These models assess the Company’s premium rates and
return on capital results on a risk adjusted basis. In addition, market
research data is used to evaluate pricing levels across the financial guar-
antee industry for comparable risks. Although pricing has not been as
robust in 2004, the Company, along with the industry, experienced 
significant price increases over the period from 1998 through 2003.
The Company’s pricing levels indicate continued acceptable trends in
overall portfolio profitability under all models, and the Company
believes the pricing charged for its insurance products produces results
that meet its long-term return on capital targets. 

When an MBIA-insured obligation is refunded or retired early,
the related remaining deferred premium revenue is earned at that time.
The level of bond refundings and calls is influenced by a variety of fac-
tors such as prevailing interest rates, the coupon rates of the bond issue,
the issuer’s desire or ability to modify bond covenants and applicable
regulations under the Internal Revenue Code. 

CREDIT QUALITY Financial guarantee companies use a variety
of approaches to assess the underlying credit risk profile of their insured
portfolios. MBIA uses both an internally developed credit rating system
as well as third-party rating sources in the analysis of credit quality mea-
sures of its insured portfolio. In evaluating credit risk, the Company
obtains, when available, the underlying rating of the insured obligation
before the benefit of its insurance policy from nationally recognized rat-
ing agencies (Moody’s Investors Service (Moody’s), Standard and Poor’s
(S&P) and Fitch Ratings). All references to insured credit quality distri-
butions contained herein reflect the underlying rating levels from these
third-party sources. Other companies within the financial guarantee
industry may report credit quality information based upon internal rat-
ings that would not be comparable to MBIA’s presentation. 

The credit quality of business insured during 2004 remained rel-
atively high as 76% of total insured credits were rated A or above,
before giving effect to MBIA’s guarantee, compared to 81% in 2003
and 2002. At December 31, 2004, 80% of the Company’s outstanding
book of business was rated A or above before giving effect to MBIA’s
guarantee, up from 78% at December 31, 2003. 

GLOBAL PUBLIC FINANCE MARKET MBIA’s premium writings
and premium earnings in both the new issue and secondary global pub-
lic finance markets are shown in the following table: 

Percent Change 

2004 2003 
Global Public Finance Restated Restated vs. vs.
In millions 2004 2003 2002 2003 2002 

Gross premiums written:
U.S. $458 $570 $435 (20)% 31%
Non-U.S. 208 263 91 (21)% 189%

Total $666 $833 $526 (20)% 58%

Net premiums written: 
U.S. $465 $528 $401 (12)% 32%
Non-U.S. 143 210 68 (32)% 209%

Total $608 $738 $469 (18)% 57%

Net premiums earned: 
U.S. $392 $362 $288 8% 26%
Non-U.S. 90 60 27 50% 122%

Total $482 $422 $315 14% 34%

Global public finance GPW and NPW in 2004 decreased 20%
and 18%, respectively, over 2003. The decrease in GPW was primarily
due to a significant decline in first quarter U.S. production and third
quarter U.S. and non-U.S. production, which resulted from lower mar-
ket issuance, increased competition and lower overall pricing. However,
the Company did experience solid growth in both the Latin American
and Australian markets. In 2004, the cession rate on total global public
finance business written was 9%, which declined from an 11% cession
rate in 2003. The cession rate on U.S. business declined significantly as
a result of a reassumption from a reinsurer executed in the fourth quar-
ter of 2004, somewhat offset by an increase in the non-U.S. cession rate
related to Latin American exposure. In 2004, global public finance net
premiums earned increased 14% to $482 million from $422 million in
2003. This growth reflects earnings generated from increased levels of
U.S. and non-U.S. business written over the last several years, a 10%
increase in refunded premiums earned and a declining cession rate. 

In 2003, global public finance GPW and NPW increased 58%
and 57%, respectively, over 2002. This increase was due primarily to
new upfront business written in the U.S. and outside the U.S. A lower
cession rate on non-U.S. deals in 2003 compared with 2002 caused the
slightly larger increase in NPW versus GPW. Global public finance net
premiums earned increased 34% over 2002. This growth reflects earn-
ings generated from increased levels of U.S. and non-U.S. business
written over the last several years and a 69% increase in refunded pre-
miums earned. 

The credit quality of global public finance business written by
the Company in 2004 remained high. Insured credits rated A or above
before the Company’s guarantee represented 87% of global public
finance business written in 2004, compared with 88% in 2003 and
2002. At December 31, 2004, 82% of the outstanding global public
finance book of business was rated A or above before the Company’s
guarantee, up from 81% at December 31, 2003. 

Management’s Discussion and Analysis of Financial Condition and Results of Operations
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GLOBAL STRUCTURED FINANCE MARKET MBIA’s premium
writings and premium earnings in both the new issue and secondary
global structured finance markets are shown in the following table: 

Percent Change 

2004 2003 
Global Structured Finance Restated Restated vs. vs.
In millions 2004 2003 2002 2003 2002 

Gross premiums written: 
U.S. $279 $292 $293 (4)% 0%
Non-U.S. 172 144 133 19% 8%

Total $451 $436 $426 3% 2%

Net premiums written: 
U.S. $237 $223 $225 6% (1)%
Non-U.S. 125 89 76 40% 17%

Total $362 $312 $301 16% 4%

Net premiums earned: 
U.S. $227 $231 $206 (2)% 12%
Non-U.S. 113 87 72 30% 21%

Total $340 $318 $278 7% 14%

Global structured finance GPW increased 3% in 2004, to $451
million from $436 million in 2003, resulting from an increase in non-
U.S. business written. The global structured finance sector continues to
be adversely impacted by tight spreads and greater investor demand for
uninsured transactions. NPW for 2004 increased 16% due to the
increase in GPW and lower cession rates on both U.S. and non-U.S.
business written. The 2004 cession rate on total global structured
finance business written was 20%, which declined from a 28% cession
rate in 2003. In 2004, global structured finance net premiums earned
of $340 million increased 7% over 2003. This increase was driven by
higher levels of new non-U.S. business written over the last two years
and a declining cession rate. 

Global structured finance GPW increased 2% in 2003, to $436
million from $426 million in 2002, resulting from an increase in non-
U.S. business. NPW for 2003 increased 4% due to the increase in non-
U.S. business activity coupled with a lower cession rate on that
business. Premiums written in 2003 were adversely impacted by gener-
ally unattractive market pricing and credit terms in the mortgage and
consumer asset-backed sectors. In 2003, global structured finance net
earned premiums of $318 million increased 14% over 2002. 

The credit quality of MBIA’s global structured finance insured
business written rated A or above, before giving effect to the Company’s
guarantee, was 64% in 2004, down from 71% in 2003 and 77% in
2002. At December 31, 2004, 77% of the outstanding global struc-
tured finance book of business was rated A or above before giving effect
to the Company’s guarantee, up from 74% at December 31, 2003. 

INVESTMENT INCOME The Company’s insurance-related net
investment income and ending asset balances at amortized cost for the
last three years are presented in the following table: 

Percent Change 

2004 2003 
vs. vs.

In millions 2004 2003 2002 2003 2002 

Pre-tax income $ 474 $ 438 $ 433 8% 1%
After-tax income $ 376 $ 348 $ 353 8% (2)%
Ending asset balances at 

amortized cost $9,201 $9,034 $8,226 2% 10%

The Company’s insurance-related net investment income,
excluding net realized gains, increased 8% to $474 million in 2004, up
from $438 million in 2003. After-tax net investment income also
increased 8% compared with 2003 as the proportion of taxable invest-
ments remained stable. The increase in investment income for 2004 was
principally the result of an increase in invested assets due to premium
collections and reinvested interest. Since the fourth quarter of 2003, a
portion of MBIA-administered conduit investment income has been
reported as insurance-related net investment income. Excluding invest-
ment income related to MBIA-administered conduits, after-tax insur-
ance-related investment income would have increased 6% from 2003. 

In 2003, insurance-related pre-tax net investment income of
$438 million increased 1% over 2002. The modest growth in 2003 was
due to the low-yield environment, despite an 11% growth in the aver-
age invested asset base at amortized cost. After-tax insurance-related net
investment income decreased 2% in 2003 as the Company increased 
its concentration of taxable investments. Excluding investment income
related to the Conduits, after-tax insurance-related investment income
would have decreased 3% from 2002. 

The duration of the investment portfolio at December 31, 2004
and December 31, 2003 was 5.3 years and at December 31, 2002 was
6.9 years. The reduction in 2003 was a result of the Company’s decision
to shorten the duration of the investment portfolio to approximately 
5 years in order to preserve economic capital embedded in the invest-
ment portfolio as a result of the low interest rate environment. The
effect of shortening the investment portfolio duration, which largely
occurred in 2003, was an increase in realized gains and a reduction in
net investment income. 

ADVISORY FEES The Company collects advisory fees in con-
nection with certain transactions. Depending upon the type of fee
received and whether it is related to an insurance policy, the fee is either
earned when it is due or deferred and earned over the life of the related
transaction. Work, waiver and consent, termination, administrative and
management fees are earned when the related services are completed.
Structuring fees are earned on a straight-line basis over the life of the
related insurance policy and commitment fees are earned on a straight-
line basis over the commitment period. 

In 2004, advisory fee revenues decreased 30% to $41.5 million,
from $59.7 million in 2003. This decrease was primarily due to a
decline in work fees, resulting from fewer large and complex transac-
tions, and waiver and consent and structuring fees. In 2003, advisory
fee revenues increased 18% to $59.7 million, from $50.7 million in
2002. This increase was driven by higher work fees related to complex
transactions and waiver and consent fees related to the surveillance and
remedial activities of the Company’s Insured Portfolio Management
Department (IPM), partially offset by lower administrative fees. Fees
that are earned when due totaled 63% and 75% of 2004 and 2003
advisory fee income, respectively. Due to the transaction-specific nature
inherent in such fees, advisory fee income can vary significantly from
period to period. 

NET GAINS AND LOSSES Net realized gains from investment
securities in the insurance operations were $78 million, $48 million
and $9 million in 2004, 2003 and 2002, respectively. The increase in
2004 was largely due to a $77 million realized gain resulting from the
sale of a common stock investment MBIA Corp. purchased in 2002
and $10 million that was received in October 2004 upon the conclu-
sion of a transaction that was accounted for as a deposit. The increase
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was partially offset by an $11 million realized loss resulting from an
other-than-temporary impairment of a fixed-maturity security. In
2003, net realized gains increased $39 million compared with 2002,
largely resulting from the sale of long-term assets to reduce the duration
of the insurance operations investment portfolio. 

Net gains (losses) on derivative instruments and foreign
exchange from insurance operations, which primarily represent changes
in the market value of the Company’s insured credit derivative portfo-
lio, were net gains of $7 million and $100 million in 2004 and 2003,
compared with a net loss of $74 million in 2002. The 2004 net gain
was primarily due to an increase in the value of the Company’s insured
credit derivatives portfolio, reflecting a tightening credit spread envi-
ronment. In past years, gains or losses on derivatives have been largely
due to movements in credit spreads affecting the insurance operations
insured portfolio of synthetic CDOs. Insurance operations represent
the majority of the derivatives when measured by notional values.
However, credit spreads did not move significantly in 2004 relative to
2003 or 2002. 

LOSSES AND LOSS ADJUSTMENT EXPENSES (LAE) The follow-
ing table shows the case-specific, reinsurance recoverable and unallo-
cated components of the Company’s total loss and LAE reserves at the
end of the last three years, as well as its loss provision and loss ratio for
the last three years. 

Percent Change 

2004 2003 
Restated Restated vs. vs.

In millions 2004 2003 2002 2003 2002 

Case-specific:
Gross $435 $387 $331 12% 17%
Reinsurance recoverable 

on unpaid losses 34 61 44 (45)% 39%

Net case reserves $401 $326 $287 23% 14%
Unallocated 292 304 290 (4)% 5%

Net loss and LAE 
reserves $693 $630 $577 10% 9%

Gross loss and LAE 
reserves $727 $691 $621 5% 11%

Losses and LAE(1) $ 82 $ 74 $ 62 11% 18%

Loss ratio(2) 10.0% 9.9% 10.5%
(1) Calculated as 12% of scheduled net earned premium. 
(2) Calculated as losses and LAE divided by total net earned premium. This ratio differs from

the Company’s loss factor of 12% as total net earned premium includes premium earn-
ings that have been accelerated as a result of the refunding or defeasance of insured obliga-
tions, while the loss factor is applied only to scheduled net earned premium. 

The Company recorded $82 million in loss and loss adjustment
expenses in 2004, an 11% increase compared with $74 million in
2003. This increase was a direct result of growth in scheduled net
earned premium, which is the base upon which the 12% loss factor is
applied. At December 31, 2004, the Company had $292 million in
unallocated loss reserves, which represent the Company’s estimate of
losses associated with credit deterioration that has occurred in the
Company’s insured portfolio and are available for future case-specific
activity. During 2004, the unallocated loss reserve was increased by
reserves of $32 million related to the agreement with Asian Securitiza-
tion & Infrastructure Assurance (Pte) Ltd (ASIA Ltd). Additional infor-
mation related to the agreement with ASIA Ltd is provided in the
following Reinsurance section. 

Total case basis activity transferred from the Company’s unallo-
cated loss reserve was $126 million in 2004, $60 million in 2003 and
$49 million in 2002. Case basis activity during 2004 primarily con-
sisted of loss reserves for insured obligations issued by Fort Worth
Osteopathic Hospital, MBIA’s guaranteed tax lien portfolios, AHERF,
an older vintage collateralized debt obligation (CDO) and a manufac-
tured housing exposure. During the third quarter of 2004, MBIA
established a $49 million case loss reserve related to three series of Fort
Worth Osteopathic Hospital bonds it insured between 1993 and 1997.
As of December 31, 2004, the net insured par outstanding on all three
series totaled $70.6 million. 

During the second quarter of 2004, the Company paid a $46.3
million claim related to its guarantee on the Philadelphia Authority for
Industrial Development “PAID” 6.488% Tax Claim Collateralized
Revenue Bonds, Series 1997. As the bonds reached their maturity,
MBIA’s payment represented the remaining principal balance of the
bonds. MBIA estimates that approximately $20 million can be realized
in net future collections that will be used to reimburse the Company
for the claim it paid, resulting in a loss of $23 million in the second
quarter, net of previous reserves and reinsurance. While MBIA had
been working closely with the City of Philadelphia and fully expected
that such efforts would be successful in avoiding a claim under its pol-
icy, negotiations with the city failed to produce a resolution by the
maturity date of the bonds. 

On June 30, 2004, in order to reduce ongoing carrying and
other costs, a clean-up call was exercised for the Capital Asset Research
Funding Series 1997A and Series 1998A tax lien securitizations. The
clean-up call provisions permitted the issuer of the bonds to buy back
any remaining tax liens when the principal amount of the bonds fell
below ten percent of the original principal amount. In connection with
the clean-up calls, MBIA paid $51.5 million (net of reinsurance) under
its policies to the trustee for the securitizations, which defeased its remain-
ing exposure to these transactions. MBIA did not record any additional
losses in connection with its payment during the second quarter. 

MBIA continues to insure a third Capital Asset securitization.
This transaction matures in 2008 and has an outstanding balance of
$118 million or $74 million net of existing loss reserves of $44 million.
Since the ultimate collectibility of tax liens is difficult to estimate, there
can be no assurance that the case reserves established to date would be
sufficient to cover all future claims under this policy. MBIA will con-
tinue to evaluate the performance of the remaining tax lien portfolio
and adjust loss reserves or salvage as and when necessary. 

Another area that MBIA is monitoring closely is the manufac-
tured housing sector, which has experienced significant stress. MBIA
ceased writing business in this sector, other than through certain CDO
transactions, in 2000. In the fourth quarter of 2004, the Company
established a case basis reserve of $10 million relating to a specific man-
ufactured housing exposure and placed this exposure on its “Classified
List.” As of December 31, 2004, net insured par outstanding on this
exposure was $563 million. The Company had additional manufac-
tured housing exposure of $2.2 billion in net insured par outstanding as
of December 31, 2004, of which approximately 44% has been placed
on the Company’s “Caution List-Medium” and “Caution List-High.”
An explanation of the Company’s “Classified List” and “Caution Lists”
is provided below. 
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MBIA’s Insured Portfolio Management (IPM) Division is
responsible for monitoring MBIA insured issues. The level and frequency
of MBIA’s monitoring of any insured issue depends on the type, size,
rating and performance of the insured issue. If IPM identifies concerns
with respect to the performance of an insured issue it may designate
such insured issue as “Caution List-Low,” “Caution List-Medium” or
“Caution List-High.” The designation of any insured issue as “Caution
List-Medium” or “Caution List-High” is based on the nature and extent
of these concerns and requires that an increased monitoring and, if
needed, a remediation plan be implemented for the related insured issue. 

In the event MBIA determines that it must pay a claim or that a
claim is probable and estimable with respect to an insured issue, it places
the issue on its “Classified List” and establishes a case basis reserve for
that insured issue. As of December 31, 2004, MBIA had 44 open case
basis issues on its “Classified List” that had $401 million in aggregate
case reserves, net of reinsurance. The Company does not establish any
case basis reserves for issues that are listed as “Caution List-Low,” “Cau-
tion List-Medium” or “Caution List-High” until such issues are placed
on the Company’s “Classified List.” 

Included in the Company’s case basis reserves are both loss reserves
for insured obligations for which a payment default has occurred and
MBIA has already paid a claim and also for which a payment default
has not yet occurred but a claim is probable and estimable in the future,
as follows: 

Number of Case Loss Par 
Dollars in millions Basis Issues Reserve  Outstanding

Gross of reinsurance:
Issues with defaults 36 $359 $ 791
Issues without defaults 8 76 2,088

Total gross 44 $435 $2,879

Net of reinsurance:
Issues with defaults 36 $342 $ 751
Issues without defaults 8 59 1,889

Total net 44 $401 $2,640

When MBIA becomes entitled to the underlying collateral of an
insured credit under salvage and subrogation rights as a result of a claim
payment, it records salvage and subrogation as an asset. Such amounts
are included in the Company’s balance sheet within “Other assets.” As
of December 31, 2004 and 2003, the Company had salvage and subro-
gation of $154 million and $125 million, respectively. During the third
quarter of 2004, MBIA acquired $42 million of tax liens, which were
acquired as a result of payments made on policies related to the
Philadelphia Authority for Industrial Development “PAID” 6.488%
Tax Claim Collateralized Revenue Bonds Series 1997 and the Capital
Asset Research Funding Series 1997A and Series 1998A tax lien securi-
tizations. The balance of these tax liens at December 31, 2004 was
$34.9 million, which the Company expects to collect as a result of
future redemptions. Additionally, the payment made by the Company
related to the Capital Asset Research Funding Series 1997A and Series
1998A tax lien securitizations resulted in MBIA consolidating the secu-
ritizations in its financial statements. Information related to the consol-
idation of these securitizations is provided in the following Variable
Interest Entities section. 

RISK MANAGEMENT In an effort to mitigate losses, MBIA is
regularly involved in the ongoing remediation of credits that may
involve, among other things, waivers or renegotiations of financial
covenants or triggers, waivers of contractual provisions, the granting of
consents, and the taking of various other remedial actions. The nature
of any remedial action is based on the type of the insured issue and the
nature and scope of the event giving rise to the remediation. In most
cases, as part of any such remedial activity, MBIA is able to improve its
security position and to obtain concessions from the issuer of the
insured bonds. From time to time, the issuer of an MBIA-insured
obligation may, with the consent of MBIA, restructure the insured
obligation by extending the term, increasing or decreasing the par
amount or decreasing the related interest rate with MBIA insuring the
restructured obligation. If, as the result of the restructuring, MBIA esti-
mates that it will suffer an ultimate loss on the restructured obligation,
MBIA will record a case basis loss reserve for the restructured obligation
or, if it has already recorded a case basis loss reserve, it will re-evaluate
the impact of the restructuring on the recorded reserve and adjust the
amount of the reserve appropriately. 

REINSURANCE Reinsurance enables the Company to cede
exposure for purposes of increasing its capacity to write new business
while complying with its single risk and credit guidelines. The rating
agencies continuously review reinsurers providing coverage to the
financial guarantee industry. Many of MBIA’s reinsurers have been
downgraded over the past two years, and others remain under review.
As of December 31, 2002, reinsurers rated Double-A and above repre-
sented 90% of MBIA’s ceded par. As a result of downgrades during
2003, this percentage as of December 31, 2003 was 56%; however, it
then increased to 88% as of December 31, 2004. The increase from
December 31, 2003 was principally due to cessions to Channel Rein-
surance Ltd. (Channel Re), a Triple-A rated reinsurer, and to a lesser
extent, the reassumption of portfolios throughout 2004. When a rein-
surer is downgraded, less capital credit is given to MBIA under rating
agency models. The reduced capital credit has not and is not expected
to have a material adverse effect on the Company. The Company gener-
ally retains the right to reassume the business ceded to reinsurers under
certain circumstances, including the downgrade of the reinsurers. The
Company remains liable on a primary basis for all reinsured risks, and
although the Company believes that its reinsurers remain capable of
meeting their obligations, there can be no assurance that the reinsurers
will be able to meet these obligations. 

On January 31, 2004, the Company reassumed portfolios of
previously ceded transactions from Axa Re Finance S.A. (Axa Re) and
Radian Reinsurance Inc. (Radian Re). On February 29, 2004, the
Company reassumed portfolios of previously ceded transactions from
American Re-Insurance Company (American Re) and Partner Reinsur-
ance Company Ltd. (Partner Re). The Company received total pro-
ceeds from these transactions of $138.1 million consisting of unearned
premium reserves of $181.2 million and case reserves of $15.4 million
less return ceding commissions of $58.5 million. Insured par reassumed
from these transactions totaled $31.6 billion. 

In February 2004, the Company, together with RenaissanceRe
Holdings, Ltd., Koch Financial Re, Ltd. and Partner Re, formed Chan-
nel Re, a new Bermuda-based financial guarantee reinsurance company
rated Triple-A by S&P and Moody’s. The Company invested $63.7
million for a 17.4% ownership interest in Channel Re. This investment
is reported within “Other investments” on the Company’s consolidated
balance sheet. 
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Also in February 2004, MBIA Corp. and Channel Re entered
into treaty and facultative reinsurance arrangements whereby Channel
Re agreed to provide committed reinsurance capacity to MBIA Corp.
through June 30, 2008 and subject to renewal thereafter. Under these
reinsurance arrangements, MBIA Corp. agreed to cede to Channel Re
and Channel Re agreed to assume from MBIA Corp. varying percent-
ages of designated policies issued by MBIA Corp. The amount of any
policy subject to the committed reinsurance arrangements is based on
the type of risk insured and on other factors. At the time the Company
entered into these arrangements, the Company reinsured to Channel
Re $26.3 billion of previously assumed in-force business and approxi-
mately $161.4 million of unearned premium reserves, which had no
related case basis reserves. Subsequent to this cession, the Company has
ceded new business to Channel Re. 

On March 5, 2004, MBIA Corp. and Capital Markets Assur-
ance Corporation (CapMAC) entered into an agreement with ASIA
Ltd, a Singapore-based insurer in which the Company indirectly held
approximately 11% of the outstanding common stock. Pursuant to this
agreement, MBIA Corp. acquired substantially all of ASIA Ltd’s assets,
which consisted primarily of cash resulting from the liquidation of ASIA
Ltd’s investment portfolio, and assumed ASIA Ltd’s insurance obliga-
tions. MBIA Corp. assumed three insured exposures from ASIA Ltd
with an outstanding par balance of $37.5 million, and CapMAC reas-
sumed twenty exposures it previously reinsured with ASIA Ltd with an
outstanding par balance of $331.7 million. MBIA Corp. and CapMAC
received proceeds of $60.9 million representing $8.8 million of unearned
premium reserves, $19.4 million of case basis reserves and $32.7 mil-
lion of unallocated reserves associated with the assumed portfolios. 

In 1998, three reinsurers, AXA Re Finance S.A. (ARF), Con-
verium and Muenchener Rueckversicherungs-Gesellshaft (Munich Re)
reimbursed the Company $170 million for losses incurred with respect
to $265 million of MBIA-insured bonds issued by AHERF under three
separate reinsurance agreements (the AHERF Reinsurance Agree-
ments). The AHERF Reinsurance Agreements were structured as three
successive excess of loss facilities that aggregated to $170 million.
Under the excess of loss reinsurance agreements, Converium reim-
bursed the Company $70 million of its $170 million loss and Munich
Re and ARF each reimbursed MBIA $50 million. 

At the same time that the Company arranged the AHERF 
Reinsurance Agreements, it entered into several separate quota share
reinsurance agreements with the same reinsurers. Under these quota
share reinsurance agreements, the Company agreed to cede on a quota
share basis to the three reinsurers new business written with an aggre-
gate par sufficient to generate $297 million in gross premiums over a
six-year period ending October 1, 2004. Of the $297 million in pre-
mium to be ceded under the quota share arrangements, the Company
agreed to cede to Converium cash premiums equal to $102 million, to
ARF adjusted gross premiums of $98 million and to Munich Re
adjusted gross premiums of $97 million over this period. The aggregate
insured par ceded to these reinsurers under these quota share agree-
ments totaled over $45 billion. 

Under separate agreements, to which the Company was not a
party, Converium reinsured directly and indirectly to ARF (the Con-
verium-ARF Retrocession Agreements) the risk that it assumed from
the Company under its quota share agreements with the Company for
losses in excess of $13.1 million. ARF contended that, in connection
with its agreement to assume this risk from Converium under the Con-
verium-ARF Retrocession Agreements, there was an oral agreement
with MBIA under which MBIA would replace ARF as a reinsurer to
Converium by no later than October 2005. 

In October 2004, the Company commuted and assumed from
ARF the policies that ARF had reinsured directly under its quota share
reinsurance agreements with the Company discussed above (the MBIA-
ARF Reinsurance Agreements). At the same time, the Company also
assumed from ARF all of the risk that ARF assumed from Converium
under the Converium-ARF Retrocession Agreements. AXA RE, S.A
(AXA RE), ARF’s parent, in turn agreed to reinsure the Company for
all losses in excess of $96.9 million assumed by the Company from
ARF under the Converium-ARF Retrocession Agreements up to an
aggregate amount of $90 million. 

ARF paid the Company $10 million for assuming from it the
risk under the Converium-ARF Retrocession Agreements, and the
Company paid AXA RE $1 million for reinsuring the Company for all
losses in excess of $96.9 million assumed by the Company from ARF
under the Converium-ARF Retrocession Agreements up to an aggre-
gate amount of $90 million. 

In addition to the $10 million that the Company received as
described above, the Company received approximately $19.5 million
related to the commutation of the MBIA-ARF Reinsurance Agreement,
consisting of statutory unearned premium reserves of $42.5 million less
refunded ceding commissions of $13.9 million and fees of $9.1 million.
In addition, the Company will receive future installment premiums
with a present value of approximately $21.5 million in connection with
the commuted policies. As a result of this transaction, the Company
reassumed $21.3 billion in aggregate insured par. The commutation 
of the MBIA-ARF Reinsurance Agreement and the assumption by the
Company from ARF of the risk under the Converium-ARF Retrocession
Agreements were done in order, among other reasons, to settle and
resolve the disputes with ARF regarding the alleged oral agreement. In
addition, the Company entered into these agreements and agreed to
assume the related policies due to the fact that it no longer received rating
agency capital credit in connection with the reinsurance ceded to ARF
and Converium because ARF no longer has a financial strength rating
and the financial strength rating of Converium had been downgraded. 

In October 2004, the Company’s management recommended
that the Audit Committee of the Company’s Board of Directors under-
take an investigation of the AHERF Reinsurance Agreements, includ-
ing whether an oral agreement existed between MBIA Corp. and ARF
that the Company would assume the risk that Converium retroceded to
ARF under the Converium-ARF Retrocession Agreements. The Audit
Committee retained outside counsel and initiated an investigation in
October 2004. The outside counsel’s investigation has been substantially
completed. While the investigation has not conclusively determined
whether an oral agreement in fact existed, the Company has been
advised, however, that it appears likely that such an agreement or
understanding with ARF was made in 1998. Based on the investigation
and other considerations, on March 8, 2005, the Company announced
that it decided to restate its financial statements for 1998 and subse-
quent years to correct the accounting treatment for the AHERF Rein-
surance Agreement and quota share agreement entered into with
Converium, as discussed in the preceding Restatement of Consolidated
Financial Statements section. 

In November 2004, the Company received identical document
subpoenas from the Securities and Exchange Commission (SEC) and
the New York Attorney General’s office requesting information with
respect to non-traditional or loss mitigation insurance products devel-
oped, offered or sold by the Company to third parties from January 1,
1998 to the present, including the reinsurance arrangements entered
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into by MBIA in 1998 in connection with the bankruptcy of the
Delaware Valley Obligated Group, an entity that is part of AHERF. The
Company is cooperating fully with the SEC and the New York Attor-
ney General’s request for documents. 

On March 9, 2005, the Company received a subpoena from the
U.S. Attorney’s Office for the Southern District of New York seeking
information related to the reinsurance agreements it entered into in
connection with the AHERF loss. The Company intends to cooperate
fully with the U.S. Attorney’s Office. 

As of December 31, 2004, the aggregate amount of insured par
ceded by MBIA to reinsurers was $85.5 billion. The following table
shows the percentage ceded to and reinsurance recoverable from rein-
surers by S&P’s rating levels: 

Percent of Reinsurance
Total Par Recoverable

Reinsurers’ S&P Rating Range Ceded In thousands

AAA 76.33% $11,738
AA 12.04% 7,749
A 11.53% 13,914
Not Currently Rated 0.09% 338
Non-Investment Grade 0.01% (5)

Total 100% $33,734

The top two reinsurers within the AAA rating category repre-
sented approximately 55% of total par ceded by MBIA; the top two
reinsurers within the AA rating category represented approximately 
7% of total par ceded by MBIA; and the top two reinsurers within the
A rating category represented approximately 11% of total par ceded 
by MBIA. 

POLICY ACQUISITION COSTS AND OPERATING EXPENSES

Expenses that vary with and are primarily related to the production of
the Company’s insurance business (policy acquisition costs) are
deferred and recognized over the period in which the related premiums
are earned. If an insured bond issue is refunded and the related pre-
mium is earned early, the associated acquisition costs previously
deferred are also recognized early. 

MBIA will recognize a premium deficiency if the sum of the
expected loss and loss adjustment expenses, maintenance costs and
unamortized policy acquisition costs exceed the related unearned pre-
miums. If MBIA was to have a premium deficiency that is greater than
unamortized acquisition costs, the unamortized acquisition costs would
be reduced by a charge to expense and a liability would be established
for any remaining deficiency. Although GAAP permits the inclusion of
anticipated investment income when determining a premium deficiency,
MBIA currently does not include this in making its determination.

The Company’s policy acquisition costs, operating expenses and
total insurance operating expenses, as well as its expense ratio, are
shown in the following table: 

Percent Change 

2004 2003 
Restated Restated vs. vs.

In millions 2004 2003 2002 2003 2002 

Gross expenses $253 $249 $214 1% 16%

Amortization of deferred 
acquisition costs $ 64 $ 58 $ 48 11% 21%

Operating expenses 117 111 91 5% 21%

Total insurance operating 
expenses $181 $169 $139 7% 21%

Expense ratio 22.0% 22.8% 23.5%

In 2004, the amortization of deferred acquisition costs increased
11% over 2003, in line with the increase in the Company’s insurance
premiums earned. The amortization of deferred acquisition costs
increased 21% in 2003 compared with 2002. The ratio of policy acqui-
sition costs, net of deferrals, to earned premiums has remained steady at
8% in 2004, 2003 and 2002. In addition, during 2002 and 2003 there
had been a decline in the ratio of deferred expenses carried as assets on
the balance sheet to deferred revenues carried as liabilities on the bal-
ance sheet plus the present value of future installment premiums. This
declining ratio indicated the Company had deferred proportionately
more revenues than expenses in those years. At December 31, 2004,
this ratio increased to 7.4% from 6.9% at December 31, 2003 due to
an increase in expenses after ceding commission income and also due to
less business written during 2004. 

Operating expenses increased 5% from $111 million in 2003 to
$117 million in 2004 largely due to higher compensation costs related
to the expansion of the Company’s global operations, premiums related
to the renewal of directors and officers’ liability insurance and loss pre-
vention costs. The 21% increase in operating expenses in 2003 com-
pared with 2002 reflects higher compensation costs that were primarily
the result of a one-time cost related to the replacement of split-dollar
life insurance policies, expenses to establish Toll Road Funding, Plc.
(TRF) and a reallocation of expenses between business operations. 

Financial guarantee insurance companies use the expense ratio
(expenses divided by net premiums earned) as a measure of expense
management. The Company’s 2004 expense ratio of 22.0% is slightly
below the 2003 ratio of 22.8% and the 2002 ratio of 23.5%. The
decrease in the ratio from 2003 and 2002 is the result of an increase in
net premiums earned. 

VARIABLE INTEREST ENTITIES The Company provides struc-
tured funding and credit enhancement services to global finance clients
through the use of certain MBIA-administered, bankruptcy-remote
special purpose vehicles (SPVs) and through third-party SPVs. Third-
party SPVs are used in a variety of structures guaranteed or managed by
MBIA, whereby the Company has risks analogous to those of MBIA-
administered SPVs. The Company has determined that such SPVs fall
within the definition of a variable interest entity (VIE) under FASB
Interpretation No. (FIN) 46, “Consolidation of Variable Interest Enti-
ties,” subsequently revised as FIN 46(R). Under the provisions of FIN
46(R), MBIA must determine whether it has a variable interest in a VIE
and if so, whether that variable interest would cause MBIA to be the
primary beneficiary. The primary beneficiary is the entity that will
absorb the majority of the expected losses, receive the majority of the
expected residual returns, or both, of the VIE and is required to consol-
idate the VIE. 

As a result of the clean-up call exercised for the Capital Asset
Research Funding Series 1997A and Series 1998A tax lien securitiza-
tions, these securitizations no longer meet the conditions of a qualify-
ing special purpose entity under SFAS 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities.”
MBIA holds a variable interest in these entities, which resulted from 
its insurance policies, and has determined that it is the primary benefi-
ciary under FIN 46(R). In the third quarter of 2004, MBIA acquired
the assets of the securitizations and has reported such assets, totaling
$16.8 million as of December 31, 2004, principally within “Other assets”
on its consolidated balance sheet. Liabilities of the securitizations sub-
stantially represented amounts due to MBIA, which were eliminated 
in consolidation. 
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In May 2003, the Company sponsored the formation of TRF.
TRF is a conduit established to acquire a loan participation related to
the financing of an Italian toll road. Assets supporting the repayment of
the debt were comprised of the loan participation and high-quality, liq-
uid investments. Assets and liabilities of TRF are primarily included
within “Investments held-to-maturity” and “Medium-term notes,”
respectively, on the Company’s balance sheet. TRF is a VIE, of which
MBIA is the primary beneficiary. Therefore, while MBIA does not have
a direct ownership interest in TRF, it is consolidated in the financial
statements of the Company in accordance with FIN 46(R). At Decem-
ber 31, 2003, TRF had $1.5 billion of debt outstanding. In June 2004,
the loan in which TRF participated was repaid in full. At that time,
TRF repaid all of its outstanding debt obligations. 

Third-party VIEs are used in a variety of structures insured or
managed by MBIA. Under FIN 46(R), MBIA’s guarantee of the assets or
liabilities of a VIE constitutes a variable interest and requires MBIA to
assess whether it is the primary beneficiary. Additionally, the Company’s
management of VIEs under asset management agreements may subject
the Company to consolidation of such entities. Consolidation of such
VIEs does not increase MBIA’s exposure above that already committed
to in its insurance policies. VIE assets and liabilities consolidated in the
Company’s financial statements at December 31, 2004 and 2003 are
primarily reported in “Investments held-to-maturity” and “Variable
interest entity floating rate notes,” respectively, on the face of the Com-
pany’s balance sheet and totaled approximately $600 million each. 

INVESTMENT MANAGEMENT SERVICES

MBIA’s investment management services operations have been consoli-
dated under MBIA Asset Management LLC (MBIA-AML) since 1998.
MBIA-AML owns MBIA Municipal Investors Service Corp. (MBIA-
MISC), MBIA Investment Management Corp. (IMC), MBIA Capital
Management Corp. (CMC) and MBIA UK Asset Management Lim-
ited (AM-UK). Additionally, MBIA-AML owns Triple-A One Funding
Corp. (Triple-A), Meridian Funding Company, LLC (Meridian) and
Polaris Funding Company, LLC (Polaris) (collectively the Conduits),
which were consolidated in the third quarter of 2003. MBIA Global
Funding, LLC (GFL) and Euro Asset Acquisition Limited (EAAL),
subsidiaries of the Company, also operate as part of the asset manage-
ment business. 

In May 2004, MBIA completed the sale of the assets of 1838
Investment Advisors, LLC (1838) to the management of 1838 and an
investor group led by Orca Bay Partners, which resulted in an after-tax
gain of $3.2 million. The sale of 1838 resulted from the Company’s
decision to exit the equity advisory services market and, as such, the
results of 1838 are reported as a discontinued operation in the financial
statements of the Company. In accordance with GAAP, 1838’s results
from prior periods have been reclassified to discontinued operations in
the Company’s comparative income statement. Therefore, investment
management services’ revenues and expenses exclude those related to
1838 for all periods presented. See “Note 16: Discontinued Opera-
tions” in the Notes to Consolidated Financial Statements for additional
information on 1838. 

Investment management services 2004 total revenues of $542
million increased 29% compared with 2003. Excluding net realized
losses of $4 million and losses on derivative instruments and foreign
exchange of $6 million, total revenues increased $148 million, or 37%
over 2003. The growth is primarily attributable to increased activity in
the structured product businesses, particularly the asset/liability prod-
ucts and third-party management of CDO transactions. In addition,

2004 results include twelve months of Conduit activities, which were
not consolidated by the Company in the first nine months of 2003.
Profitability in the pooled investment business declined compared with
2003 due to lower fees and an unfavorable geographic mix. Excluding
net realized gains or losses and net gains or losses on derivative instru-
ments and foreign exchange, 2003 total investment management ser-
vices revenues increased $16 million, or 4%, compared with 2002. 

Net realized losses from investment securities in the investment
management services operations were $4 million in 2004 compared
with net realized gains of $17 million and $4 million in 2003 and
2002, respectively. Net realized gains and losses in the investment man-
agement services operations were generated from the ongoing active
total return management of its investment portfolios. 

Net losses on derivative instruments and foreign exchange from
investment management services operations in 2004, 2003 and 2002
were $6 million, $0.4 million and $8 million, respectively. Net losses in
2004 were primarily generated from an increase in U.S. dollar interest
rates resulting in lower market values on pay float/receive fixed U.S.
dollar interest rate swaps associated with the investment agreement and
medium-term note activities. Similarly, the net losses in 2003 and 2002
were largely due to movements in interest rates on interest rate swaps.
These interest rate swaps economically hedge against interest rate
movements but do not qualify for hedge accounting treatment under
SFAS 133. 

Fixed-income ending assets under management as of December
31, 2004, which do not include Conduit assets, were $39.1 billion,
14% above the 2003 year-end level and 29% above the 2002 year-end
level. Conduit assets are held to their contractual maturity and are orig-
inated and managed differently from those held as available-for-sale by
the Company or those managed for third parties. The following table
summarizes the consolidated investment management services results
and assets under management over the last three years: 

Percent Change 

2004 2003 
vs. vs.

In millions 2004 2003 2002 2003 2002 

Interest and fees $ 552 $ 404 $ 388 37% 4%
Net realized gains (losses) (4) 17 4 (124)% 300%
Net gains (losses) on 

derivative instruments 
and foreign exchange (6) 0 (7) (1,331)% 95%

Total revenues 542 421 385 29% 9%
Interest expense 414 302 313 37% (4)%
Operating expenses 77 55 38 40% 45%

Total expenses 491 357 351 37% 2%
Pre-tax income $ 51 $ 64 $ 34 (19)% 90%
Ending assets under 

management:
Fixed-income $39,129 $34,408 $30,280 14% 14%

The following provides a summary of each of the investment
management services businesses by segment. See “Note 15: Business
Segments” for a tabular presentation of the results of the investment
management services segments. 

The asset/liability products segment is comprised of the activi-
ties of IMC, GFL and EAAL. IMC provides customized investment
agreements, guaranteed by MBIA Corp., for bond proceeds and other
public funds for such purposes as construction, loan origination, escrow
and debt service or other reserve fund requirements. It also provides
customized products for funds that are invested as part of asset-backed
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or structured product issuances. GFL raises funds through the issuance
of medium-term notes with varying maturities (GFL MTNs), which
are in turn guaranteed by MBIA Corp. GFL lends the proceeds of these
GFL MTN issuances to the Company (GFL Loans). Under an agree-
ment between the Company and MBIA Corp., the Company invests
the proceeds of the GFL Loans in eligible investments (the GFL Invest-
ments), which consist of securities with a minimum Double-A credit
quality rating. The GFL Investments are pledged to MBIA Corp.
EAAL primarily purchases foreign assets as permitted under the Com-
pany’s investment guidelines. 

Asset/liability products pre-tax income, excluding realized gains,
foreign currency and derivative losses, totaled $38.1 million in 2004
compared with $31.3 million in 2003, resulting in an increase of 22%.
At December 31, 2004, principal and accrued interest outstanding on
investment agreement and medium-term note obligations and securi-
ties sold under agreements to repurchase totaled $12.5 billion, com-
pared with $9.3 billion at December 31, 2003. Assets supporting these
agreements had market values of $12.6 billion and $9.4 billion at
December 31, 2004 and December 31, 2003, respectively. These assets
are comprised of high-quality securities with an average credit quality
rating of Double-A. In 2003, asset/liability products pre-tax income,
excluding net realized gains, foreign currency and derivative losses,
totaled $31.3 million compared with $18.4 million in 2002, resulting
in an increase of 70%. 

The fixed-income advisory services segment is primarily com-
prised of the operations of MBIA-MISC and CMC. MBIA-MISC pro-
vides investment management programs including pooled investment
products, customized asset management services and bond proceeds
investment services. In addition, MBIA-MISC provides portfolio
accounting and reporting for state and local governments including
school districts. MBIA-MISC is a SEC-registered investment adviser.
At December 31, 2004, 2003 and 2002, ending assets under manage-
ment of MBIA-MISC were $11.9 billion, $11.2 billion and $10.1 bil-
lion, respectively. While assets under management have increased, the
low interest rate environment has had a negative impact on revenues
due to lower fees that can be charged. 

Fixed-income advisory services pre-tax income, excluding real-
ized losses, foreign currency and derivative losses, totaled $16.5 million
in 2004 compared with $17.3 million in 2003. The decrease is primar-
ily due to lower fees related to the pooled investment business. In 2003,
fixed-income advisory services pre-tax income totaled $17.3 million
compared with $18.3 million in 2002, resulting in a 5% decrease. 

CMC specializes in fixed-income management for institutional
funds and provides investment management services to IMC’s invest-
ment agreement portfolio, GFL’s medium-term note and investment
agreement portfolio, MBIA-MISC’s municipal cash management pro-
grams, the Company’s insurance and corporate investment portfolios
and third-party clients. CMC is a SEC-registered investment adviser
and National Association of Securities Dealers member firm. At
December 31, 2004, 2003 and 2002, the market values of CMC’s
third-party assets under management were $4.1 billion, $3.1 billion
and $2.6 billion, respectively. The market values of assets related to the
Company’s insurance and corporate investment portfolio managed by
CMC as of December 31, 2004, 2003 and 2002 were $10.3 billion,
$9.8 billion and $8.7 billion, respectively. 

AM-UK was formed in November 2004 to provide investment
management services to foreign branches of the Company, its affiliates
and third-party clients and is included in the fixed-income advisory 
services segment. AM-UK is a United Kingdom Financial Services
Authority (FSA)–regulated investment adviser. 

On September 30, 2003, MBIA purchased the equity and
acquired all controlling interests of the conduits it administers (Triple-
A, Meridian and Polaris), which are now reflected in the consolidated
financial statements of the Company. The Conduits provide clients
with an efficient source of funding, which may offer MBIA the oppor-
tunity to issue financial guarantee insurance policies. These entities
purchase various types of financial instruments, such as debt securities,
loans, lease receivables and trade receivables, and fund these purchases
through the issuance of asset-backed short-term commercial paper or
medium-term notes. The assets supporting the repayment of the com-
mercial paper and the medium-term notes are in turn insured by
MBIA. The assets and liabilities within the medium-term note program
are managed primarily on a match-funded basis and may include the
use of derivative hedges, such as interest rate and foreign currency
swaps. By match-funding and hedging, the Conduits substantially
eliminate the risks associated with fluctuations in interest and foreign
currency rates, indices and liquidity. 

Certain of MBIA’s consolidated subsidiaries have invested in
Conduit debt obligations or have received compensation for services
provided to the Conduits. As such, MBIA has eliminated intercompany
transactions with the Conduits from its balance sheet and income state-
ment. After the elimination of such intercompany assets and liabilities,
Conduit investments and Conduit debt obligations were $7.0 billion
and $6.4 billion, respectively at December 31, 2004. The difference
between the investments and debt obligations is primarily the result of
the elimination of Conduit debt owned by other MBIA subsidiaries.
The effect of the elimination on the Company’s consolidated balance
sheet is a reduction of fixed-maturity investments with a corresponding
reduction of medium-term notes. 

The Conduits enter into derivative instruments primarily as 
economic hedges against interest rate and currency risks. It is expected
that any change in the market value of the derivative instruments will
be offset by a change in the market value of the hedged assets or liabilities.
However, since the investments are accounted for as held-to-maturity, the
change in market value, with the exception of the change in value of
foreign currency assets due to changes in foreign currency rates, is not
recorded in the financial statements. Derivative instruments entered
into by the Conduits are not accounted for as interest rate hedges under
SFAS 133 and, therefore, changes in market value are recorded as gains
or losses in MBIA’s consolidated income statement. 

Typically, Conduit programs involve the use of rating agencies in
assessing the quality of asset purchases and in assigning ratings to the
various programs funded through the Conduits. An underlying rating
is the implied rating for the transaction without giving consideration to
the MBIA guarantee. All transactions currently funded in the Conduits
had an underlying rating of at least investment grade by Moody’s and
S&P prior to funding. The weighted-average underlying rating for
transactions currently funded in the Conduits was A by S&P and A2 by
Moody’s at the time such transactions were funded. MBIA estimates
that the current weighted-average underlying rating of all outstanding
Conduit transactions was A- by S&P and A2 by Moody’s as of Decem-
ber 31, 2004. 

As a result of having to adhere to MBIA’s underwriting standards
and criteria, Conduit transactions have, in general, the same underlying
ratings that similar non-Conduit transactions guaranteed by MBIA
have at the time they are closed. Like all credits underwritten by MBIA,
the underlying ratings on Conduit transactions may be downgraded or
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upgraded by either one or more rating agencies after they are closed. In
general, the underlying ratings on Conduit transactions have been
downgraded no more frequently than similar non-Conduit transactions
guaranteed by MBIA. 

MUNICIPAL SERVICES

MBIA’s municipal services operation is consolidated under MuniSer-
vices Company (MBIA MuniServices) and provides revenue enhance-
ment services and products to public-sector clients nationwide,
consisting of discovery, audit, collections/recovery and information
(data) services. The municipal services operations also include Capital
Asset Holdings GP, Inc. and certain affiliated entities (Capital Asset), a
servicer of delinquent tax certificates. 

For 2004, the municipal services operations reported pre-tax
income of $1.6 million, compared with pre-tax income of $1.1 million
in 2003. Revenues grew by 1% and expenses decreased by 1%. Exclud-
ing gains and losses on investment securities and derivatives, operating
income was $1.9 million in 2004 compared to $1.0 million in 2003. 

Through MBIA MuniServices, the Company owns Capital
Asset, which was in the business of acquiring and servicing tax liens.
The Company became the majority owner in December 1998 when it
acquired the interest of Capital Asset’s founder and acquired the
remaining equity in Capital Asset in the fourth quarter of 2003. MBIA
Corp. has insured three securitizations of tax liens that were originated
and continue to be serviced by Capital Asset. These securitizations were
structured through the sale by Capital Asset of substantially all of its tax
liens to three off-balance sheet qualifying special purpose entities
(QSPEs) that were established in connection with these securitizations.
In the third quarter of 1999, Capital Asset engaged a specialty servicer
of residential mortgages to help manage its business and operations and
to assist in administering the portfolios supporting the securitizations
insured by MBIA Corp. 

On June 30, 2004, MBIA paid $51.5 million (after reinsurance)
to the trustees for two of the securitizations as part of a clean-up call,
which defeased the Company’s remaining exposure to these transac-
tions. MBIA continues to insure the third securitization. Additional
information related to MBIA’s payment and the impact on its consoli-
dated financial statements is provided under Losses and Loss Adjust-
ment Expenses in the Insurance Operations section included herein. 

CORPORATE

The corporate operations consist of net investment income, net realized
gains and losses of holding company investment assets, interest expense
and corporate expenses. The corporate operations incurred a loss of $84
million, $59 million and $64 million for the years ended 2004, 2003
and 2002, respectively. 

In 2004, net investment income decreased 6% to $8.5 million,
from $9.0 million in 2003. The decrease resulted from the Company
maintaining a short duration on holding company investments despite
an average asset base growth of 35%. In 2003, net investment income
decreased 5% compared with 2002 due to the low interest rate 
environment. 

Net realized losses from investment securities in the corporate
operations were $0.5 million in 2004 compared with net realized gains
of $15 million and $3 million in 2003 and 2002, respectively. Net real-
ized gains and losses for all periods presented were generated from the
ongoing active total return management of the investment portfolios. 

The corporate operations incurred $75 million of interest
expense in 2004 compared with $68 million in 2003, a 9% increase.
The increase in interest expense primarily resulted from the issuance of
$350 million of debt, partially offset by the retirement of $50 million
of debt, in the fourth quarter of 2004. In 2003, interest expense
increased 17% compared with 2002 as a result of the issuance of an
additional $200 million of debt in the third quarter of 2002. 

Corporate expenses of $18 million increased 18% from 2003.
The increase is principally due to costs associated with ASIA Ltd and an
increase in audit fees. In 2003, corporate expenses decreased 14% from
2002 due to a benefit related to a reallocation of expenses among
MBIA’s business operations, partially offset by higher legal, auditing,
consulting and severance expenses. 

TAXES

MBIA’s tax policy is to optimize after-tax income by maintaining the
appropriate mix of taxable and tax-exempt investments. However, the
effective tax rate fluctuates from time to time as the Company manages
its investment portfolio on an after-tax total return basis. The effective
tax rate for 2004, including tax related to discontinued operations,
decreased to 28.1% from 29.2% in 2003. In 2003, the tax rate
increased from 26.0% in 2002 due to a change in the mix of taxable
and tax-exempt investments. 

On October 22, 2004, The American Jobs Creation Act of 2004
(the Act) was introduced and signed into law. The Act has a provision
which allows for a special one-time dividends received deduction of
85% on the repatriation of certain foreign earnings to the U.S. parent
with limitations. Although the Company is currently evaluating the
applicability and the effects of the repatriation provision, the Company
does not believe that the impact of the special dividend received deduc-
tion, if claimed, will have a material effect on its financial position or
results of operations. 

CAPITAL RESOURCES

The Company carefully manages its capital resources to minimize its
cost of capital while maintaining appropriate claims-paying resources to
sustain its Triple-A claims-paying ratings. Capital resources are defined
by the Company as total shareholders’ equity, long-term debt issued 
for general corporate purposes and various soft capital credit facilities.
Total shareholders’ equity at December 31, 2004 was $6.6 billion, with
total long-term debt at $1.3 billion. The Company uses debt financing
to lower its overall cost of capital. MBIA maintains debt at levels it con-
siders to be prudent based on its cash flow and total capital. The follow-
ing table shows the Company’s long-term debt and the ratio used to
measure it: 

2004 2003  2002 

Long-term debt (in millions) $1,333 $1,022 $1,033
Long-term debt to total capital 17% 14% 16%

In August 1999, the Company announced that its board of
directors had authorized the repurchase of 11.25 million shares of com-
mon stock of the Company, after adjusting for the 2001 stock split.
The Company began the repurchase program in the fourth quarter of
1999. In July 2004, the Company completed the repurchase of all
11.25 million shares and received authorization from its board of 
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directors to repurchase 1 million shares under a new repurchase pro-
gram. On August 5, 2004, the Company’s board of directors authorized
the repurchase of an additional 14 million shares of common stock in
connection with the new repurchase program. As of December 31,
2004, the Company had repurchased a total of 15.3 million shares
under these plans at an average price of $47.39 per share, of which 5.8
million shares were repurchased in 2004 at an average price of $56.75
per share. 

The Company has various soft capital credit facilities, such as
lines of credit and equity-based facilities at its disposal, which further
support its claims-paying resources. At December 31, 2004, MBIA Corp.
maintained a $700 million limited recourse standby line of credit facility
with a group of major Triple-A rated banks to provide funds for the pay-
ment of claims in excess of the greater of $900 million or 5% of average
annual debt service with respect to public finance transactions. The
agreement is for a seven-year term, which expires on October 31, 2010. 

MBIA Corp. has access to $400 million of Money Market Com-
mitted Preferred Custodial Trust securities (CPS securities) issued by
eight trusts, which were created for the primary purpose of issuing CPS
securities and investing the proceeds in high-quality commercial paper
or short-term U.S. Government obligations. MBIA Corp. has a put
option to sell to the trusts the perpetual preferred stock of MBIA Corp.
If MBIA Corp. exercises its put option, the trusts will transfer the pro-
ceeds to MBIA Corp. in exchange for the preferred stock that will be
held by the trusts. The trusts are vehicles for providing MBIA Corp. the
opportunity to access new capital at its sole discretion through the exer-
cise of the put options. The trusts are rated AA and Aa2 by S&P and
Moody’s, respectively. To date, MBIA Corp. has not exercised its put
options under any of these arrangements. 

At January 1, 2003, the Company maintained $211 million of
stop-loss reinsurance coverage with three reinsurers. At the end of the
third quarter of 2003, the Company elected not to renew two of the
facilities with $175 million of coverage due to the rating downgrades of
the stop-loss providers. In addition, at the end of 2003, MBIA Corp.
elected not to renew the remaining $35.7 million of stop-loss reinsur-
ance coverage effective January 1, 2004. 

MBIA Inc. also maintained two ten-year annually renewable
facilities maturing in 2011 and 2012 for $100 million and $50 million,
respectively. These facilities allowed the Company to issue subordinated
securities and could be drawn upon if the Company incurred cumula-
tive losses (net of any recoveries) above an annually adjusted attachment
point. The $50 million facility was terminated in the fourth quarter of
2003 due to a rating downgrade of the related provider and the $100
million facility was terminated in the second quarter of 2004. 

From time to time, MBIA accesses the capital markets to sup-
port the growth of its businesses. MBIA filed a $500 million registra-
tion statement on Form S-3 with the SEC utilizing a “shelf ”
registration process. In November 2004, the Company completed a
$350 million debt issuance of senior notes due in 2034, which carry a
fixed coupon rate of 5.7%. Part of the proceeds of this debt issuance
was used to redeem the Company’s $50 million 6.95% notes due 2038
in December 2004. The remainder of the proceeds will be used for gen-
eral corporate purposes, including the possibility of redeeming the out-
standing $100 million 8.00% notes due 2040 in December 2005. The
Company currently has in effect a shelf registration with the SEC for
$150 million, which permits the Company to issue various debt and
equity securities described in the prospectus filed as part of the registra-
tion statement. 

LIQUIDITY

Cash flow needs at the parent company level are primarily for dividends
to its shareholders and interest payments on its debt. Liquidity and
operating cash requirements of the Company are met by its cash flows
generated from operations, which were more than adequate in 2004.
Management of the Company believes that cash flows from operations
will be sufficient to meet the Company’s liquidity and operating cash
requirements for the foreseeable future. 

Cash requirements have historically been met by upstreaming
dividend payments from MBIA Corp., which generates substantial cash
flow from premium writings and investment income. In 2004, the
Company’s operating cash flow from continuing operations totaled
$902.5 million compared with $1.0 billion in 2003 and $878.1 million
in 2002. The majority of net cash provided by operating activities is
generated from premium revenue and investment income in the Com-
pany’s insurance operations. 

Under New York State insurance law, without prior approval of
the superintendent of the state insurance department, financial guaran-
tee insurance companies can pay dividends from earned surplus subject
to retaining a minimum capital requirement. In MBIA Corp.’s case,
dividends in any twelve-month period cannot be greater than 10% of
policyholders’ surplus as shown on MBIA Corp.’s latest filed statutory
financial statements. In 2004, MBIA Corp. declared and paid regular
dividends of $372 million to MBIA Inc. 

In addition to its regular dividends, in the fourth quarter of
2004 MBIA Corp. declared and paid a special dividend of $375 million
to MBIA Inc., which was approved by the New York State Department
of Insurance. MBIA Corp.’s capital position, relative to its insured
exposure, has improved substantially over the past several years as a
result of improved premium rates and a higher quality insured portfo-
lio, exceeding both the capital required by New York State Insurance
Law and the rating agencies for purposes of maintaining its Triple-A
ratings. The dividend proceeds may be used over time for share repur-
chases, strategic initiatives, general liquidity or other corporate purposes. 

As a result of the payment of the special dividend in the fourth
quarter and under the formula applicable to the payment of dividends,
MBIA Corp. may not pay any dividends without prior approval by the
New York State Department of Insurance until the second quarter of
2006. MBIA Corp. requested approval for the payment of additional
special dividends in 2005. 

The Company has significant liquidity supporting its businesses.
At the end of 2004, cash equivalents and short-term investments
totaled $2.8 billion. If, for any reason, significant cash flow reductions
occur in any of its businesses, MBIA has alternatives for meeting ongo-
ing cash requirements. They include selling or pledging its fixed-
income investments in its investment portfolio, tapping existing
liquidity facilities and new borrowings. 

As part of MBIA’s external borrowing capacity, it maintained
two short-term bank lines totaling $500 million, which the Company
reduced from $675 million on April 15, 2004. These bank lines are
maintained with a group of highly rated global banks and are currently
comprised of a renewable $167 million facility with a term of 364 days
and a $333 million facility with a five-year term, maturing in April
2009. As of December 31, 2004, there were no balances outstanding
under these agreements. 
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The investment portfolio provides a high degree of liquidity,
since it is comprised of readily marketable high-quality fixed-income
securities and short-term investments. At year-end 2004, the fair value
of the consolidated investment portfolio was $30.6 billion, as shown in
the following table: 

Percent Change 

In millions 2004 2003 2004 vs. 2003

Available-for-sale investments:
Insurance operations:

Amortized cost $ 9,205 $ 9,037 2%
Unrealized net gain (loss) 531 666 (20)%

Fair value $ 9,736 $ 9,703 0%

Investment management 
services operations:
Amortized cost $12,209 $ 9,061 35%
Unrealized net gain (loss) 398 343 16%

Fair value $12,607 $ 9,404 34%

Corporate operations:
Amortized cost $ 731 $ 250 192%
Unrealized net gain (loss) 4 4 (15)%

Fair value $ 735 $ 254 188%

Held-to-maturity investments:
Amortized cost $ 7,540 $ 8,891 (15)%
Unrealized net gain (loss) (4) 64 (107)%

Fair value $ 7,536 $ 8,955 (16)%

Total portfolio:
Amortized cost $29,685 $27,239 9%
Unrealized net gain (loss) 929 1,077 (14)%

Fair value $30,614 $28,316 8%

The increase in the amortized cost of insurance-related available-
for-sale investments in 2004 was the result of positive cash flow from
operations. The decrease in unrealized gains is largely due to the sale of
a common stock investment the Company purchased in 2002, which

significantly contributed to the Company’s net realized gains in 2004,
and rising interest rates. The fair value of available-for-sale investments
in the investment management services operations, which largely relates
to the investment agreement and medium-term note businesses,
increased to $12.6 billion at December 31, 2004 from $9.4 billion at
December 31, 2003. This increase was a result of growth in both the
investment agreement and GFL medium-term note programs. Corpo-
rate investments increased in 2004 due to the issuance of additional
debt by MBIA Inc. and dividends received from MBIA Corp. Held-to-
maturity investments, which largely consist of Conduit investments,
decreased $1.4 billion in 2004 primarily due to the repayment of 
TRF assets. 

The fair value of the Company’s investments is based on quoted
market prices, if available. If a quoted market price is not available, fair
value is estimated using quoted market prices for similar securities. Dif-
ferences between fair value and amortized cost arise primarily as a result
of changes in interest rates occurring after a fixed-income security is
purchased, although other factors influence fair value, including credit-
related actions, supply and demand forces and other market factors.
When the Company holds its available-for-sale investments to matu-
rity, unrealized gains or losses currently recorded in accumulated other
comprehensive income in the shareholders’ equity section of the bal-
ance sheet will decrease over time as the investments approach maturity.
As a result, the Company expects to realize a value substantially equal to
amortized cost. However, when investments are sold prior to maturity,
the Company will realize any gains or losses in current net income. The
Conduit portfolios are considered held-to-maturity, as the Company
has the ability and intent to hold these investments to their contractual
maturity. Therefore, these portfolios are reported at amortized cost and
are not adjusted to reflect unrealized changes in fair value. 

The weighted-average credit quality of the Company’s fixed-
income portfolios has been maintained at Double-A since its inception.
The quality distribution of the Company’s fixed-maturity investment
portfolios, excluding short-term investments, based on ratings from
Moody’s as of December 31, 2004 is presented in the following table: 

Investment Investments
Insurance Management Services Held-to-Maturity Total

% of % of % of % of
Fixed-Income Fixed-Income Fixed-Income Fixed-Income

In millions Fair Value Investments Fair Value Investments Fair Value Investments Fair Value Investments

Aaa $6,126 68% $ 7,352 65% $1,253 17% $14,731 53%
Aa 1,540 17% 2,182 19% 845 11% 4,567 16%
A 1,301 14% 1,762 15% 2,819 37% 5,882 21%
Baa 91 1% 40 1% 2,619 35% 2,750 10%
Not rated 16 0% — — — — 16 0%

Total $9,074 100% $11,336 100% $7,536 100% $27,946 100%

MBIA’s consolidated investment portfolio includes investments
that are insured by MBIA Corp. (MBIA Insured Investments). At
December 31, 2004, MBIA Insured Investments, excluding Conduit
investments, at fair value represented $4.9 billion or 15% of the total
portfolio. Conduit investments represented $6.9 billion or 23% of the
total portfolio. Without giving effect to the MBIA guarantee of the
MBIA Insured Investments in the consolidated investment portfolio, as
of December 31, 2004, based on the actual or estimated underlying rat-
ings (i) the weighted average rating of the Investment Portfolio would
be in the Double-A range, (ii) the weighted average rating of just the

MBIA Insured Investments in the investment portfolio would be in the
Single-A range and (iii) approximately 1% of the investment portfolio
would be rated below investment grade. 

The underlying ratings of the MBIA Insured Investments as of
December 31, 2004 are reflected in the following table. Amounts repre-
sent the fair value of such investments including the benefit of the
MBIA guarantee. The ratings in the table below are the lower underly-
ing rating assigned by S&P or Moody’s when an underlying rating
exists from either rating service, or when an external underlying rating
is not available, the underlying rating is based on the Company’s best
estimate of the rating of such investment. 
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Investment Held-to-
Management Maturity

Underlying Ratings Scale Insurance Services Investment
In thousands Portfolio Portfolio Portfolio Total 

Aaa $ 54,516 $ 686,815 $1,252,655 $ 1,993,986
Aa 283,464 80,212 844,471 1,208,147
A 787,175 834,334 2,216,944 3,838,453
Baa 338,999 1,482,750 2,621,717 4,443,466
Below Investment Grade 106,568 168,733 — 275,301

Total $1,570,722 $3,252,844 $6,935,787 $11,759,353

The Company generates significant liquidity from its operations. Because of its risk management policies and procedures, diversification and
reinsurance, the Company believes that the occurrence of an event that would significantly adversely affect liquidity is unlikely. 

CONTRACTUAL OBLIGATIONS

The following table summarizes the Company’s contractual obligations as of December 31, 2004. For information on the Company’s 
financial guarantee exposure see “Note 21: Net Insurance In Force” in the Notes to Consolidated Financial Statements. 

As of December 31, 2004 

Less than More than
In thousands Total 1 Year 1-3 Years  3-5 Years  5 Years

Investment agreements $ 9,526,244 $2,794,439 $2,319,879 $1,006,182 $3,405,744
Commercial paper 2,601,417 2,601,417 — — —
Medium-term notes 7,266,356 1,480,380 2,649,530 1,317,788 1,818,658
Variable interest entity floating rate notes 600,505 505 — — 600,000
Securities sold under agreements to repurchase 647,104 559,004 10,200 16,400 61,500
Long-term debt 1,348,619 14,758 — 5,550 1,328,311
Gross insurance claim obligations 627,473 150,398 97,959 249,571 129,545

Total $22,617,718 $7,600,901 $5,077,568 $2,595,491 $7,343,758

Investment agreements, commercial paper, medium-term notes,
variable interest entity floating rate notes, securities sold under agree-
ment to repurchase and long-term debt include accrued interest and
exclude premiums or discounts. Gross insurance claim obligations rep-
resent the future value of payments MBIA expects to make, before esti-
mated recoveries and reinsurance, under actual or probable insurance
policy claims. The discounted value of such actual or estimated claims,
after estimated recoveries, is reported as case basis reserves within loss
and loss adjustment expense reserves on the Company’s consolidated
balance sheet. 

MARKET RISK

In general, market risk relates to changes in the value of financial instru-
ments that arise from adverse movements in factors such as interest
rates, credit spreads, equity prices and foreign exchange rates. MBIA is
exposed mainly to changes in interest rates that affect the fair value of
its financial instruments, namely investment securities, investment
agreement liabilities, debentures and certain derivative transactions.
The Company’s investment portfolio holdings are primarily U.S. dol-
lar-denominated fixed-income securities including municipal bonds,
U.S. Government bonds, mortgage-backed securities, collateralized
mortgage obligations, corporate bonds and asset-backed securities. In
periods of rising and/or volatile interest rates, profitability could be
adversely affected should the Company have to liquidate these securi-
ties. Some mortgage-backed securities are subject to significant pre-pay-
ment risk in periods of declining interest rates. 

MBIA minimizes its exposure to interest rate risk through active
portfolio management to ensure a proper mix of the types of securities
held and to stagger the maturities of its fixed-income securities. In addi-
tion, the Company enters into various swap agreements that hedge the
risk of loss due to interest rate and foreign currency volatility. 

Interest rate sensitivity can be estimated by projecting a hypo-
thetical instantaneous increase or decrease in interest rates. As of

December 31, 2004, a hypothetical increase in interest rates of 100 and
300 basis points would have resulted in an after-tax decrease in the net
fair value of the Company’s financial instruments of approximately
$276.2 million and $827.7 million, respectively. A decrease in interest
rates of 100 basis points would have resulted in an after-tax increase in
the net fair value of the Company’s financial instruments of approxi-
mately $256.5 million. 

The effects of changes in investment grade corporate credit
spreads on the fair value of the Company’s credit derivative transactions
will also impact earnings. These transactions primarily consist of syn-
thetic structured credit derivatives guaranteed by MBIA Corp., as well
as single name credit default swaps directly entered into by the invest-
ment management services operations as part of their asset manage-
ment activities. Sensitivity to changes in credit spreads for these
transactions can be estimated by projecting a hypothetical instanta-
neous shift in credit spreads. As of December 31, 2004, a hypothetical
instantaneous increase in investment grade corporate credit spreads of
25, 50 and 75 basis points would have resulted in an after-tax decrease
in the net fair value of the Company’s credit derivatives of approxi-
mately $5.8 million, $12.7 million and $21.8 million, respectively.
Conversely, a hypothetical instantaneous decrease in investment grade
corporate credit spreads of 25, 50 and 75 basis points would have
resulted in an after-tax increase in the net fair value of the Company’s
credit derivatives of approximately $3.9 million, $4.4 million and $4.4
million, respectively. Under SFAS 133, if such hypothetical shifts in
credit spreads were to occur, the resulting change in the net fair value of
the Company’s credit derivatives would be recorded within the Com-
pany’s income statement. 

Since the Company is able and primarily expects to hold its
fixed-maturity securities and derivative transactions to maturity or until
such time unrealized losses reverse, it does not expect to recognize any
adverse impact to income or cash flows under the above scenarios. 
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING

Management of MBIA Inc. and its subsidiaries is responsible for estab-
lishing and maintaining adequate internal control over financial report-
ing. The Company’s internal control over financial reporting is a
process designed under the supervision of the Company’s principal
executive and principal financial officers to provide reasonable assur-
ance regarding the reliability of financial reporting and the preparation
of financial statements for external reporting purposes in accordance
with accounting principles generally accepted in the United States 
of America. 

MBIA’s internal control over financial reporting includes policies
and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect transactions and disposi-
tions of assets; (2) provide reasonable assurances that transactions are
recorded as necessary to permit preparation of financial statements in
accordance with accounting principles generally accepted in the United
States of America, and that receipts and expenditures are being made
only in accordance with authorizations of management and the direc-
tors of the Company; and, (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or dis-
position of the Company’s assets that could have a material effect on the
Company’s financial statements. 

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or proce-
dures may deteriorate. 

As of December 31, 2004, management conducted an assess-
ment of the effectiveness of the Company’s internal control over finan-
cial reporting based on the framework established in Internal Control –
Integrated Framework issued by the Committee of Sponsoring Organi-
zations of the Treadway Commission (COSO). Based on this assess-
ment and those criteria, management has determined that the
Company’s internal control over financial reporting as of December 31,
2004 was effective. 

Management’s assessment of the effectiveness of the Company’s
internal control over financial reporting as of December 31, 2004 
has been audited by PricewaterhouseCoopers LLP, an independent 
registered public accounting firm, as stated in their report which
appears herein. 

Gary C. Dunton
Chief Executive Officer

Nicholas Ferreri
Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC

ACCOUNTING FIRM

To the Board of Directors and Shareholders of MBIA Inc.:

We have completed an integrated audit of MBIA Inc.’s 2004 consoli-
dated financial statements and of its internal control over financial
reporting as of December 31, 2004 and audits of its 2003 and 2002
consolidated financial statements in accordance with the standards of
the Public Company Accounting Oversight Board (United States). Our
opinions, based on our audits, are presented below.

Consolidated Financial Statements
In our opinion, the accompanying consolidated balance sheets and the
related consolidated statements of income, changes in shareholders’
equity and cash flows present fairly, in all material respects, the financial
position of MBIA Inc. and its 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. These financial statements are the responsibility of the Com-
pany’s management. Our responsibility is to express an opinion on
these financial statements based on our audits. We conducted our
audits of these statements in accordance with the standards of the Pub-
lic Company Accounting Oversight Board (United States). Those stan-
dards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes examining, on
a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and sig-
nificant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial statements,
the Company has restated the accompanying financial statements for
the years ended December 31, 2003 and 2002. 

Internal Control over Financial Reporting
Also, in our opinion, management’s assessment, included in the accom-
panying Management’s Report on Internal Control over Financial
Reporting, that the Company maintained effective internal control
over financial reporting as of December 31, 2004 based on criteria
established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission
(COSO), is fairly stated, in all material respects, based on those criteria.
Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of Decem-
ber 31, 2004, based on criteria established in Internal Control - Inte-
grated Framework issued by the COSO. The Company’s management is
responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control

Report of Independent Registered Public Accounting Firm

over financial reporting. Our responsibility is to express opinions on
management’s assessment and on the effectiveness of the Company’s
internal control over financial reporting based on our audit. We con-
ducted our audit of internal control over financial reporting in accor-
dance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and per-
form the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material
respects. An audit of internal control over financial reporting includes
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 consider 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 to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for exter-
nal purposes in accordance with generally accepted accounting princi-
ples. A company’s internal control over financial reporting includes
those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the trans-
actions and dispositions of the assets of the company; (ii) provide rea-
sonable 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 (iii) 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 its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or proce-
dures may deteriorate.

New York, NY
March 16, 2005

MBIA Inc. & Subsidiaries
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Consolidated Balance Sheets

Restated
In thousands except per share amounts December 31, 2004 December 31, 2003

ASSETS

Investments:
Fixed-maturity securities held as available-for-sale, at fair value 

(amortized cost $18,802,894 and $15,628,938) $19,679,905 $16,493,338
Investments held-to-maturity, at amortized cost (fair value $7,535,787 and $8,955,173) 7,540,218 8,890,866
Investment agreement portfolio pledged as collateral, at fair value 

(amortized cost $713,704 and $581,633) 730,870 596,366
Short-term investments, at amortized cost (which approximates fair value) 2,405,192 1,913,476
Other investments 261,865 357,346

TOTAL INVESTMENTS 30,618,050 28,251,392
Cash and cash equivalents 366,236 227,544
Accrued investment income 312,208 269,909
Deferred acquisition costs 360,496 319,728
Prepaid reinsurance premiums 471,375 466,762
Reinsurance recoverable on unpaid losses 33,734 61,085
Goodwill 79,406 79,406
Property and equipment, at cost (less accumulated depreciation of $108,848 and $94,944) 114,692 120,691
Receivable for investments sold 67,205 20,376
Derivative assets 288,811 256,744
Other assets 315,197 250,616

TOTAL ASSETS $33,027,410 $30,324,253

LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities:
Deferred premium revenue $ 3,211,181 $ 3,079,851
Loss and loss adjustment expense reserves 726,617 691,481
Investment agreements 8,678,036 6,956,669
Commercial paper 2,598,655 2,639,878
Medium-term notes 6,943,840 7,091,638
Variable interest entity floating rate notes 600,505 600,299
Securities sold under agreements to repurchase 647,104 505,883
Short-term debt 58,745 57,337
Long-term debt 1,332,540 1,021,795
Current income taxes — 9,627
Deferred income taxes, net 610,545 527,050
Deferred fee revenue 26,780 21,543
Payable for investments purchased 94,609 47,059
Derivative liabilities 528,562 437,683
Other liabilities 390,620 434,307

TOTAL LIABILITIES 26,448,339 24,122,100

Shareholders’ Equity:
Preferred stock, par value $1 per share; authorized shares—10,000,000; issued and 

outstanding—none — — 
Common stock, par value $1 per share; authorized shares—400,000,000; issued shares—

155,607,737 and 153,551,061 155,608 153,551
Additional paid-in capital 1,410,799 1,295,638
Retained earnings 5,215,191 4,536,624
Accumulated other comprehensive income, net of deferred income tax of $317,563 and $337,175 611,173 632,623
Unearned compensation—restricted stock (34,686) (12,299)
Treasury stock, at cost—16,216,405 and 9,675,887 shares (779,014) (403,984)

TOTAL SHAREHOLDERS’ EQUITY 6,579,071 6,202,153

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $33,027,410 $30,324,253

The accompanying notes are an integral part of the consolidated financial statements.

MBIA Inc. & Subsidiaries
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Consolidated Statements of Income

Years ended December 31

Restated Restated 
In thousands except per share amounts 2004 2003 2002

INSURANCE

Revenues:
Gross premiums written $1,116,915 $1,268,808 $ 951,931
Ceded premiums (146,880) (218,808) (181,598)

Net premiums written 970,035 1,050,000 770,333
Increase in deferred premium revenue (147,568) (310,129) (176,880)

Premiums earned (net of ceded premiums of $173,740, $225,770 and $184,388) 822,467 739,871 593,453
Net investment income 474,415 437,696 432,949
Advisory fees 41,539 59,719 50,747
Net realized gains 77,582 48,157 9,086
Net gains (losses) on derivative instruments and foreign exchange 7,389 100,050 (74,309)

Total insurance revenues 1,423,392 1,385,493 1,011,926
Expenses:

Losses and loss adjustment 81,880 73,555 62,223
Amortization of deferred acquisition costs 64,290 57,907 47,669
Operating 116,413 110,751 91,776

Total insurance expenses 262,583 242,213 201,668

Insurance income 1,160,809 1,143,280 810,258

INVESTMENT MANAGEMENT SERVICES

Revenues 551,926 403,990 388,044
Net realized gains (losses) (4,120) 17,135 4,287
Net losses on derivative instruments and foreign exchange (5,508) (385) (7,568)

Total investment management services revenues 542,298 420,740 384,763
Interest expense 413,615 302,224 313,517
Expenses 76,912 55,005 37,898

Total investment management services expenses 490,527 357,229 351,415

Investment management services income 51,771 63,511 33,348

MUNICIPAL SERVICES

Revenues 27,593 26,814 24,810
Net realized gains (losses) (81) 139 (682)
Net losses on derivative instruments and foreign exchange (279) —  —  

Total municipal services revenues 27,233 26,953 24,128
Expenses 25,649 25,857 24,408

Municipal services income (loss) 1,584 1,096 (280)

CORPORATE

Net investment income 8,446 9,000 9,426
Net realized gains (losses) (467) 15,237 2,733
Interest expense 74,651 68,368 58,453
Corporate expenses 17,579 14,874 17,259

Corporate loss (84,251) (59,005) (63,553)

Income from continuing operations before income taxes 1,129,913 1,148,882 779,773
Provision for income taxes 317,185 335,070 200,962

Income from continuing operations 812,728 813,812 578,811
Income (loss) from discontinued operations, net of tax (602) 2,104 8,029
Gain on sale of discontinued operations, net of tax 3,178 —  —  

Income from discontinued operations 2,576 2,104 8,029
Cumulative effect of accounting change — —  (7,731)

NET INCOME $ 815,304 $ 815,916 $ 579,109

Income from continuing operations per common share:
Basic $ 5.73 $ 5.67 $ 3.95
Diluted $ 5.61 $ 5.61 $ 3.92

Net income per common share:
Basic $ 5.75 $ 5.69 $ 3.95
Diluted $ 5.63 $ 5.63 $ 3.92

Weighted-average number of common shares outstanding:
Basic 141,861,225 143,449,007 146,634,204
Diluted 144,799,513 144,980,396 147,574,079

Gross revenues from continuing operations $2,000,902 $1,857,423 $1,432,976
Gross expenses from continuing operations $ 870,989 $ 708,541 $ 653,203

The accompanying notes are an integral part of the consolidated financial statements. 

MBIA Inc. & Subsidiaries
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Consolidated Statements of Changes in Shareholders’ Equity MBIA Inc. & Subsidiaries

42

Common Stock Treasury Stock

For the years ended December 31, 2004, 2003 and 2002
Accumulated Unearned

Additional Other Unallocated Compensation Total
Paid-in Retained Comprehensive ESOP –Restricted Shareholders’

In thousands except per share amounts Shares Amount Capital Earnings Income (Loss) Shares Stock Shares Amount Equity

BALANCE, JANUARY 1, 2002—(RESTATED) 151,951 $151,951 $1,195,802 $3,356,302(1) $145,321 $(1,983) $(11,335) (3,517) $(112,635) $4,723,423

Comprehensive income:

Net income —  —  —  579,109 —  —  —  —  —  579,109

Other comprehensive income:

Change in unrealized appreciation of investments 

net of change in deferred income taxes of $222,973 —  —  —  —  414,771 —  —  —  —  414,771

Change in fair value of derivative instruments net of 

change in deferred income taxes of $(20,035) —  —  —  —  (37,209) —  —  —  —  (37,209)

Change in foreign currency translation —  —  —  —  18,367 —  —  —  —  18,367

Other comprehensive income 395,929

Total comprehensive income 975,038

Capital issuance costs —  —  (2,774) —  —  —  —  —  —  (2,774)

Treasury shares acquired —  —  —  —  —  —  —  (4,264) (208,945) (208,945)

Unallocated ESOP shares —  —  50 —  —  1,330 —  —  —  1,380

Stock-based compensation 604 604 46,235 —  —  —  (1,311) —  —  45,528

Dividends (declared per common share $0.680, 

paid per common share $0.660) —  —  —  (99,492) —  —  —  —  —  (99,492)

BALANCE, DECEMBER 31, 2002—(RESTATED) 152,555 152,555 1,239,313 3,835,919 541,250 (653) (12,646) (7,781) (321,580) 5,434,158

Comprehensive income:

Net income —  —  —  815,916 —  —  —  —  —  815,916

Other comprehensive income:

Change in unrealized appreciation of investments 

net of change in deferred income taxes of $34,698 —  —  —  —  64,886 —  —  —  —  64,886

Change in fair value of derivative instruments net of 

change in deferred income taxes of $5,232 —  —  —  —  9,716 —  —  —  —  9,716

Change in foreign currency translation net of change 

in deferred income taxes of $3,085 —  —  —  —  16,771 —  —  —  —  16,771

Other comprehensive income 91,373

Total comprehensive income 907,289

Capital issuance costs —  —  (4,056) —  —  —  —  —  —  (4,056)

Treasury shares acquired —  —  —  —  —  —  —  (1,895) (82,404) (82,404)

Unallocated ESOP shares —  —  (2) —  —  653 —  —  —  651

Variable interest entity equity —  —  46 —  —  —  —  —  —  46

Stock-based compensation 996 996 60,337 —  —  —  347 —  —  61,680

Dividends (declared per common share $0.800, 

paid per common share $0.770) —  —  —  (115,211) —  —  —  —  —  (115,211)

BALANCE, DECEMBER 31, 2003—(RESTATED) 153,551 153,551 1,295,638 4,536,624 632,623 —  (12,299) (9,676) (403,984) 6,202,153

Comprehensive income:

Net income —  —  —  815,304 —  —  —  —  —  815,304

Other comprehensive loss:

Change in unrealized appreciation of investments 

net of change in deferred income taxes of $(26,944) —  —  —  —  (46,877) —  —  —  —  (46,877)

Change in fair value of derivative instruments net of 

change in deferred income taxes of $1,986 —  —  —  —  3,688 —  —  —  —  3,688

Change in foreign currency translation net of change 

in deferred income taxes of $5,346 —  —  —  —  21,739 —  —  —  —  21,739

Other comprehensive loss (21,450)

Total comprehensive income 793,854

Capital issuance costs —  —  (2,353) —  —  —  —  —  —  (2,353)

Treasury shares acquired —  —  —  —  —  —  —  (6,540) (375,030) (375,030)

Stock-based compensation 2,057 2,057 117,514 —  —  —  (22,387) —  —  97,184

Dividends (declared per common share $0.960, 

paid per common share $0.920) —  —  —  (136,737) —  —  —  —  —  (136,737)

BALANCE, DECEMBER 31, 2004 155,608 $155,608 $1,410,799 $5,215,191 $611,173 $ —  $(34,686) (16,216) $(779,014) $6,579,071

(1) Restated; previously reported $3,415,517. 

DISCLOSURE OF RECLASSIFICATION AMOUNT: 2002 2003 2004

Unrealized appreciation of investments arising during the period, net of taxes $425,234 $120,555 $ 19,320

Reclassification adjustment, net of taxes (10,463) (55,669) (66,197)

Net unrealized appreciation, net of taxes $414,771 $ 64,886 $(46,877)

The accompanying notes are an integral part of the consolidated financial statements. 
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MBIA Inc. & SubsidiariesConsolidated Statements of Cash Flows

Years ended December 31

Restated Restated
In thousands 2004 2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES OF CONTINUING OPERATIONS:
Net income $ 815,304 $ 815,916 $ 579,109

Loss (income) from discontinued operations, net of tax 602 (2,104) (8,029)
Gain on sale of discontinued operations, net of tax (3,178) —  —  
Cumulative effect of accounting change — —  7,731

Net income from continuing operations 812,728 813,812 578,811
Adjustments to reconcile net income from continuing operations to net cash provided 

by operating activities of continuing operations:
Increase in accrued investment income (42,299) (38,637) (33,281)
Increase in deferred acquisition costs (40,768) (17,506) (24,523)
Increase in prepaid reinsurance premiums (4,613) (4,033) (2,578)
Increase in deferred premium revenue 143,544 296,668 179,459
Increase in loss and loss adjustment expense reserves 35,136 70,154 40,334
Decrease (increase) in reinsurance recoverable on unpaid losses 27,351 (17,257) (8,738)
Depreciation 13,904 11,483 14,047
Amortization of bond discount, net 49,426 4,018 14,377
Net realized gains on sale of investments (72,914) (80,668) (15,424)
Current income tax benefit (33,779) (2,397) (4,998)
Deferred income tax provision (benefit) 99,162 38,695 (4,115)
Net (gains) losses on derivative instruments and foreign exchange (1,602) (99,665) 81,877
Stock option compensation 16,701 26,428 23,853
Other, net (99,502) 15,919 39,039

Total adjustments to net income 89,747 203,202 299,329

Net cash provided by operating activities of continuing operations 902,475 1,017,014 878,140

CASH FLOWS FROM INVESTING ACTIVITIES OF CONTINUING OPERATIONS: 
Purchase of fixed-maturity securities, net of payable for investments purchased (9,615,341) (13,468,408) (12,356,410)
Sale of fixed-maturity securities, net of receivable for investments sold 8,037,792 11,235,246 11,527,680
Redemption of fixed-maturity securities, net of receivable for investments redeemed 877,070 1,597,511 529,065
Sale (purchase) of short-term investments 4,544 (104,638) (377,191)
Sale (purchase) of other investments 74,419 (53,523) (44,402)
Purchases for investment agreement and medium-term note portfolios, net of payable 

for investments purchased (15,752,028) (12,719,373) (7,193,183)
Sales for investment agreement and medium-term note portfolios, net of receivable for investments sold 12,649,571 11,155,499 6,010,956
Acquisition of conduits — 1,134 —  
Purchase of held-to-maturity investments (1,442,684) (1,465,209) — 
Redemptions of held-to-maturity investments 2,840,711 —  —  
Capital expenditures (8,740) (11,089) (15,401)
Disposals of capital assets 2,255 1,016 206

Net cash used by investing activities of continuing operations (2,332,431) (3,831,834) (1,918,680)

CASH FLOWS FROM FINANCING ACTIVITIES OF CONTINUING OPERATIONS:
Net proceeds from issuance of long-term debt 348,553 —  291,300
Net proceeds from issuance of short-term debt 1,408 57,337 —  
Net proceeds from issuance of medium-term notes 3,186,567 1,503,001 —  
Net repayment for retirement of long-term debt (50,000) —  (100,000)
Net repayment for retirement of short-term debt — —  (47,751)
Net repayment for retirement of commercial paper (39,329) —  —  
Net repayment for retirement of medium-term notes (3,315,061) —  —  
Other borrowings (2,027) 15,693 (12,553)
Proceeds from issuance of investment agreement and medium-term notes 6,007,451 5,702,091 4,496,515
Payments for drawdowns of investment agreement and medium-term notes (4,278,787) (4,094,385) (3,320,699)
Securities sold under agreements to repurchase, net 141,221 (33,678) (15,935)
Dividends paid (132,072) (110,999) (97,154)
Capital issuance costs (2,353) (4,056) (2,774)
Purchase of treasury stock (375,030) (82,404) (208,945)
Exercise of stock options 63,390 25,806 19,096

Net cash provided by financing activities of continuing operations 1,553,931 2,978,406 1,001,100

DISCONTINUED OPERATIONS:
Net cash provided (used) by discontinued operations 14,717 (4,396) (7,066)

Net increase (decrease) in cash and cash equivalents 138,692 159,190 (46,506)
Cash and cash equivalents–beginning of year 227,544 68,354 115,040

Cash and cash equivalents–end of year $ 366,236 $ 227,544 $ 68,534

SUPPLEMENTAL CASH FLOW DISCLOSURES:
Income taxes paid $ 273,058 $ 293,695 $ 211,001
Interest paid:

Investment agreements $ 259,494 $ 245,632 $ 289,370
Commercial paper 33,677 7,445 —  
Medium-term notes 128,579 56,090 979
Variable interest entity floating rate notes 9,287 1,369 —  
Securities sold under agreements to repurchase 11,783 15,597 24,235
Other borrowings 668 2,621 4,375
Long-term debt 70,970 70,024 63,806

Non cash items:
Stock compensation $ 16,701 $ 26,428 $ 23,853
Dividends declared but not paid 33,489 28,824 24,612

The accompanying notes are an integral part of the consolidated financial statements.
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MBIA Inc. & SubsidiariesNotes to Consolidated Financial Statements

NOTE 1: BUSINESS AND ORGANIZATION

MBIA Inc. (MBIA or the Company) was incorporated in the state of
Connecticut on November 12, 1986 as a licensed insurer and, through
a series of transactions during December 1986, became the successor to
the business of the Municipal Bond Insurance Association (the Associa-
tion), a voluntary unincorporated association of insurers writing
municipal bond and note insurance as agent for the member insurance
companies. The Company operates its insurance business primarily
through its wholly owned subsidiary, MBIA Insurance Corporation
(MBIA Corp.) and MBIA Corp.’s wholly owned French subsidiary,
MBIA Assurance, S.A. (MBIA Assurance). 

MBIA Assurance writes financial guarantee insurance in the
international market, and pursuant to a reinsurance agreement with
MBIA Corp., a substantial amount of the risks insured by MBIA Assur-
ance are reinsured by MBIA Corp. In addition, the Company manages
books of business through two other subsidiaries wholly owned by
MBIA Corp., MBIA Insurance Corp. of Illinois (MBIA Illinois),
acquired in December 1989, and Capital Markets Assurance Corpora-
tion (CMAC), acquired in February 1998 when the Company merged
with CapMAC Holdings, Inc. (CapMAC). The net book of business of
these two subsidiaries is 100% reinsured by MBIA Corp. In 2004,
MBIA UK Insurance Limited (MBIA UK), a wholly owned subsidiary
of MBIA Corp. incorporated in the United Kingdom, was established
to write financial guarantee insurance in the international markets. Pur-
suant to a reinsurance agreement between MBIA UK and MBIA Corp.,
a substantial amount of the risks insured by MBIA UK will be rein-
sured by MBIA Corp. As of December 2004, MBIA UK had not com-
menced writing business. 

The Company also provides investment services through several
of its subsidiaries, which are wholly owned by MBIA Asset Manage-
ment LLC (MBIA-AML). MBIA-AML, formed in 1998 and converted
to a limited liability corporation in December 2000, is a wholly owned
subsidiary of MBIA Inc. MBIA Municipal Investors Service Corpora-
tion (MBIA-MISC) operates cooperative cash management programs
for school districts and municipalities. In May 2000, MBIA-MISC
merged with another subsidiary, American Money Management Asso-
ciates, Inc. (AMMA), which provides investment and treasury manage-
ment consulting services to municipal and quasi-public sector clients.
MBIA Investment Management Corp. (IMC) provides customized
investment agreements for bond proceeds and other public funds, as
well as for funds that are invested as part of asset-backed or structured
product issuances. MBIA Capital Management Corp. (CMC) provides
fixed-income investment management services for the Company, its
affiliates and third-party institutional clients. 1838 Investment Advi-
sors, LLC (1838), a full service equity-focused asset management firm
wholly owned by MBIA-AML, was sold in May 2004. The sale of 1838
resulted from the Company’s decision to exit the equity advisory mar-
ket and focus on fixed-income asset management. 

The Company also provides municipal services through its
municipal services operations’ subsidiaries, which are wholly owned by
MBIA MuniServices Company (MBIA MuniServices) which was
formed in 1996. Municipal Resources Consultants (MRC) is a revenue
audit and information services firm and also provides tax compliance
services to state and local governments. Municipal Tax Collection
Bureau Inc. (MTB) provides tax compliance services to state and local
governments. MTB’s activities have been transferred to MBIA Muni-

Services and MRC and, as of December 31, 2004, only one service con-
tract remained in MTB. Capital Asset Holdings, Inc. and subsidiaries
(Capital Asset) service and manage delinquent municipal tax liens. 

TRS Funding Corporation (TRS) was formed in September
1997 to provide clients with structured financing solutions involving
the use of total return swaps and credit derivatives. While MBIA does
not have a direct ownership interest in TRS, it is consolidated in the
financial statements of the Company on the basis that TRS is con-
trolled by MBIA and substantially all risks and rewards are borne by
MBIA. In October 2002, all remaining investments and debt obliga-
tions of TRS matured. As of December 31, 2004, TRS had two deriva-
tive contracts outstanding. 

LaCrosse Financial Products, LLC (LaCrosse), formerly King
Street Financial Products, LLC, was created in December 1999 to offer
clients structured derivative products, such as credit default, interest
rate and currency swaps. While MBIA does not have a direct ownership
interest in LaCrosse, it is consolidated in the financial statements of the
Company on the basis that LaCrosse is controlled by MBIA and sub-
stantially all risks and rewards are borne by MBIA. 

MBIA Asset Finance, LLC (Asset Finance) was formed as a
wholly owned subsidiary of the Company in April 2002 to serve as a
holding company for the purpose of consolidating MBIA-owned spe-
cial purpose vehicles (SPVs). As of September 2003, it became a wholly
owned subsidiary of MBIA-AML. Assurance Funding Limited (Assur-
ance Funding) was formed in September 2002 and is 99% owned by
Asset Finance and 1% owned by MBIA Assurance. Assurance Funding
was created as a SPV to provide structured funding and credit enhance-
ment services to global structured finance clients. Assurance Funding
was inactive as of December 31, 2004. 

MBIA Global Funding, LLC (GFL) was formed as a wholly
owned subsidiary of the Company in May 2002. GFL issues medium-
term notes for the purpose of funding financial assets within the Com-
pany’s asset management business. 

Euro Asset Acquisition Limited (EAAL) was formed in 2003 as a
wholly owned subsidiary of the Company and as an extension of its
asset management business. EAAL primarily purchases foreign assets as
permitted under the Company’s investment guidelines. 

MBIA UK Asset Management Limited (AM-UK) was formed in
November 2004 to provide investment management services to foreign
branches of the Company, its affiliates and third-party clients and is
included in the fixed-income advisory services segment. AM-UK is a
United Kingdom Financial Services Authority (FSA)–regulated invest-
ment adviser. 

In May 2003, the Company sponsored the formation of Toll
Road Funding, Plc. (TRF), a public company limited by shares and
incorporated in Ireland under the Irish Companies Act. TRF was estab-
lished to acquire a loan participation related to the financing of an Ital-
ian toll road. TRF is a variable interest entity (VIE), of which MBIA is
the primary beneficiary. Therefore, while MBIA does not have a direct
ownership interest in TRF, it is consolidated in the financial statements
of the Company in accordance with Financial Accounting Standards
Board (FASB) Interpretation Number (FIN) 46 “Consolidation of
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Variable Interest Entities,” subsequently revised as FIN 46(R). In June
2004, the loan in which TRF participated was repaid in full. At that
time, TRF repaid all of its outstanding debt obligations. 

In September 2003, MBIA purchased the equity and acquired
all controlling interests of Triple-A One Funding Corporation (Triple-
A), Meridian Funding Company, LLC (Meridian) and Polaris Funding
Company, LLC (Polaris) (collectively the Conduits) through Asset
Finance. The Conduits fall within the scope of FIN 46(R) and are con-
solidated by the Company under its requirements. See Note 6 for addi-
tional disclosures related to the consolidation of the Conduits. 

Incorporated in September 1993, Triple-A was formed to pro-
vide secured loans to borrowers, purchase participations in pools of
retail, trade and other receivables and purchase investment grade securi-
ties at the time of issuance or in the secondary market. Triple-A may
fund its purchases of such assets through the issuance of commercial
paper or other securities. Assets funded by Triple-A primarily consist of
secured loans to qualified borrowers, participations in short-term and
long-term receivable pools and investment grade asset-backed securi-
ties. Debt issued principally consists of commercial paper. Triple-A may
enter into various types of derivative agreements for non-trading pur-
poses designed to hedge its exposure to interest rate and foreign cur-
rency fluctuations. In addition, Triple-A enters into 364-day or shorter
term credit facilities with multiple independent third-party credit sup-
port providers as a source of liquidity in the event of a commercial
paper market disruption. 

Meridian, formed in July 1997, issues medium-term notes in an
unlimited number of series of undetermined amounts not to exceed an
aggregate principal amount of $8 billion. Proceeds from the issuance of
such notes are used to fund the purchase of permitted investments.
Such investments primarily consist of asset-backed loans and securities
issued by major global structured finance clients. Meridian may enter
into various types of derivative agreements for non-trading purposes
designed to hedge its exposure to interest rate and foreign currency fluc-
tuations on its assets and liabilities. 

Polaris, formed in November 1997, issues medium-term notes
in an unlimited number of series of undetermined amounts not to
exceed an aggregate principal amount of $5 billion. Proceeds from the
issuance of such notes are used to fund the purchase of permitted
investments. Such investments primarily consist of debt instruments
and loans issued by major national and international corporations.
Polaris may enter into various types of derivative agreements for non-
trading purposes designed to hedge its exposure to interest rate and for-
eign currency fluctuations on its assets and liabilities. 

MBIA has also consolidated a third-party VIE under the provi-
sions of FIN 46(R). Consolidation of this VIE resulted from MBIA’s
guarantee of the assets of the entity through a financial guarantee pol-
icy. See Note 6 for additional disclosures related to the consolidation 
of VIEs. 

NOTE 2: RESTATEMENT OF CONSOLIDATED FINANCIAL

STATEMENTS

The Company has restated its previously issued consolidated financial
statements for 1998 and subsequent years to correct the accounting
treatment for two reinsurance agreements entered into in 1998 with
Converium Reinsurance (North America) Inc., (formerly known as
Zurich Reinsurance (North America), Inc.) (Converium). The restate-
ment adjustments resulted in a cumulative net reduction in sharehold-
ers’ equity of $59.2 million as of December 31, 2001 and an increase to
previously reported net income of $22 thousand for the year ended
December 31, 2002. For the year ended December 31, 2003, the
restatement adjustments resulted in an increase to previously reported
net income of $2.3 million. 

In 1998, the Company incurred a $170 million loss related to
$265 million of MBIA insured bonds issued by Allegheny Health, Edu-
cation and Research Foundation (AHERF). At that time, the Company
entered into an excess of loss reinsurance agreement with Converium,
which reimbursed the Company $70 million. This $70 million reim-
bursement was recorded as an offset to the $170 million AHERF
related loss. At the same time that the Company arranged the excess of
loss reinsurance agreement, it entered into a separate quota share rein-
surance agreement with Converium that obligated the Company to
cede $102 million of premiums to Converium over a six-year period
ending October 1, 2004. 

In October 2004, the Company’s management recommended
that the Audit Committee of the Company’s Board of Directors under-
take an investigation of the reinsurance agreements related to AHERF,
including whether an oral agreement existed between the Company
and AXA Re Finance S.A. (ARF) that the Company would assume the
risk from ARF that MBIA ceded to Converium and Converium retro-
ceded to ARF. The Audit Committee retained outside counsel and initi-
ated an investigation in October 2004. The outside counsel’s
investigation has been substantially completed. While the investigation
has not conclusively determined whether an oral agreement in fact
existed, the Company has been advised, however, that it appears likely
that such an agreement or understanding was made in 1998. Based on
this information, the Company could no longer be certain that for
financial reporting purposes, insurance risk was transferred to Con-
verium with respect to the excess of loss and quota share reinsurance
agreements. Therefore, the Company has corrected its accounting for
these agreements by recording the $70 million received from Con-
verium under the excess of loss agreement as a deposit and recording
subsequent premium cessions to Converium under the quota share
agreement as a repayment of the deposit with imputed interest. 
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Information presented in the Notes to Consolidated Financial
Statements gives effect to the restatement unless otherwise indicated.

NOTE 3: SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the basis
of accounting principles generally accepted in the United States of
America (GAAP). The preparation of financial statements in confor-
mity with GAAP requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during
the reporting period. As additional information becomes available or
actual amounts become determinable, the recorded estimates are
revised and reflected in operating results. Actual results could differ
from those estimates. The Company’s significant accounting policies
are as follows: 

CONSOLIDATION The consolidated financial statements include
the accounts of the Company, its subsidiaries and entities under its con-
trol for which the Company retains substantially all the risks and
rewards. This includes VIEs consolidated under the requirements of
FIN 46(R). All significant intercompany balances have been elimi-
nated. Certain amounts have been reclassified in prior years’ financial
statements to conform to the current presentation. This includes the
reclassification of Conduit and VIE assets and liabilities, which had no
effect on net income, total assets, total liabilities or shareholders’ equity

as previously reported. Additionally, this includes the reclassification of
salvage and subrogation from “Loss and loss adjustment expense
reserves” to “Other assets,” which resulted in an increase in total assets
and total liabilities as of December 31, 2004 and 2003 of $154 million
and $125 million, respectively. 

INVESTMENTS The Company classifies its fixed-maturity invest-
ments as either available-for-sale or held-to-maturity, as defined by
Statement of Financial Accounting Standards (SFAS) 115, “Accounting
for Certain Investments in Debt and Equity Securities.” Available-for-
sale investments are reported in the financial statements at fair value,
with unrealized gains and losses, net of deferred taxes, reflected in accu-
mulated other comprehensive income in shareholders’ equity. Bond dis-
counts and premiums are amortized using the effective yield method
over the remaining term of the securities. For pre-refunded bonds, the
remaining term is determined based on the contractual refunding date.
Investment income is recorded as earned. Realized gains or losses on the
sale of investments are determined by specific identification and are
included as a separate component of revenues. 

Held-to-maturity investments consist mainly of debt securities,
loans, lease receivables, trade receivables and floating rate notes. These
investments are reported in the financial statements at amortized cost.
Discounts and premiums are amortized using the straight-line method
over the remaining term of the securities. Using an effective yield
method would not have produced materially different results. Invest-
ment income is recorded as earned. 

The following table presents the effects of the restatement on the consolidated financial statements of the Company for the years ended
December 31, 2003 and 2002. 

As of and For the Year As of and For the Year
Ended Ended

December 31, 2003 December 31, 2002

Previously Previously
In thousands except per share information Reported Restated Reported Restated 

CONSOLIDATED STATEMENT OF INCOME DATA:
Net premiums written $ 1,033,072 $ 1,050,000 $ 753,405 $ 770,333
Increase in deferred premium revenue (300,075) (310,129) (164,896) (176,880)
Premiums earned 732,997 739,871 588,509 593,453
Insurance revenues 1,378,619 1,385,493 1,006,982 1,011,926
Losses and loss adjustment expenses 72,888 73,555 61,688 62,223
Operating expenses 108,130 110,751 87,401 91,776
Insurance income 1,139,694 1,143,280 810,224 810,258
Income from continuing operations before income taxes 1,145,296 1,148,882 779,739 779,773
Provision for income taxes 333,815 335,070 200,950 200,962
Income from continuing operations 811,481 813,812 578,789 578,811
Net income $ 813,585 $ 815,916 $ 579,087 $ 579,109

Basic EPS:
Income from continuing operations $ 5.66 $ 5.67 $ 3.95 $ 3.95
Net income $ 5.67 $ 5.69 $ 3.95 $ 3.95

Diluted EPS:
Income from continuing operations $ 5.60 $ 5.61 $ 3.92 $ 3.92
Net income $ 5.61 $ 5.63 $ 3.92 $ 3.92

CONSOLIDATED BALANCE SHEET DATA:
Prepaid reinsurance premiums $ 535,728 $ 466,762 $ 521,641 $ 462,729
Total assets 30,393,219 30,324,253 18,894,334 18,835,422
Loss and loss adjustment expense reserves 684,995 691,481 615,508 621,327
Current income taxes 14,554 9,627 17,648 12,024
Deferred income taxes, net 552,740 527,050 471,534 445,286
Other liabilities 422,257 434,307 345,031 371,712
Total liabilities 24,134,204 24,122,100 13,400,983 13,401,264
Retained earnings 4,593,486 4,536,624 3,895,112 3,835,919
Shareholders’ equity $ 6,259,015 $ 6,202,153 $ 5,493,351 $ 5,434,158

Notes to Consolidated Financial Statements
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Short-term investments are carried at amortized cost, which
approximates fair value, and include all fixed-maturity securities with a
remaining effective term to maturity of less than one year. 

Other investments include the Company’s interest in equity-ori-
ented and equity method investments. The Company records its share
of the unrealized gains and losses on equity-oriented investments, net of
applicable deferred income taxes, in accumulated other comprehensive
income in shareholders’ equity. The carrying amounts of equity method
investments are initially recorded at cost and adjusted to recognize the
Company’s share of the profits or losses, net of any intercompany gains
and losses, of the investee through earnings subsequent to the purchase
date of the investment. Dividends are applied as a reduction of the car-
rying amount of the investment. 

MBIA regularly monitors its investments in which fair value is
less than amortized cost in order to assess whether such a decline in
value is other-than-temporary and, therefore, should be reflected as a
realized loss in net income. Such an assessment requires the Company
to determine the cause of the decline and whether the Company pos-
sesses both the ability and intent to hold the investment to maturity or
until the value recovers to an amount at least equal to amortized cost.
This assessment requires management to exercise judgment as to
whether an investment is impaired based on market conditions and
trends and the availability of relevant data. 

CASH AND CASH EQUIVALENTS Cash and cash equivalents
include cash on hand and demand deposits with banks with original
maturities of less than 90 days. 

POLICY ACQUISITION COSTS Policy acquisition costs include
those expenses that relate primarily to, and vary with, premium produc-
tion. The Company periodically conducts a study to determine which
operating costs vary with, and primarily relate to, the acquisition of
new insurance business and qualify for deferral. For business produced
directly by MBIA Corp. and its subsidiaries, such costs include com-
pensation of employees involved in underwriting and policy issuance
functions, certain rating agency fees, state premium taxes and certain
other underwriting expenses, reduced by ceding commission income
on premiums ceded to reinsurers. Policy acquisition costs are deferred
and amortized over the period in which the related premiums are
earned. 

MBIA will recognize a premium deficiency if the sum of
expected loss and loss adjustment expenses, maintenance costs and
unamortized policy acquisition costs exceed the related unearned pre-
miums. If MBIA was to have a premium deficiency that is greater than
unamortized acquisition costs, the unamortized acquisition costs would
be reduced by a charge to expense, and a liability (if necessary) would
be established for any remaining deficiency. As of December 31, 2004,
there have been no premium deficiencies. Although GAAP permits the
inclusion of anticipated investment income when determining a pre-
mium deficiency, it is currently not being included in the Company’s
evaluation. 

GOODWILL Goodwill represents the excess of the cost of acquir-
ing business enterprises over the fair value of the net assets acquired.
Effective January 1, 2002 the Company adopted SFAS 142, “Goodwill
and Other Intangible Assets.” Under SFAS 142, goodwill is no longer
amortized but rather is tested for impairment at least annually. See
Note 5 for an explanation of the impact of adoption of this Statement
on the Company’s financial statements. 

PROPERTY AND EQUIPMENT Property and equipment consists of
land, buildings, furniture and fixtures, computer equipment and soft-

ware and leasehold improvements. All property and equipment is
recorded at cost and, except for land, is depreciated over the appropriate
useful life of the asset using the straight-line method. Maintenance and
repairs are charged to current earnings as incurred. The useful lives of
each class of assets are as follows: 

Buildings and site improvements 15-31 years
Leasehold improvements 6-10 years
Furniture and fixtures 8 years
Computer equipment and software 3-5 years

DERIVATIVES The FASB issued, then subsequently amended,
SFAS 133, “Accounting for Derivative Instruments and Hedging Activ-
ities,” which was effective for the Company on January 1, 2001. Under
SFAS 133, as amended, all derivative instruments are recognized on the
balance sheet at their fair value, and changes in fair value are recognized
immediately in earnings unless the derivatives qualify as hedges. If the
derivatives qualify as hedges, depending on the nature of the hedge,
changes in the fair value of the derivatives are either offset against the
change in fair value of assets, liabilities, or firm commitments through
earnings, or are recognized in accumulated other comprehensive
income until the hedged item is recognized in earnings. Any ineffective
portion of a derivative’s change in fair value is recognized immediately
in earnings. If circumstances or events arise that require the termination
and settlement of a derivative contract prior to maturity, any unrealized
gain or loss will be recognized immediately in earnings. If the underly-
ing hedged item ceases to exist, all changes in the fair value of the deriv-
ative are recognized in earnings each period until the derivative matures
or terminates. 

The nature of the Company’s business activities requires the
management of various financial and market risks, including those
related to changes in interest rates and foreign currency exchange rates.
The Company uses derivative instruments to mitigate or eliminate cer-
tain of those risks. See Note 7 for a further discussion of the Company’s
use of derivatives and their impact on the Company’s financial
statements. 

LOSSES AND LOSS ADJUSTMENT EXPENSES The financial guaran-
tees issued by MBIA Corp. insure scheduled payments of principal and
interest due on various types of financial obligations against a payment
default on such payments by the issuers of the obligations. Loss and loss
adjustment expense (LAE) reserves are established by the Company’s
Loss Reserve Committee, which is comprised of members of senior
management, and require the use of judgment and estimates with
respect to the occurrence and amount of a loss on an insured obliga-
tion. As discussed below, the accounting for non-derivative financial
guarantee loss reserves is possibly subject to change. 

The Company establishes two types of loss and LAE reserves for
non-derivative financial guarantees; an unallocated loss reserve and case
basis reserves. The unallocated loss reserve is established on an undis-
counted basis with respect to the Company’s entire insured portfolio.
The Company’s unallocated loss reserve represents its estimate of losses
that have or are probable to occur as a result of credit deterioration in
the Company’s insured portfolio but which have not yet been specifi-
cally identified and applied to specific insured obligations. The unallo-
cated loss reserve is increased on a quarterly basis using a formula that
applies a “loss factor” to the Company’s scheduled net earned premium
for the respective quarter, both of which are defined and set forth
below. This increase in the unallocated reserve is the Company’s provi-
sion for loss and loss adjustment expenses as reported on the Com-
pany’s income statement. Scheduled net earned premium represents
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quarterly premium earnings, net of reinsurance, from all policies in
force less the portion of quarterly premium earnings that have been
accelerated as a result of the refunding or defeasance of insured obliga-
tions. Total earned premium as reported on the Company’s income
statement includes both scheduled net earned premium and premium
earnings that have been accelerated, net of reinsurance. Once a policy is
originated, the amount of scheduled net earned premium recorded in
earnings will be included in the Company’s calculation of its unallo-
cated loss reserve. When an insured obligation is refunded, defeased or
matures, the Company does not reverse the unallocated loss reserve pre-
viously generated from the scheduled net earned premium on such
obligation as the Company’s unallocated loss reserve is not specific to
any individual obligation. 

Each quarter, the Company calculates its provision for the unal-
located loss reserve as 12% of scheduled net earned premium. This
amount is recorded as “Losses and loss adjustment expense” on the
income statement. Annually, the Loss Reserve Committee evaluates the
appropriateness of the 12% loss factor. In performing this evaluation,
the Loss Reserve Committee considers the composition of the Com-
pany’s insured portfolio by municipal sector, structured asset class,
remaining maturity and credit quality, along with the latest industry
data, including historical default and recovery experience for the rele-
vant sectors of the fixed-income market in order to determine if a trend
is developing that indicates the 12% loss factor should be increased or
decreased. The Loss Reserve Committee reviews the results of its annual
evaluation for a three- or four-year period to determine whether any
long-term trends are developing. As of December 31, 2004, the Com-
pany does not believe any trend is developing that would cause a
change to the 12% loss factor. However, if a catastrophic or very
unusual loss occurred, the Loss Reserve Committee would consider tak-
ing an immediate charge through “Losses and loss adjustment
expenses” and possibly also increasing the loss factor in order to main-
tain an adequate level of loss reserves. During the years ended Decem-
ber 31, 2004, 2003 and 2002, the Company calculated its provision for
the unallocated loss reserve as 12% of scheduled net earned premium. 

When a case basis reserve is established, MBIA reclassifies the
estimated amount from its unallocated loss reserve in an amount equal
to the specific case basis loss reserve. Therefore, the amount of available
unallocated loss reserve at the end of each period is reduced by the
actual case basis reserves established in the same period. Such reclassifi-
cation has no effect on the Company’s income statement as the unallo-
cated loss reserve and specific case basis reserves, gross of recoveries
from reinsurers, are reported as liabilities within “Loss and loss adjust-
ment expense reserves” on the Company’s balance sheet. In the unlikely
event that case basis reserves develop at a significantly faster or slower
rate than anticipated by applying the loss factor to net scheduled earned
premium, the Company will perform a qualitative evaluation with
respect to the adequacy of the remaining unallocated loss reserve. In
performing this evaluation, the Company considers the anticipated
amounts of future transfers to existing case basis reserves, as well as the
likeliness those policies for which case basis reserves have not been
established will require case basis reserves at a faster or slower rate than
initially expected. 

If, after establishing case basis reserves for the period, the Com-
pany determines that the remaining unallocated loss reserve is not suffi-
cient to cover its estimate of losses not yet specifically identified in its
insured portfolio, additional unallocated loss reserves will be accrued at
such time which, as a result, will reduce the Company’s earnings for the
period. Conversely, if the Company determines that the remaining
unallocated loss reserve is in excess of the amount needed to cover its

estimate of unidentified losses, the Company will reverse the excess at
such time which, as a result, will increase the Company’s earnings for
the period. The Company has not made any such adjustment to its
unallocated loss reserve during the periods presented in the Company’s
financial statements. 

MBIA establishes new case basis reserves with respect to a spe-
cific insurance policy when the Loss Reserve Committee determines
that (i) a claim has been made or is probable in the future with respect
to such policy based on specific credit events that have occurred and (ii)
the amount of the ultimate loss that MBIA will incur under such policy
can be reasonably estimated. The amount of the case basis reserve with
respect to any policy is based on the net present value of the expected
ultimate losses and loss adjustment expense payments that the Com-
pany expects to pay with respect to such policy, net of expected recover-
ies under salvage and subrogation rights. For years ending after
December 31, 2002, the amount of the expected loss, net of expected
recoveries, is discounted based on a discount rate equal to the actual
yield of the fixed-income portfolio held by the Company’s insurance
subsidiaries at the end of the preceding fiscal quarter. The Company
believes this yield is an appropriate rate of return for present valuing its
reserves as it reflects the rate of return on the assets supporting future
claim payments by the Company. Prior to 2003, the Company used a
flat discount rate. The discount rate used at December 31, 2004, 2003
and 2002 was 4.8%, 4.7% and 9.0%, respectively. When a case basis
reserve is established for an insured obligation, the Company continues
to record premium revenue until it believes that premiums will no
longer be collected on that obligation. 

Case basis reserves are established in the same manner for poli-
cies with respect to which an insured event (i.e., a payment default on
the insured obligation) has already occurred and also for those policies
where the Company expects that an insured event will occur in the
future based upon credit deterioration which has already occurred and
has been identified. This reserving methodology is different from case
basis reserves that are established by traditional property casualty insur-
ance companies, which determine case basis reserves only upon the
occurrence of an insured event when reported. The Company does not
establish case basis reserves for all payments due under an insured oblig-
ation but rather only those that the Company believes the issuer of the
insured obligation will be unable to make. Case basis reserves cover the
amount of principal and interest owed that the Company expects to
pay on its insured obligations and the costs of settlement and other loss
mitigation expenses, net of expected recoveries. Expected recoveries
reduce the amount of case basis reserves established by the Company.
When MBIA becomes entitled to the underlying collateral of an
insured credit under salvage and subrogation rights as a result of a claim
payment, it records salvage and subrogation as an asset. Such amounts
are included in the Company’s balance sheet within “Other assets.” 

A number of variables are taken into account in establishing 
specific case basis reserves for individual policies. These variables
include the creditworthiness of the underlying issuer of the insured
obligation, whether the obligation is secured or unsecured and the
expected recovery rates on the insured obligation, the projected cash
flow or market value of any assets that support the insured obligation
and the historical and projected loss rates on such assets. Factors that
may affect the actual ultimate realized losses for any policy include the
state of the economy, changes in interest rates, rates of inflation and 
the salvage values of specific collateral. The methodology for determin-
ing when a case basis reserve is established may differ from other finan-
cial guarantee insurance companies, as well as from other property 
and casualty insurance enterprises. 

Notes to Consolidated Financial Statements
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Management believes that the Company’s reserves are adequate
to cover the ultimate net cost of claims. However, because the reserves
are based on management’s judgment and estimates, there can be no
assurance that the ultimate liability will not exceed such estimates. See
Note 23 for additional information regarding the Company’s loss and
LAE reserves. 

The Company’s loss reserving policy, described above, is based
on guidance provided in SFAS 60, “Accounting and Reporting by
Insurance Enterprises,” SFAS 5, “Accounting for Contingencies” and
analogies to Emerging Issues Task Force (EITF) 85-20, “Recognition of
Fees for Guaranteeing a Loan.” SFAS 60 requires that, for short-dura-
tion contracts, a liability for unpaid claim costs relating to insurance
contracts, including estimates of costs relating to incurred but not
reported claims, be accrued when insured events occur. Additionally,
SFAS 5, requires that a loss be recognized where it is probable that one
or more future events will occur confirming that a liability has been
incurred at the date of the financial statements and the amount of loss
can be reasonably estimated. 

Although SFAS 60 provides guidance to insurance enterprises,
the Company does not believe SFAS 60 comprehensively addresses the
unique attributes of financial guarantee insurance contracts, as the stan-
dard was developed prior to the maturity of the financial guarantee
industry. SFAS 60 provides guidance with respect to insurance con-
tracts that are either short-duration or long-duration in nature. Finan-
cial guarantee contracts typically have attributes of both and, therefore,
are difficult to classify as either. For instance, financial guarantee con-
tracts are reported for regulatory purposes as property and liability
insurance, normally considered short-duration, but have elements of
long-duration contracts in that they are irrevocable and extend over a
period that may be in excess of 30 years. 

The Company believes its loss reserving policy reflects the
requirements of applicable accounting literature, as well as the fact that
financial guarantee losses occur over time as a result of credit deteriora-
tion, operational difficulties of the insured obligor or fraud, which may
not be specifically detected when they occur but which can be generally
estimated across a portfolio of insured obligations based on the credit
quality and nature of the portfolio and historical default data. The
Company does, however, recognize premium revenue and policy acqui-
sition costs in a manner consistent with the guidance provided in SFAS
60 for short-duration contracts. If the Company and the rest of the
financial guarantee industry were required to classify its insurance con-
tracts as either short-duration or long-duration or if new specific guid-
ance for financial guarantee insurance emerges, different methods of
accounting could apply with respect to loss reserving and liability
recognition, and possibly extend to premium revenue and policy acqui-
sition cost recognition. Additionally, there are differences in the
methodology and measurement of loss reserves followed by other finan-
cial guarantee companies. 

As a result of discussions in January and February 2005 between
the Securities and Exchange Commission (SEC) staff and several finan-
cial guarantee industry participants, including MBIA, the Company
understands that the FASB staff is considering whether additional guid-
ance with respect to accounting for financial guarantee insurance
should be provided. The Company cannot currently assess how the
FASB’s and SEC staff ’s ultimate resolution of this issue will impact its
loss reserving policy or the effect it might have on recognizing premium
revenue and policy acquisition costs. Until the issue is resolved, the
Company intends to continue to apply its existing policy with respect
to the establishment of both case basis and unallocated loss reserves. 

INVESTMENT AGREEMENTS, MEDIUM-TERM NOTES AND

COMMERCIAL PAPER Investment agreements, medium-term notes and
commercial paper are recorded on the balance sheet at the time such
agreements are executed. The liabilities for investment agreements and
medium-term notes are carried at their face value plus accrued interest,
whereas the related assets are recorded at fair value as available-for-sale
securities. Interest expense is accrued at the contractual interest rate,
adjusted for any premiums or discounts. Commercial paper is carried at
amortized cost. Discounts are amortized on a straight-line basis, which
approximates a constant yield to maturity. 

SECURITIES BORROWED OR PURCHASED UNDER AGREEMENTS TO

RESELL AND SECURITIES LOANED OR SOLD UNDER AGREEMENTS TO

REPURCHASE Securities borrowed or purchased under agreements to
resell and securities loaned or sold under agreements to repurchase are
accounted for as collateralized transactions and are recorded at contract
value plus accrued interest, subject to the provisions of SFAS 140,
“Accounting for Transfers and Servicing of Financial Assets and Extin-
guishment of Liabilities.” It is the Company’s policy to take possession
of securities borrowed or purchased under agreements to resell. Securi-
ties borrowed or loaned are primarily entered into to obtain securities
that are repledged as part of MBIA’s collateralized investment and
repurchase agreement activity and are only transacted with high quality
dealer firms. In addition, securities sold under agreements to repurchase
provide liquidity to the Company’s investment agreement and
medium-term note programs. 

PREMIUM REVENUE RECOGNITION Upfront premiums are
earned in proportion to the expiration of the related risk. Therefore, for
transactions in which the premium is received upfront, premium earn-
ings are greater in the earlier periods when there is a higher amount of
exposure outstanding. The upfront premiums are apportioned to indi-
vidual sinking fund payments of a bond issue according to an amortiza-
tion schedule. After the premiums are allocated to each scheduled
sinking fund payment, they are earned on a straight-line basis over the
period of that sinking fund payment. Accordingly, deferred premium
revenue represents the portion of premiums written that is applicable to
the unexpired risk of insured bonds and notes. When an MBIA-insured
issue is retired early, is called by the issuer, or is in substance paid in
advance through a refunding accomplished by placing U.S. Govern-
ment securities in escrow, the remaining deferred premium revenue is
earned at that time since there is no longer risk to the Company. Install-
ment premiums are earned over each installment period, generally one
year or less. 

Premiums ceded to reinsurers reduce the amount of earned pre-
mium the Company will recognize from its insurance policies. For both
upfront and installment policies, ceded premium expense is recognized
in earnings in proportion to and at the same time the related premium
revenue is recognized. Ceding commission income is recognized in
earnings at the time the related premium is recognized. 

ADVISORY FEE REVENUE RECOGNITION The Company collects
advisory fees in connection with certain transactions. Depending upon
the type of fee received and whether it is related to an insurance policy,
the fee is either earned when it is due or deferred and earned over the
life of the related transaction. Work, waiver and consent, termination,
administrative and management fees are earned when the related ser-
vices are completed. Structuring fees are earned on a straight-line basis
over the life of the related insurance policy and commitment fees are
earned on a straight-line basis over the commitment period. 
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EMPLOYEE STOCK COMPENSATION Effective January 1, 2002,
the Company adopted the fair value recognition provisions of SFAS
123, “Accounting for Stock-Based Compensation.” Under the modified
prospective transition method selected by the Company under the pro-
visions of SFAS 148, “Accounting for Stock-Based Compensation –
Transition and Disclosure,” compensation costs related to stock options
is reflected in the Company’s net income for the periods ended Decem-
ber 31, 2004, 2003 and 2002. See Notes 4 and 25 for further discus-
sion regarding the methodology utilized in recognizing employee stock
compensation expense. 

INVESTMENT MANAGEMENT SERVICES OPERATIONS Investment
management services (IMS) results are comprised of net investment
income, fee income, expenses and gains and losses related to the Com-
pany’s investment agreement, medium-term note and conduit pro-
grams and asset management advisory and administrative services. Fees
related to asset management services are recognized in earnings as such
services are performed. 

MUNICIPAL SERVICES OPERATIONS Municipal services results
are comprised of the net investment income, operating revenues,
expenses and gains and losses of MBIA MuniServices, MTB, MRC and
Capital Asset. Operating revenues primarily consist of fees, which are
recognized in earnings as the related services are performed. 

CORPORATE Corporate results consist of net investment
income, interest expense on MBIA Inc. debt and general corporate
expenses. 

GAINS AND LOSSES Net realized gains and losses are primarily
generated as a result of sales of investments as part of the ongoing active
total return management of the investment portfolio. Net gains and
losses on derivative instruments and foreign exchange are the result of
fair valuing the Company’s derivative instruments and gains and losses
resulting from transactions denominated in foreign currencies. 

FOREIGN CURRENCY TRANSLATION Assets and liabilities
denominated in foreign currencies are translated at year-end exchange
rates. Operating results are translated at average rates of exchange pre-
vailing during the year. Unrealized gains or losses, net of deferred taxes,
resulting from translation are included in accumulated other compre-
hensive income in shareholders’ equity. Gains and losses resulting from
transactions in foreign currencies are recorded in current net income. 

INCOME TAXES Deferred income taxes are provided with respect
to the temporary differences between the tax bases of assets and liabili-
ties and the reported amounts in the financial statements that will result
in deductible or taxable amounts in future years when the reported
amount of the asset or liability is recovered or settled. Such temporary
differences relate principally to premium revenue recognition, deferred
acquisition costs, unrealized appreciation or depreciation of invest-
ments and derivatives and MBIA Corp.’s statutory contingency reserve. 

The Internal Revenue Code permits companies writing financial
guarantee insurance to deduct from taxable income amounts added to
the statutory contingency reserve, subject to certain limitations. The tax
benefits obtained from such deductions must be invested in non-inter-
est-bearing U.S. Government tax and loss bonds. The Company
records purchases of tax and loss bonds as payments of federal income
taxes. The amounts deducted must be restored to taxable income when
the contingency reserve is released, at which time the Company may
present the tax and loss bonds for redemption to satisfy the additional
tax liability. 

NOTE 4: RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB issued SFAS 123(R), “Share-Based Pay-
ment.” SFAS 123(R) is a revision of SFAS 123, “Accounting for Stock-
Based Compensation” and supersedes Accounting Principles Board
Opinion (APB) 25, “Accounting for Stock Issued to Employees.” SFAS
123(R) requires the Company to expense the fair value of employee
stock options and other forms of stock-based compensation. In addi-
tion, SFAS 123(R) classifies share-based payment awards as either lia-
bility awards, which are remeasured at fair value at each balance sheet
date, or equity awards, which are measured at fair value on the grant
date and not subsequently remeasured. Generally, awards with cash-
based settlement, repurchase features or that are settled at a fixed dollar
amount are classified as liability awards, and changes in fair value will
be reported in earnings. Awards with net-settlement features or that
permit a cashless exercise with third-party brokers are classified as
equity awards and changes in fair value are not reported in earnings.
The requirements are effective as of July 1, 2005. The Company’s long-
term incentive plans include features which would result in both liabil-
ity and equity awards. The Company adopted the fair value provisions
of SFAS 123 effective January 1, 2002 and does not believe that the
adoption of SFAS 123(R) for equity awards will have a material effect
on the Company’s financial position or results of operations. For liabil-
ity awards, the Company currently remeasures these awards and does
not believe that the adoption of SFAS 123(R) will have a material effect
on the Company’s financial position or results of operations. 

In September 2004, the Emerging Issues Task Force (EITF)
issued 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,” which delayed the guidance in
paragraphs 10-20 of EITF 03-1. The disclosure requirements required
by EITF 03-1 issued in December 2003 remain in effect. EITF 03-1
requires the Company to disclose certain information about unrealized
losses on its investment portfolio that have not been recognized as
other-than-temporary impairments. The requirements were effective
for fiscal years ending after December 15, 2003, and required the Com-
pany to make disclosures in its financial statements about investments
in debt or marketable equity securities with market values below carry-
ing values. See Note 12 for disclosures required by EITF 03-1. 

In April 2003, the FASB issued SFAS 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities.”
SFAS 149 amends and clarifies financial accounting and reporting for
derivative instruments, including certain derivative instruments
embedded in other contracts and for hedging activities under SFAS
133. SFAS 149 amends SFAS 133 for decisions made as part of the
Derivatives Implementation Group process that effectively required
amendments to SFAS 133, decisions made in connection with other
FASB projects dealing with financial instruments and in connection
with implementation issues raised in relation to the application of the
definition of a derivative. SFAS 149 is effective for contracts entered
into or modified after June 30, 2003 and for hedging relationships 
designated after June 30, 2003. The Company’s financial position and
results of operations did not change as a result of the adoption of 
SFAS 149. 

In January 2003, the FASB issued FIN 46, which was revised in
December 2003 as FIN 46(R), as an interpretation of Accounting
Research Bulletin No. (ARB) 51, “Consolidated Financial Statements.”
FIN 46(R) addresses consolidation of VIEs by business enterprises. An
entity is considered a VIE subject to consolidation if the equity invest-
ment at risk is not sufficient to permit the entity to finance its activities
without additional subordinated financial support or if the equity
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investors lack one of three characteristics of a controlling financial
interest. First, the equity investors lack the ability to make decisions
about the entity’s activities through voting rights or similar rights. Sec-
ond, they do not bear the obligation to absorb the expected losses of the
entity if they occur. Lastly, they do not claim the right to receive
expected returns of the entity if they occur, which is the compensation
for the risk of absorbing the expected losses. MBIA determined that
FIN 46(R) applies to entities that it sponsors and, in certain cases,
unaffiliated entities that it guarantees. See Note 6 for a further discus-
sion on the impact of adoption of FIN 46(R) on the Company’s finan-
cial statements. 

On December 31, 2002, the FASB issued SFAS 148, which was
effective for companies with fiscal years ending after December 15,
2002 and was adopted by the Company as of January 1, 2002. This
statement amended SFAS 123. SFAS 148 provides three alternative
methods of transition to SFAS 123’s fair value method of accounting
for stock-based compensation. The Prospective Method, originally
required under SFAS 123, requires that expense be recognized in the
year of adoption only for grants made in that year. In subsequent years,
expense is recognized for the current year’s grant and for grants made in
the years since adoption. Years prior to adoption are not restated. The
Modified Prospective Method requires that stock options be expensed
as if SFAS 123 had been adopted as of January 1, 1995. Thus, the fair
value of any options vesting in the current year that were granted subse-
quent to January 1, 1995 will be included in expense. However, restate-
ment of prior years is not required. The Retroactive Restatement
Method is identical to the Modified Prospective Method in that the fair
value of all options vesting in the current year for grants made after Jan-
uary 1, 1995 are included in expense. However, this method also
requires that all periods presented in the financial statements be restated
to reflect stock option expense. Restatement of periods prior to those
presented is permitted but not required. 

SFAS 148 also required additional disclosure in the “Summary
of Significant Accounting Policies” footnote of both annual and interim
financial statements. MBIA chose to report its stock option expense
under the Modified Prospective Method. See Note 25 for further infor-
mation about the effect of adoption on the Company’s financial state-
ments. 

In November 2002, the FASB issued FIN 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others.” FIN 45 outlines cer-
tain accounting guidelines, effective for fiscal years beginning after
December 15, 2002, from which the Company’s insurance transactions
and derivative contracts are excluded. In addition, FIN 45 expands the
disclosures required by a guarantor in its interim and annual financial
statements regarding obligations under certain guarantees. These dis-
closure requirements were effective for the year ended December 31,
2002. See Note 21 for additional disclosures. The Company’s financial
position and results of operations did not change as a result of the adop-
tion of FIN 45. 

NOTE 5: GOODWILL

Effective January 1, 2002, the Company adopted SFAS 141, “Business
Combinations” and SFAS 142. SFAS 141, which supersedes APB 16,
“Business Combinations,” requires business combinations initiated
after June 30, 2001 to be accounted for using the purchase method of
accounting and provides specific criteria for initial recognition of intan-
gible assets apart from goodwill. SFAS 142, which supersedes APB 17,
“Intangible Assets,” requires that goodwill and intangible assets with
indefinite lives no longer be amortized but instead tested for impair-

ment at least annually. The standard includes a two-step process aimed
at determining the amount, if any, by which the carrying value of a
reporting unit exceeds its fair value. Other intangible assets with defini-
tive lives are amortized over their useful lives. 

The Company completed its transitional impairment testing on
its existing goodwill as of January 1, 2002 in accordance with SFAS
142. As of January 1, 2002, goodwill in the insurance reporting seg-
ment totaled $76.9 million. SFAS 142 requires a two-step approach in
determining any impairment in goodwill. Step one entails evaluating
whether the fair value of a reporting segment exceeds its carrying value.
In performing this evaluation, the Company determined that the best
measure of the fair value of the insurance reporting segment is its book
value adjusted for the after-tax effects of net deferred premium revenue
less deferred acquisition costs, and the present value of installment pre-
miums to arrive at adjusted book value. Adjusted book value is a com-
mon measure used by analysts to determine the value of financial
guarantee companies. As of January 1, 2002, the insurance reporting
segment’s adjusted book value significantly exceeded its carrying value,
and thus there was no impairment of its existing goodwill. 

Total goodwill for the segments within the investment manage-
ment services operations was $13.1 million as of January 1, 2002. In
performing step one of the impairment testing, the fair values of the
reporting segments were determined using a multiple of earnings before
income tax, depreciation and amortization (EBITDA), as this is a com-
mon measure of fair value in the investment management industry. The
multiple was determined based on a review of current industry valua-
tion practices. As of January 1, 2002, the fair value of the investment
management services’ reporting segments significantly exceeded their
carrying value, indicating that goodwill was not impaired. 

The municipal services segment had goodwill of $7.7 million as
of January 1, 2002. The fair value of the reporting segment was based
on net assets. In comparing fair value to carrying value, it was deter-
mined that goodwill was potentially impaired. In performing step two
of the impairment testing, the implied fair value of goodwill was calcu-
lated by subtracting the fair value of the net assets from the fair value of
the reporting segment. In comparing the implied fair value of goodwill
to the carrying amount of goodwill, it was determined that the entire
amount was impaired and was therefore written off as of January 1,
2002 and reported as a cumulative effect of accounting change. The per
share effect of the cumulative effect of accounting change was to reduce
2002’s net income per share by five cents. 

The Company performed its annual impairment testing of
goodwill as of January 1, 2004 and January 1, 2005. The fair values of
the insurance reporting segment and the investment management ser-
vices’ reporting segments were determined using the same valuation
methods applied during the transition testing. On both dates, the fair
values of the reporting segments exceeded their carrying values indicat-
ing that goodwill was not impaired. As a result of the sale of the assets
of 1838, goodwill within the investment management services opera-
tions declined by $10.6 million during 2004. As a discontinued opera-
tion, 1838’s goodwill was recorded in “Other assets” on the Company’s
balance sheet as of December 31, 2003. Currently, $2.5 million of
goodwill remains in investment management services operations. 

NOTE 6: VARIABLE INTEREST ENTITIES

The Company provides structured funding and credit enhancement
services to global finance clients through the use of certain MBIA-
administered, bankruptcy-remote special purpose vehicles (SPVs) and
through third-party SPVs. The purpose of the MBIA-administered
SPVs is to provide clients with an efficient source of funding, which
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may offer MBIA the opportunity to issue financial guarantee insurance
policies. These SPVs purchase various types of financial instruments,
such as debt securities, loans, lease receivables and trade receivables, and
fund these purchases through the issuance of asset-backed short-term
commercial paper or medium-term notes. The assets and liabilities
within the medium-term note programs are managed primarily on a
match-funded basis and may include the use of derivative hedges, such
as interest rate and foreign currency swaps. By match-funding, the
SPVs eliminate the risks associated with fluctuations in interest and for-
eign currency rates, indices and liquidity. Typically, programs involve
the use of rating agencies in assessing the quality of asset purchases and
in assigning ratings to the various programs. In general, asset purchases
at the inception of a program are required to be at least investment
grade by at least one major rating agency. The primary SPVs adminis-
tered by MBIA are Triple-A, Meridian, Polaris and TRF. Third-party
SPVs are used in a variety of structures guaranteed or managed by
MBIA, whereby the Company has risks analogous to those of MBIA-
administered SPVs. The Company has determined that such SPVs fall
within the definition of a VIE under FIN 46(R). 

Under the provisions of FIN 46(R), an entity is considered a
VIE subject to consolidation if the equity investment at risk is not suffi-
cient to permit the entity to finance its activities without additional
subordinated financial support or if the equity investors lack one of
three characteristics of a controlling financial interest. First, the equity
investors lack the ability to make decisions about the entity’s activities
through voting rights or similar rights. Second, they do not bear the
obligation to absorb the expected losses of the entity if they occur.
Lastly, they do not claim the right to receive expected returns of the
entity if they occur, which is the compensation for the risk of absorbing
the expected losses. A VIE is consolidated with its primary beneficiary,
which is the entity that will absorb the majority of the expected losses,
receive the majority of the expected residual returns, or both, of the
VIE. 

In September 2004, the Company consolidated two VIEs estab-
lished in connection with the securitization of Capital Asset tax liens.
As a result of a clean-up call exercised for the Capital Asset Research
Funding Series 1997A and Series 1998A tax lien securitizations, these
securitizations no longer met the conditions of a qualifying special pur-
pose entity under SFAS 140. MBIA holds a variable interest in these
entities, which resulted from its insurance policies, and has determined
that it is the primary beneficiary under FIN 46(R). MBIA has reported
the assets of the securitizations, totaling $16.8 million, principally
within “Other assets” on its consolidated balance sheet. Liabilities of
the securitizations substantially represented amounts due to MBIA,
which were eliminated in consolidation. 

On September 30, 2003, prior to the applicable effective date of
FIN 46, MBIA purchased the equity and acquired all controlling inter-
ests of the Conduits and began consolidating them in the financial
statements of the Company. The Conduits fall within the scope of FIN
46(R) and continue to be consolidated by the Company. As a result,
MBIA has included on its balance sheet the assets and liabilities of each
Conduit, which consist primarily of various types of investments and
medium-term notes and commercial paper, and has included in its
income statement the operating revenues and expenses of the Conduits
subsequent to their acquisition date. Certain of MBIA’s consolidated
subsidiaries have invested in Conduit debt obligations or have received
compensation for services provided to the Conduits. As such, MBIA
has eliminated intercompany transactions with the Conduits from its
balance sheet and income statement. After the elimination of such
intercompany assets and liabilities, Conduit assets and liabilities were

$7.0 billion and $6.4 billion, respectively, at December 31, 2004 and
$8.4 billion and $7.8 billion, respectively, at December 31, 2003. 

It is MBIA’s policy to obtain an underlying rating from both
Moody’s Investors Service (Moody’s) and Standard & Poor’s (S&P) for
each new transaction prior to the execution of such transactions within
the Conduits. An underlying rating is the implied rating for the trans-
action without giving consideration to the MBIA guarantee. All trans-
actions currently funded in the Conduits have an underlying rating of
at least investment grade by Moody’s and S&P prior to funding. The
weighted-average underlying rating for transactions currently funded in
the Conduits was A by S&P and A2 by Moody’s at the time such trans-
actions were funded. MBIA estimates that the weighted-average under-
lying rating of all outstanding Conduit transactions was A- by S&P and
A2 by Moody’s as of December 31, 2004. 

As a result of having to adhere to MBIA’s underwriting standards
and criteria, Conduit transactions have, in general, the same underlying
ratings that similar non-Conduit transactions guaranteed by MBIA
have at the time they are closed. Like all credits underwritten by MBIA,
the underlying ratings on Conduit transactions may be downgraded or
upgraded by either one or both rating agencies after they are closed. In
general, the underlying ratings on Conduit transactions have been
downgraded no more frequently than similar non-Conduit transactions
guaranteed by MBIA. 

In May 2003, the Company sponsored the formation of TRF, a
public company incorporated in Ireland under the Irish Companies
Act. TRF is a conduit established to acquire a loan participation related
to the financing of an Italian toll road. Assets supporting the repayment
of the debt were comprised of the loan participation and high quality,
liquid investments. Assets and liabilities of TRF are primarily included
within “Investments held-to-maturity” and “Medium-term notes,”
respectively, on the Company’s balance sheet. TRF is a VIE, of which
MBIA is the primary beneficiary. Therefore, while MBIA does not have
a direct ownership interest in TRF, it is consolidated in the financial
statements of the Company in accordance with FIN 46. At December
31, 2003, TRF had $1.5 billion of debt outstanding. In June 2004, the
loan in which TRF participated was repaid in full. At that time, TRF
repaid all of its outstanding debt obligations. 

In addition to MBIA-administered SPVs, MBIA must deter-
mine whether it has variable interests in third-party VIEs and if so,
whether those variable interests would cause MBIA to be the primary
beneficiary and, therefore, consolidate such entities. Under FIN 46(R),
MBIA’s guarantee of the assets or liabilities of a VIE constitute a vari-
able interest and require MBIA to assess whether it is the primary bene-
ficiary. Consolidation of such VIEs does not increase MBIA’s exposure
above that already committed to in its insurance policies. In 2003, the
Company consolidated a third-party VIE as a result of guarantees pro-
vided by its insurance operations. Third-party VIE assets and liabilities
are primarily reported in “Investments held-to-maturity” and “Variable
interest entity floating rate notes”, respectively, on the face of the Com-
pany’s balance sheet and totaled $600.5 million and $600.3 million at
December 31, 2004 and 2003, respectively. Third-party VIE creditors
do not have recourse to the general assets of MBIA outside of the finan-
cial guarantee policy provided to the VIE. 

NOTE 7: DERIVATIVE INSTRUMENTS (RESTATED) 
MBIA enters into derivative transactions as an additional form of finan-
cial guarantee and for purposes of hedging risks associated with existing
assets and liabilities and forecasted transactions. In 2004, MBIA Corp.
received approval for a derivative use plan from the New York State
Insurance Department (NYSID). The derivative use plan authorizes
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MBIA Corp. to hedge certain risks through the use of derivative instru-
ments. The Company accounts for derivative transactions in accor-
dance with SFAS 133, which requires that all such transactions be
recorded on the Company’s balance sheet at fair value. Changes in the
fair value of derivatives are recorded each period in current earnings
within net gains (losses) on derivative instruments and foreign exchange
or in shareholders’ equity within accumulated other comprehensive
income, depending on whether the derivative is designated as a hedge,
and if so designated, the type of hedge. 

INSURANCE The Company has entered into derivative transac-
tions that it views as an extension of its core financial guarantee busi-
ness but do not qualify for the financial guarantee scope exception
under SFAS 133 and, therefore, must be stated at fair value. The insur-
ance operations, which represent the majority of the Company’s deriva-
tive exposure, have insured derivatives primarily consisting of
structured pools of credit default swaps that the Company intends to
hold for the entire term of the contract. The insurance operations have
also provided guarantees on the value of certain structured closed-end
funds, which meet the definition of a derivative under SFAS 133. The
Company reduces risks embedded in its insured portfolio by entering
into derivative transactions or other types of hedging arrangements.
These arrangements may include reinsurance agreements and capital
markets transactions in which the Company hedges a portion of the
credit and market risk associated with its insured credit derivative port-
folio. Changes in fair values of derivative transactions are recorded
through the income statement within net gains (losses) on derivative
instruments and foreign exchange. 

INVESTMENT MANAGEMENT SERVICES The investment manage-
ment services operations have entered into derivative transactions pri-
marily consisting of interest rate, cross currency, credit default and total
return swaps and principal protection guarantees. Interest rate swaps
are entered into to hedge the risks associated with fluctuations in inter-
est rates or fair values of certain contracts. Cross currency swaps are
entered into to hedge the variability in cash flows resulting from fluctu-
ations in foreign currency rates. Credit default swaps are entered into to
hedge credit risk or to replicate investments in cash assets consistent
with the Company’s risk objectives and credit guidelines for its invest-
ment management business. The maximum amount of future pay-
ments the Company may be required to make under these contracts,
should a full credit event occur, is $1.1 billion. These credit default
swaps reference credits with an average quality of AA-/Aa3 and have a
maturity range of 1-6 years. In accordance with SFAS 133, the fair val-
ues of these credit default swaps at December 31, 2004 are recorded on
the consolidated balance sheet as assets and liabilities, representing
gross gains and losses, of $6.3 million and $0.1 million, respectively.
Total return swaps are entered into to enable the Company to earn
returns on certain obligations without directly owning the underlying
obligations. The Company has also provided loss protection on certain
MBIA-MISC managed municipal pools that invest in highly rated
short-term fixed-income securities. Such protection is accounted for as
a derivative under SFAS 133 and is included as part of the Company’s
principal protection guarantees. 

Certain interest rate and cross currency swaps qualify as cash
flow hedges and fair value hedges under SFAS 133. The cash flow
hedges mitigate or offset fluctuations in cash flows arising from variable
rate assets or liabilities. The unrealized gains and losses relating to the
cash flow hedges are reported in accumulated other comprehensive
income and will be reclassified into earnings as interest revenue and
expense are recognized on the hedged assets and liabilities. The fair

value hedges are used to protect against changes in the market value of
the hedged assets or liabilities. The gains and losses relating to the fair
value hedges are recorded directly in earnings. Cash flow and fair value
hedges are hedging existing assets, liabilities or forecasted transactions.
During 2004, most of the cash flow and fair value hedges were 100%
effective for accounting purposes due to the application of the shortcut
method or the matching of all critical terms. Therefore, the change in
fair value of these derivative instruments is recorded in accumulated
other comprehensive income or offset by corresponding changes in the
fair value of the underlying hedged items in the income statement.
During 2004, the Company recorded losses of $0.5 million (net of tax)
and $18 thousand (net of tax) in earnings within net gains (losses) on
derivative instruments and foreign exchange due to the ineffectiveness
of fair value and cash flow hedges, respectively. 

The Conduits primarily enter into interest rate and foreign cur-
rency swaps as economic hedges against interest rate and currency risks.
The cross currency swaps qualify as fair value hedges of foreign cur-
rency risk under SFAS 133. The Company recognizes the earnings
impact of cross currency swaps designated as fair value hedges upon the
recognition of the foreign exchange gain or loss on the translation to
U.S. dollars of the hedged item. During 2004, the Company recorded
losses of $6.3 million (net of tax) in earnings due to the ineffectiveness
of these hedges. This was offset by gains of $5.4 million (net of tax) on
economic hedges that did not qualify for hedge accounting under SFAS
133. 

Cash flow hedges related to the IMS operations resulted in an
aggregate net unrealized gain of $1.6 million (net of tax) in accumu-
lated other comprehensive income at December 31, 2004. The aggre-
gate net unrealized gain is composed of both positive and negative
future cash flows. The Company expects that approximately $2.0 mil-
lion of unrealized gains (net of tax) will migrate from accumulated
other comprehensive income into earnings during 2005 and the
remaining amount over the term of the contracts. 

MUNICIPAL SERVICES Capital Asset entered into an interest rate
collar to economically hedge interest rate risk on a floating rate note.
The change in the fair value of the collar is recorded each period in
earnings within net gains (losses) on derivative instruments and foreign
exchange, as the collar is not a qualifying hedge under SFAS 133. 

CORPORATE The corporate operations have entered into deriva-
tives to hedge foreign exchange risks related to the issuance of certain
MBIA long-term debt in accordance with the Company’s risk manage-
ment policies. As of December 31, 2004, there was one cross currency
swap outstanding. 

The cross currency swap has been designated as a cash flow
hedge and hedges the variability arising from currency exchange rate
movements on the foreign denominated fixed rate debt. Changes in the
fair value of the cross currency swap are recorded as part of accumulated
other comprehensive income. As the debt is revalued at the spot
exchange rate in accordance with SFAS 52, “Foreign Currency Transla-
tion,” an amount that will offset the related transaction gain or loss aris-
ing from the revaluation will migrate each period from accumulated
other comprehensive income into earnings. This cash flow hedge was
100% effective during 2004. 

The cross currency swap resulted in an aggregate unrealized gain
of $1.5 million (net of tax) remaining in accumulated other compre-
hensive income at December 31, 2004. The Company expects that
approximately $0.4 million of unrealized losses (net of tax) will migrate
from accumulated other comprehensive income into earnings during
2005 and the remaining balance over the term of the contract. 
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The notional values of the derivative instruments, net of reinsurance contracts where applicable, by business operations for the years ended
December 31, 2004 and 2003 are as follows: 

Year ended December 31, 2004 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Credit default swaps $78,257 $ 1,122 $—  $ —  $ 79,379
Interest rate swaps —  10,783 —  —  10,783
Principal protection guarantees 2,514 2,226 —  —  4,740
Cross currency swaps —  3,476 —  154 3,630
Total return swaps 377 779 —  —  1,156
Credit linked notes 800 100 —  —  900
Interest rate caps/floors —  450 6 —  456
All other —  94 —  —  94

Total $81,948 $19,030 $ 6 $154 $101,138

Year ended December 31, 2003 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Credit default swaps $64,031 $ 1,258 $—  $ —  $ 65,289
Interest rate swaps 1,465 6,022 —  —  7,487
Principal protection guarantees 3,039 2,931 —  —  5,970
Cross currency swaps —  3,233 —  141 3,374
Total return swaps 364 736 —  —  1,100
Credit linked notes 846 50 —  —  896
Interest rate caps/floors —  450 —  —  450
All other —  94 —  —  94

Total $69,745 $14,774 $—  $141 $ 84,660

The Company manages counterparty credit risk on an individ-
ual counterparty basis through master netting agreements covering
derivative transactions in the IMS, municipal services and corporate
operations. These agreements allow the Company to legally net
amounts due from a counterparty with those amounts due to such
counterparty when certain triggering events occur. The Company only
executes swaps under master netting agreements, which typically con-
tain mutual credit downgrade provisions that generally provide the abil-
ity to require assignment or termination in the event either MBIA or
the counterparty is downgraded below a specified credit rating. If the
Company were to settle all transactions covered under netting agree-
ments as of December 31, 2004, the amount required to be paid to
counterparties would have been reduced by $137.2 million as a result
of its legal right to offset amounts due from such counterparties. The
Company has chosen not to net receivables due from counterparties
with payables due to counterparties in its balance sheet, but instead
report these amounts on a gross basis as assets and liabilities. 

In certain cases, the Company also manages credit risk through
collateral agreements that give the Company the right to hold or pro-
vide collateral when the current market value of certain derivative con-
tracts exceeds an exposure threshold. Under these arrangements, the
Company may receive or provide U.S. Treasury and other highly rated
securities or cash to secure counterparties’ exposure to the Company or

its exposure to counterparties, respectively. Such collateral is available to
the holder to pay for replacing the counterparty in the event that the
counterparty defaults. As of December 31, 2004, no securities or cash
were held or placed by the Company under these agreements. 

FINANCIAL STATEMENT IMPACT As of December 31, 2004 and
2003, the Company held derivative assets of $288.8 million and
$256.7 million, respectively, and derivative liabilities of $528.6 million
and $437.7 million, respectively, which are shown separately on the
consolidated balance sheet. The following tables display the amount of
the derivative assets and liabilities by business operations for the years
ended December 31, 2004 and 2003. 

Notes to Consolidated Financial Statements
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Year ended December 31, 2004 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Derivative assets $40.0 $191.9 $ —  $56.9 $288.8
Derivative liabilities $26.4 $501.9 $0.3 $ —  $528.6

Year ended December 31, 2003 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Derivative assets $55.8 $162.3 $—  $38.6 $256.7
Derivative liabilities $49.5 $388.2 $—  $ —  $437.7

The income statement impact for all derivative transactions for
2004 was an after-tax increase in net income of $33.6 million. The
impact for all derivative transactions for 2003 and 2002 was an after-
tax increase in net income of $96.8 million and an after-tax reduction
in net income of $38.4 million, respectively. The income statement
impact of derivative activity is broken down into revenues, net realized
gains (losses), net gains (losses) on derivative instruments and foreign
exchange and expenses. Interest and fee income, including premiums

received on insured derivatives, and interest and fee expense on deriva-
tives are recorded within revenues and expenses. For derivatives that
have been designated as qualifying hedges, income and expense are
recorded as an adjustment to those of the hedged items. The change in
the fair value of derivatives is recorded within net gains (losses) on
derivative instruments and foreign exchange. The following tables dis-
play the impact described above on the 2004, 2003 and 2002 income
statements by business operation of all derivative transactions. 

Year ended December 31, 2004 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Revenues* $ 66.0 $ (6.0) $ —  $ —  $ 60.0
Net realized gains (losses) —  (0.8) —  —  (0.8)
Net gains (losses) on derivative 

instruments and foreign exchange 7.4 (5.5) (0.3) —  1.6

Total revenues 73.4 (12.3) (0.3) —  60.8
Expenses* (7.7) —  (0.2) (1.2) (9.1)

Income (loss) before income taxes 65.7 (12.3) (0.5) (1.2) 51.7
Tax (provision) benefit (23.0) 4.3 0.2 0.4 (18.1)

Net income (loss) $ 42.7 $ (8.0) $(0.3) $(0.8) $ 33.6

Restated 
Year ended December 31, 2003 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Revenues* $ 47.9 $ 5.5 $ —  $ 0.8 $ 54.2
Net realized gains (losses) —  0.7 —  —  0.7
Net gains (losses) on derivative 

instruments and foreign exchange 100.1 (0.4) —  —  99.7

Total revenues 148.0 5.8 —  0.8 154.6
Expenses* (5.6) —  —  —  (5.6)

Income (loss) before income taxes 142.4 5.8 —  0.8 149.0
Tax (provision) benefit (49.9) (2.0) —  (0.3) (52.2)

Net income (loss) $ 92.5 $ 3.8 $ —  $ 0.5 $ 96.8

87091_MBIA_Financial.qxp  3/29/05  12:07 PM  Page 55



56

MBIA Inc. & Subsidiaries

At December 31, 2004, the Company reported an accumulated
unrealized gain of $3.1 million in other comprehensive income related
to the fair value of the cash flow hedges compared to a $6.7 million
unrealized loss at December 31, 2003. The change resulted from an
$11.1 million after-tax unrealized gain in the fair value of the cash flow
hedges and the transfer of $1.3 million of after-tax income to earnings
as a result of scheduled interest payments and receipts on the cash 
flow hedges. At December 31, 2004, the maximum term of derivative
instruments that hedge forecasted transactions was approximately 
14 years. 

The fair value of the Company’s derivative instruments is esti-
mated using various valuation models that conform to industry stan-
dards. The Company utilizes both vendor-developed and proprietary
models, based on the complexity of transactions. Dealer market quotes
are typically obtained for regularly traded contracts and provide the
best estimate of fair value. However, when reliable dealer market quotes
are not available, the Company uses a variety of market and portfolio
data relative to the type and structure of contracts. Several of the more
significant types of data that influence the Company’s valuation models
include interest rates, credit quality ratings, credit spreads, default prob-
abilities and diversity scores. This data is obtained from highly recog-
nized sources and is reviewed for reasonableness and applicability to the
Company’s derivative portfolio. 

The use of market data requires management to make assump-
tions on how the fair value of derivative instruments is affected by cur-
rent market conditions. Therefore, results can significantly differ
between models and due to changes in management assumptions. The
Company has dedicated resources to the development and ongoing
review of its valuation models and has instituted procedures for the
approval and control of data inputs. In addition, regular reviews are
performed to ensure that the Company’s valuation models are appro-
priate and produce values reflective of the current market environment. 

In 2002, the Company revised several market data inputs used
in determining the fair value of its insured credit derivatives. Market-
based discount rates replaced the fixed discount rate previously estab-
lished by the Company. In addition, a change in the data source
received from a pricing data vendor resulted in a recalibration of credit
spreads within the Company’s valuation model. This information was
validated by comparisons to three independent data sources. The Com-
pany also introduced dealer collateralized debt obligations (CDO) mar-
ket quotes to improve the quality of transaction-specific data. These
modifications resulted in a negative change to the value of the Com-

pany’s insured credit derivative portfolio for 2002. No modifications
were made to the Company’s non-insurance derivative valuation mod-
els. In 2003, the Company added an additional third-party data source
for generic credit spread information used by the Company in its valua-
tion process to avoid undue reliance on any single data vendor, as well
as to enhance its assessment of fair values. In 2004, there were no signif-
icant changes to the valuation process. 

NOTE 8: TRANSFERS AND SERVICING OF FINANCIAL ASSETS

AND EXTINGUISHMENTS OF LIABILITIES

The Company enters into securities borrowing and lending contracts in
connection with MBIA’s collateralized investment and repurchase
agreement activities. Such contracts are only transacted with high qual-
ity dealer firms. It is the Company’s policy to take possession of securi-
ties borrowed under these contracts. 

The Company minimizes the credit risk of counterparties to
transactions that might be unable to fulfill their contractual obligations
by monitoring customer credit exposure and collateral value and requir-
ing additional collateral to be deposited with the Company when
deemed necessary. 

SFAS 140 requires the Company to reclassify financial assets
pledged as collateral under certain agreements and to report those assets
at fair value as a separate line item on the balance sheet. As of December
31, 2004 and 2003, the Company had $731 million and $596 million,
respectively, in financial assets pledged as collateral under securities bor-
rowing contracts. 

NOTE 9: EARNINGS PER SHARE (RESTATED) 
Basic earnings per share excludes dilution and is computed by dividing
income available to common shareholders by the weighted-average
number of common shares outstanding during the period. Diluted
earnings per share shows the dilutive effect of all stock options and
other items outstanding during the period that could potentially result
in the issuance of common stock. As of December 31, 2004, 2003 and
2002 there were 2,294,297, 5,606,205 and 5,584,810 stock options,
respectively, that were not included in the diluted earnings per share
calculation because they were antidilutive. 

Restated 
Year ended December 31, 2002 

Investment
Management Municipal

In millions Insurance Services Services Corporate Total 

Revenues* $ 19.2 $(0.5) $—  $9.7 $ 28.4
Net realized gains (losses) (0.3) (0.5) —  —  (0.8)
Net gains (losses) on derivative 

instruments and foreign exchange (74.3) (7.6) —  —  (81.9)

Total revenues (55.4) (8.6) —  9.7 (54.3)
Expenses* (2.2) —  —  (2.6) (4.8)

Income (loss) before income taxes (57.6) (8.6) —  7.1 (59.1)
Tax (provision) benefit 20.2 3.0 —  (2.5) 20.7

Net income (loss) $(37.4) $(5.6) $—  $4.6 $(38.4)

* Includes premiums earned, advisory fees and losses incurred in the insurance operations and interest income and expenses in the investment management services and corporate operations. 

Notes to Consolidated Financial Statements
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The following table sets forth the computation of basic and
diluted earnings per share for the years ended December 31, 2004,
2003 and 2002: 

Years ended December 31 

Restated Restated
In thousands except per share amounts 2004 2003 2002

Income from continuing 
operations after income taxes $812,728 $813,812 $578,811

Cumulative effect of 
accounting change — —  (7,731)

Income from discontinued 
operations, net of tax 2,576 2,104 8,029

Net income $815,304 $815,916 $579,109

Basic weighted-average 
shares 141,861,225 143,449,007 146,634,204

Effect of stock options 2,938,288 1,531,389 909,070
Unallocated ESOP shares — —  30,805

Diluted weighted-average 
shares 144,799,513 144,980,396 147,574,079

Basic EPS:
Income from continuing 

operations $ 5.73 $ 5.67 $ 3.95
Income from discontinued 

operations 0.02 0.01 0.05
Cumulative effect of 

accounting change —  —  (0.05)

Net income* $ 5.75 $ 5.69 $ 3.95

Diluted EPS:
Income from continuing 

operations $ 5.61 $ 5.61 $ 3.92
Income from discontinued 

operations 0.02 0.01 0.05
Cumulative effect of 

accounting change — —  (0.05)

Net income* $ 5.63 $ 5.63 $ 3.92

* May not add due to rounding. 

NOTE 10: STATUTORY ACCOUNTING PRACTICES (RESTATED) 
The financial statements have been prepared on a GAAP basis, which
differs in certain respects from the statutory accounting practices pre-
scribed or permitted by the insurance regulatory authorities. Statutory
accounting practices differ from GAAP in the following respects: 
• upfront premiums are earned on a basis proportionate to the sched-

uled periodic maturity of principal and payment of interest (“debt ser-
vice”) to the original total principal and interest insured; 

• acquisition costs are charged to operations as incurred rather than
deferred and amortized as the related premiums are earned; 

• fixed-maturity investments are generally reported at amortized cost
rather than fair value; 

• a contingency reserve is computed on the basis of statutory require-
ments, and reserves for losses and LAE are established at present value
for specific insured issues that are identified as currently or likely to be
in default. Under GAAP, reserves are established based on the Com-
pany’s reasonable estimate of the identified and unallocated losses and
LAE on the insured obligations it has written; 

• deferred income tax balances, representing future tax consequences of
events that have been recognized in the financial statements, are
included as surplus adjustments. Under GAAP, the Company’s net
deferred income tax balance is reported as either an asset or liability; 

• tax and loss bonds purchased are reflected as admitted assets as well as
payments of income taxes; 

• the acquisitions of MBIA Corp. and MBIA Illinois were recorded at
statutory book value. Therefore, no goodwill was recorded. Under
GAAP, goodwill represents the excess of the cost of acquisitions over
the fair value of the net assets acquired; 

• derivative assets and liabilities exclude insurance guarantees, while
under GAAP, guarantees that do not qualify for the financial guaran-
tee scope exception under SFAS 133 are recorded at fair value; and 

• certain assets designated as “non-admitted assets” are charged directly
against surplus but are reflected as assets under GAAP. 

Consolidated net income of MBIA Corp. determined in accor-
dance with statutory accounting practices for the years ended Decem-
ber 31, 2004, 2003 and 2002 was $613.6 million, $669.2 million and
$617.9 million, respectively. 

The following is a reconciliation of consolidated shareholders’
equity presented on a GAAP basis for the Company and its consoli-
dated subsidiaries to statutory capital and surplus for MBIA Corp. and
its subsidiaries: 

As of December 31 

Restated
In thousands 2004 2003

Company’s GAAP shareholders’ equity $ 6,579,071 $ 6,202,153
Contributions to MBIA Corp., net 225,804 594,929
Premium revenue recognition (662,304) (574,477)
Deferral of acquisition costs (360,496) (319,728)
Investments, including unrealized gains (894,834) (831,764)
Contingency reserve (2,665,526) (2,368,224)
Unallocated loss and LAE reserves 265,992 304,227
Deferred income tax liabilities, net 608,163 494,056
Tax and loss bonds 394,717 355,882
Goodwill (76,938) (76,938)
Derivative assets and liabilities (13,646) (6,263)
Non-admitted assets (16,675) (24,291)
Other items 11,349 (34,549)

Statutory capital and surplus $ 3,394,677 $ 3,715,013

In 1998, the National Association of Insurance Commissioners
(NAIC) adopted the Codification of Statutory Accounting Principles
guidance (Codification), which replaced the Accounting Practices and
Procedures manuals as the NAIC’s primary guidance on statutory
accounting effective as of January 1, 2001. The Codification provides
guidance in areas where statutory accounting had been silent and
changed current statutory accounting in some areas. 

The NYSID adopted the Codification guidance effective Janu-
ary 1, 2001. However, the NYSID did not adopt the Codification rules
on deferred taxes until December 31, 2002. The deferred tax effect of
adoption on the statutory surplus of MBIA Corp. and its subsidiaries
reduced surplus by $10.8 million. In addition, the NYSID does not
allow goodwill to be admitted as an asset while the NAIC requires
goodwill recognition. 

NOTE 11: PREMIUMS EARNED FROM REFUNDED AND

CALLED BONDS (RESTATED) 
Premiums earned, after reinsurance, include $140.1 million, $126.9
million and $74.9 million for 2004, 2003 and 2002, respectively,
related to refunded and called MBIA-insured bonds. 

NOTE 12: INVESTMENTS

The Company’s investment objective is to optimize long-term, after-tax
returns while emphasizing the preservation of capital through mainte-
nance of high quality investments with adequate liquidity. The Com-
pany’s investment policies limit the amount of credit exposure to any
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one issuer. The fixed-maturity portfolio is comprised of high quality
(average rating Double-A) taxable and tax-exempt investments of diver-
sified maturities. 

The following tables set forth the amortized cost and fair value
of the available-for-sale fixed-maturity and short-term investments
included in the consolidated investment portfolio of the Company as of
December 31, 2004 and 2003: 

Gross Gross
Amortized Unrealized Unrealized Fair

In thousands Cost Gains Losses Value

As of December 31, 2004
Taxable bonds:

United States 
Treasury and 
government 
agency $ 690,741 $ 33,876 $ (662) $ 723,955

Foreign 
governments 495,736 47,153 (2,292) 540,597

Corporate and 
other obligations 13,522,517 517,809 (27,217) 14,013,109

Mortgage-backed 2,426,051 28,357 (8,470) 2,445,938
Tax-exempt bonds:

State and 
municipal 
obligations 4,786,745 306,463 (840) 5,092,368

Total $21,921,790 $933,658 $(39,481) $22,815,967

Gross Gross
Amortized Unrealized Unrealized Fair

In thousands Cost Gains Losses Value

As of December 31, 2003
Taxable bonds:

United States 
Treasury and 
government 
agency $ 436,046 $ 30,049 $ (1,254) $ 464,841

Foreign 
governments 324,169 30,042 (1,142) 353,069

Corporate and
other obligations 10,948,819 476,736 (36,557) 11,388,998

Mortgage-backed 1,628,953 41,472 (2,878) 1,667,547
Tax-exempt bonds:

State and 
municipal 
obligations 4,786,060 345,459 (2,794) 5,128,725

Total $18,124,047 $923,758 $(44,625) $19,003,180

Fixed-maturity investments carried at fair value of $13.8 million
and $13.9 million as of December 31, 2004 and 2003, respectively,
were on deposit with various regulatory authorities to comply with
insurance laws. 

A portion of the obligations under investment agreements
requires the Company to pledge securities as collateral. As of December
31, 2004 and 2003, the fair value of securities pledged as collateral with
respect to these obligations approximated $3.6 billion and $3.3 billion,
respectively. 

The following table sets forth the distribution by contractual
maturity of the available-for-sale fixed-maturity and short-term invest-
ments at amortized cost and fair value at December 31, 2004. Contrac-
tual maturity may differ from expected maturity because borrowers
may have the right to call or prepay obligations. 

Amortized Fair
In thousands Cost Value

Within 1 year $ 1,923,743 $ 1,923,743
Beyond 1 year but within 5 years 4,955,512 5,021,301
Beyond 5 years but within 10 years 4,025,457 4,202,533
Beyond 10 years but within 15 years 2,884,541 3,129,750
Beyond 15 years but within 20 years 1,098,877 1,194,561
Beyond 20 years 4,607,609 4,898,141
Mortgage-backed 2,426,051 2,445,938

Total fixed-maturity and 
short-term investments $21,921,790 $22,815,967

Investments that are held-to-maturity are reported on the Com-
pany’s balance sheet at amortized cost. These investments, which relate
to the Company’s Conduit program and a consolidated VIE, primarily
consist of asset-backed securities and loans issued by major national and
international corporations and other structured finance clients. The fol-
lowing table sets forth the distribution of held-to-maturity investments
by contractual maturity at amortized cost and fair value at December
31, 2004. 

Amortized Fair
In thousands Cost Value

Within 1 year $ 76,916 $ 76,916
Beyond 1 year but within 5 years 3,744,714 3,743,015
Beyond 5 years but within 10 years 2,563,168 2,560,436
Beyond 10 years but within 15 years 27,333 27,333
Beyond 15 years but within 20 years —  — 
Beyond 20 years 708,899 708,899
Mortgage-backed 419,188 419,188

Total held-to-maturity investments $7,540,218 $7,535,787

Included in the preceding tables are investments that have been
insured by MBIA Corp. (MBIA Insured Investments). At December
31, 2004, MBIA Insured Investments, at fair value, represented $11.8
billion or 38% of the total portfolio, of which $6.9 billion or 23%
relate to Conduit investments. Without giving effect to the MBIA
guarantee of the MBIA Insured Investments, the underlying ratings
(those given to an investment without the benefit of MBIA’s guarantee)
of the MBIA Insured Investments as of December 31, 2004 are
reflected in the following table. Amounts represent the fair value of
such investments including the benefit of the MBIA guarantee. The rat-
ings in the table below are the lower underlying rating assigned by S&P
or Moody’s when an underlying rating exists from either rating service,
or when an external underlying rating is not available, the underlying
rating is based on the Company’s best estimate of the rating of such
investment. 

Investment
Underlying Ratings Management Investments
Scale Insurance Services Held-to-
In thousands Portfolio Portfolio Maturity Total 

Aaa $ 54,516 $ 686,815 $1,252,655 $ 1,993,986
Aa 283,464 80,212 844,471 1,208,147
A 787,175 834,334 2,216,944 3,838,453
Baa 338,999 1,482,750 2,621,716 4,443,465
Below investment 

grade 106,568 168,733 —  275,301

Total $1,570,722 $3,252,844 $6,935,786 $11,759,352

Notes to Consolidated Financial Statements
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As of December 31, 2004, the Company’s available–for-sale
fixed-maturity, equity and held-to-maturity investment portfolios’ gross
unrealized losses totaled $49.5 million. There were seventy-six securi-
ties that were in an unrealized loss position for a continuous twelve-
month period or longer. Only four of the seventy-six securities had
unrealized losses in which their book value exceeded market value by
more than 5%. MBIA determined that the unrealized losses on these
four securities were temporary in nature because there was no deteriora-
tion of credit quality spreads or a downgrade to below investment grade
by at least one rating agency. Additionally, the Company has both the
ability and intent to hold these investments until the value recovers to
an amount at least equal to amortized cost or to maturity. See Note 13
for information on realized losses due to other-than-temporary
impairments. 

NOTE 13: INVESTMENT INCOME AND GAINS AND LOSSES

The following table includes total investment income from all opera-
tions. Net realized gains from investment security sales are generated
as a result of the ongoing management of the Company’s investment
portfolios. Other investment net realized gains in 2004 were largely
due to the sale of a common stock investment the Company pur-
chased in 2002, which resulted in a $77 million gain, and $10 mil-
lion that was received in October 2004 upon the conclusion of a
transaction that was accounted for as a deposit. Additionally, in 2004,
2003 and 2002, the Company recognized realized losses of $10.9 mil-
lion, $3.9 million and $7.8 million, respectively, due to other-than-
temporary impairments of taxable investments. In 2003, net realized
gains were mainly the result of the Company selling securities to
shorten the duration of its fixed-maturity portfolio. 

Years ended December 31 

In thousands 2004 2003 2002 

Fixed-maturity $ 842,213 $746,084 $784,606
Held-to-maturity 127,446 62,616 —  
Short-term investments 20,467 17,485 12,253
Other investments 53,915 13,763 2,717

Gross investment income 1,044,041 839,948 799,576
Investment expenses 455,635 332,546 321,753

Net investment income 588,406 507,402 477,823

Net realized gains (losses):
Fixed-maturity

Gains 42,382 121,651 73,819
Losses (56,392) (43,656) (48,710)

Net (14,010) 77,995 25,109

Other investments
Gains 91,310 6,786 725
Losses (4,386) (4,113) (10,410)

Net 86,924 2,673 (9,685)

Total net realized gains 72,914 80,668 15,424

Total investment income $ 661,320 $588,070 $493,247

The following table sets forth the gross unrealized losses included in accumulated other comprehensive income as of December 31, 2004
related to the available-for-sale fixed-maturity and equity investments. The table segregates investments that have been in a continuous unrealized loss
position for less than 12 months from those that have been in a continuous unrealized loss position for twelve months or longer. 

In thousands Less than 12 Months 12 Months or Longer Total 

Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Losses Value Losses Value Losses 

United States Treasury and government agency $ 313,309 $ (518) $ 9,523 $ (144) $ 322,832 $ (662)
Foreign governments 68,859 (1,077) 62,528 (1,215) 131,387 (2,292)
Corporate and other obligations 2,609,232 (16,262) 458,379 (10,955) 3,067,611 (27,217)
Mortgage-backed 1,288,563 (7,087) 102,722 (1,383) 1,391,285 (8,470)
State and municipal obligations 423,387 (810) 47,017 (30) 470,404 (840)

Subtotal, debt securities 4,703,350 (25,754) 680,169 (13,727) 5,383,519 (39,481)
Equities 9,606 (394) —  —  9,606 (394)

Total $4,712,956 $(26,148) $680,169 $(13,727) $5,393,125 $(39,875)

The following table sets forth the gross unrealized losses of the held-to-maturity investments as of December 31, 2004. Held-to-maturity
investments are reported at amortized cost on the Company’s balance sheet. The table segregates investments that have been in a continuous unreal-
ized loss position for less than 12 months from those that have been in a continuous unrealized loss position for twelve months or longer. 

In thousands Less than 12 Months 12 Months or Longer Total 

Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Losses Value Losses Value Losses 

Corporate and other obligations $1,848,884 $(9,612) $—  $—  $1,848,884 $(9,612)

87091_MBIA_Financial.qxp  3/29/05  12:07 PM  Page 59



60

MBIA Inc. & Subsidiaries

Net unrealized gains, including related deferred income taxes,
reported in accumulated other comprehensive income within share-
holders’ equity consist of: 

As of December 31 

In thousands 2004 2003 

Fixed-maturity:
Gains $933,658 $ 923,758
Losses (39,481) (44,625)

Net 894,177 879,133

Other investments:
Gains 47,491 136,337
Losses (952) (933)

Net 46,539 135,404

Total 940,716 1,014,537
Deferred income taxes 327,736 354,680

Unrealized gains, net $612,980 $ 659,857

The change in net unrealized gains consists of: 

Years ended December 31 

In thousands 2004 2003 2002 

Fixed-maturity $ 15,043 $(31,916) $633,774
Other investments (88,864) 131,500 3,970

Total (73,821) 99,584 637,744
Deferred income tax (26,944) 34,698 222,973

Unrealized gains, net $(46,877) $ 64,886 $414,771

NOTE 14: INCOME TAXES (RESTATED) 
Income from operations before provision for income taxes 
consisted of: 

Years ended December 31 

Restated Restated
In thousands 2004 2003 2002 

United States $1,071,445 $1,107,382 $755,182
Non-United States 58,468 41,500 24,591

Income from continuing 
operations 1,129,913 1,148,882 779,773

Income from discontinued 
operations (672) 3,344 12,841

Gain on sale of discontinued 
operations 4,722 —  — 

Cumulative effect of accounting 
change —  —  — 

Income before income taxes $1,133,963 $1,152,226 $792,614

The Company files a consolidated tax return that includes all of
its U.S. subsidiaries. The effect of income taxes on income and share-
holders’ equity is comprised of: 

Years ended December 31 

Restated Restated 
In thousands 2004 2003 2002 

Current taxes:
Federal $217,457 $290,002 $197,192
State (106) 1,215 527
Foreign 1,865 5,219 6,204

Deferred taxes:
Federal 81,336 34,914 (5,040)
Foreign 16,633 3,720 2,079

Provision for income taxes from 
continuing operations 317,185 335,070 200,962

Taxes on income/(loss) from 
discontinued operations (70) 1,240 4,812

Taxes on gain from sale of 
discontinued operations 1,544 —  —  

Taxes on cumulative effect of 
accounting change — —  —  

Total income taxes charged 
to income 318,659 336,310 205,774

Income taxes charged (credited) 
to shareholders’ equity:

Unrealized (losses) gains on 
investment securities (26,944) 34,698 222,973

Change in fair value of 
derivative instruments 1,986 5,232 (20,035)

Change in foreign currency 
translation 5,346 3,085 —  

Exercise of stock options and 
vested restricted stock (5,875) (7,834) (4,967)

Total income taxes charged 
(credited) to shareholders’ equity (25,487) 35,181 197,971

Total effect of income taxes $293,172 $371,491 $403,745

The provision for income taxes gives effect to permanent differ-
ences between financial and taxable income. Accordingly, the Com-
pany’s effective income tax rate differs from the statutory rate on
ordinary income. The reasons for the Company’s lower effective tax
rates are as follows: 

Years ended December 31 

Restated Restated
2004 2003 2002 

Income taxes computed on 
pre-tax financial income at 
statutory rates 35.0% 35.0% 35.0%

Increase (reduction) in taxes 
resulting from:

Tax-exempt interest (6.1) (5.6) (9.1)
Other (0.8) (0.2) 0.1

Provision for income taxes 28.1% 29.2% 26.0%

The Company recognizes deferred tax assets and liabilities for
the expected future tax consequences of events that have been included
in the financial statements or tax returns. Deferred tax assets and liabili-
ties are determined based on the difference between the financial state-
ment and tax bases of assets and liabilities using enacted tax rates in
effect for the year in which the differences are expected to reverse. The
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effect on tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. 

The tax effects of temporary differences that give rise to deferred
tax assets and liabilities at December 31, 2004 and 2003 are presented
in the following table: 

As of December 31 

Restated 
In thousands 2004 2003 

Deferred tax assets:
Tax and loss bonds $ 394,798 $ 368,798
Loss and loss adjustment expense reserves 88,254 128,828
Compensation and employee benefits 38,423 41,204
Other 27,866 12,860

Total gross deferred tax assets 549,341 551,690

Deferred tax liabilities:
Contingency reserve 502,899 476,899
Deferred premium revenue 173,407 139,363
Deferred acquisition costs 113,868 102,493
Unrealized gains 317,563 337,175
Investments 52,149 22,810

Total gross deferred tax liabilities 1,159,886 1,078,740

Net deferred tax liability $ 610,545 $ 527,050

The Company believes that its deferred tax assets will be fully
recognized in future periods and, therefore, has not established a valua-
tion allowance with respect to such assets. 

As it is the Company’s practice and intent to permanently rein-
vest the earnings of MBIA Assurance and MBIA UK, no U.S. deferred
income taxes have been provided with respect to the undistributed
earnings of these entities. The cumulative amounts of such untaxed
earnings were $101.8 million, $64.7 million and $28.2 million at
December 31, 2004, 2003 and 2002, respectively. 

On October 22, 2004, the American Jobs Creation Act of 2004
(the Act) was introduced and signed into law. The Act has a provision
which allows for a special one-time dividends received deduction of 85
percent on the repatriation of certain foreign earnings to the U.S. par-
ent, with limitations. Although the Company is currently evaluating
the applicability and the effects of the repatriation provision, the Com-
pany does not believe that the impact of the special dividends received
deduction, if claimed, will have a material effect on its financial posi-
tion or results of operations. 

NOTE 15: BUSINESS SEGMENTS (RESTATED) 
MBIA Inc., through its subsidiaries, is a leading provider of financial
guarantee products and specialized financial services. MBIA provides
innovative and cost-effective products and services that meet the credit
enhancement, financial and investment needs of its public- and private-
sector clients worldwide. MBIA manages its activities primarily
through three principal business operations: insurance, investment
management services and municipal services. The Company has
defined reportable segments within its business operations based on the
way management assesses the performance and resource requirements
of such operations. 

The insurance operations provide an unconditional and irrevo-
cable guarantee of the payment of principal and interest on insured
obligations when due. MBIA issues financial guarantees for municipal
bonds, asset-backed and mortgage-backed securities, investor-owned

utility bonds, bonds backed by publicly or privately funded public-
purpose projects, bonds issued by sovereign and sub-sovereign entities,
obligations collateralized by diverse pools of corporate loans and credit
default swaps and pools of corporate and asset-backed bonds, both in
the new issue and secondary markets. The Company views its insurance
operations as a reportable segment. This segment includes all activities
related to global credit enhancement services provided principally by
MBIA Corp. and its subsidiaries. 

The Company’s investment management services operations
provide an array of products and services to the public, not-for-profit
and corporate sectors. Such products and services are provided primar-
ily through wholly owned subsidiaries of MBIA-AML and include cash
management, discretionary asset management and fund administration
services and investment agreement, medium-term note and commercial
paper programs related to the origination of assets for investment pur-
poses. The investment management services operations’ reportable seg-
ments are comprised of asset and liability products, which include
investment agreements and medium-term notes (MTNs) not related to
the Conduit program, advisory services and conduits. During the sec-
ond quarter of 2004, the Company completed the sale of the assets of
1838 Investment Advisors, LLC (1838), the Company’s equity advisory
services segment. This segment is reported as a discontinued operation. 

The Company’s municipal services operations provide revenue
enhancement services and products to public-sector clients nationwide,
consisting of discovery, audit, collections/recovery and information ser-
vices through MBIA MuniServices and its wholly owned subsidiaries.
Additionally, the municipal services operations include Capital Asset
Holdings GP, Inc. and certain affiliated entities, a servicer of delinquent
tax certificates. The Company views its municipal services operations as
a reportable segment. 

The Company’s corporate operations include investment
income, interest expense and general expenses that relate to general cor-
porate activities and not to one of the Company’s three principal busi-
ness operations. The Company views its corporate operations as a
reportable segment. 

Reportable segment results are presented net of material inter-
segment transactions. Transactions between the Company’s segments
are executed at an arm’s length basis, as established by management.
The following table summarizes the Company’s operations for the years
ended December 31, 2004, 2003 and 2002: 
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Year ended December 31, 2004 

Investment
Management Municipal

In thousands Insurance Services Services  Corporate  Total 

Revenues(a) $ 1,338,421 $ 551,926 $27,593 $ 8,446 $ 1,926,386
Net realized gains (losses) 77,582 (4,120) (81) (467) 72,914
Net gains (losses) on derivative 

instruments and foreign exchange 7,389 (5,508) (279) —  1,602

Total revenues 1,423,392 542,298 27,233 7,979 2,000,902
Interest expense —  413,615 —  74,651 488,266
Operating expenses 262,583 76,912 25,649 17,579 382,723

Total expenses 262,583 490,527 25,649 92,230 870,989

Net income (loss) before taxes $ 1,160,809 $ 51,771 $ 1,584 $ (84,251) $ 1,129,913

Identifiable assets(b) $12,437,546 $20,146,474 $29,150 $414,240 $33,027,410

Restated
Year ended December 31, 2003 

Investment
Management Municipal

In thousands Insurance Services Services  Corporate Total 

Revenues(a) $ 1,237,286 $ 403,990 $26,814 $ 9,000 $ 1,677,090
Net realized gains (losses) 48,157 17,135 139 15,237 80,668
Net gains (losses) on derivative 

instruments and foreign exchange 100,050 (385) —  —  99,665

Total revenues 1,385,493 420,740 26,953 24,237 1,857,423
Interest expense —  302,224 —  68,368 370,592
Operating expenses 242,213 55,005 25,857 14,874 337,949

Total expenses 242,213 357,229 25,857 83,242 708,541

Net income (loss) before taxes $ 1,143,280 $ 63,511 $ 1,096 $ (59,005) $ 1,148,882

Identifiable assets(b) $13,151,257 $16,640,294 $26,445 $481,210 $30,299,206

Restated
Year ended December 31, 2002 

Investment
Management Municipal

In thousands Insurance Services Services Corporate Total 

Revenues(a) $ 1,077,149 $ 388,044 $24,810 $ 9,426 $ 1,499,429
Net realized gains (losses) 9,086 4,287 (682) 2,733 15,424
Net gains (losses) on derivative 

instruments and foreign exchange (74,309) (7,568) —  —  (81,877)

Total revenues 1,011,926 384,763 24,128 12,159 1,432,976
Interest expense —  313,517 —  58,453 371,970
Operating expenses 201,668 37,898 24,408 17,259 281,233

Total expenses 201,668 351,415 24,408 75,712 653,203

Net income (loss) before taxes $ 810,258 $ 33,348 $ (280) $ (63,553) $ 779,773

Identifiable assets(b) $10,119,659 $ 8,375,720 $41,292 $268,460 $18,805,131
(a) Represents the sum of net premiums earned, net investment income, advisory fees, investment management fees and other fees. 
(b) At December 31, 2004, there were no assets associated with the Company’s discontinued operations. Identifiable assets relating to the Company’s discontinued operations were 
$25.0 million and $30.3 million at December 31, 2003 and 2002, respectively. 

Notes to Consolidated Financial Statements

87091_MBIA_Financial.qxp  3/29/05  12:07 PM  Page 62



MBIA Inc. & Subsidiaries

63

The following table summarizes the segments within the investment management services operations for the years ended December 31, 2004,
2003 and 2002: 

Year ended December 31, 2004 

Total
Asset/ Investment

Liability Advisory Management
In thousands Products Services Conduits Eliminations Services

Revenues(a) $ 405,466 $51,013 $ 110,080 $ (14,633) $ 551,926
Net realized gains (losses) (3,750) (370) —  —  (4,120)
Net gains (losses) on derivative 

instruments and foreign exchange (4,057) (8) (1,443) —  (5,508)

Total revenues 397,659 50,635 108,637 (14,633) 542,298
Interest expense 329,790 —  83,825 —  413,615
Operating expenses 37,530 34,466 18,704 (13,788) 76,912

Total expenses 367,320 34,466 102,529 (13,788) 490,527

Net income (loss) before taxes $ 30,339 $16,169 $ 6,108 $ (845) $ 51,771

Identifiable assets $13,428,870 $53,822 $7,024,024 $(360,242) $20,146,474

Year ended December 31, 2003 

Total
Asset/ Investment

Liability Advisory Management
In thousands Products Services Conduits Eliminations Services

Revenues(a) $ 354,386 $52,742 $ 21,134 $ (24,272) $ 403,990
Net realized gains (losses) 17,135 —  —  —  17,135
Net gains (losses) on derivative 

instruments and foreign exchange (1,063) —  678 —  (385)

Total revenues 370,458 52,742 21,812 (24,272) 420,740
Interest expense 294,068 —  15,776 (7,620) 302,224
Operating expenses 29,010 35,473 4,984 (14,462) 55,005

Total expenses 323,078 35,473 20,760 (22,082) 357,229

Net income (loss) before taxes $ 47,380 $17,269 $ 1,052 $ (2,190) $ 63,511

Identifiable assets $10,029,664 $29,170 $6,949,714 $(368,254) $16,640,294

Year ended December 31, 2002 

Total
Asset/ Investment

Liability Advisory Management
In thousands Products Services Conduits Eliminations Services

Revenues(a) $ 350,385 $49,110 $ —  $ (11,451) $ 388,044
Net realized gains (losses) 4,287 —  —  —  4,287
Net gains (losses) on derivative 

instruments and foreign exchange (7,568) —  —  —  (7,568)

Total revenues 347,104 49,110 —  (11,451) 384,763
Interest expense 313,517 —  —  — 313,517
Operating expenses 18,491 30,858 —  (11,451) 37,898

Total expenses 332,008 30,858 —  (11,451) 351,415

Net income (loss) before taxes $ 15,096 $18,252 $ —  $ —  $ 33,348

Identifiable assets $ 8,353,184 $22,536 $ —  $ —  $ 8,375,720
(a) Represents the sum of interest income, investment management services fees and other fees. 
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An increasingly significant portion of premiums reported within
the insurance segment is generated outside the United States. The fol-
lowing table summarizes net premiums earned by geographic location
of risk for years ended December 31, 2004, 2003 and 2002. 

Restated Restated
In millions 2004 2003 2002 

Total premiums earned:
United States $619 $593 $494
Non-United States 203 147 99

Total $822 $740 $593

NOTE 16: DISCONTINUED OPERATIONS

In May 2004, the Company completed the sale of the assets of 1838, a
full service equity-focused asset management firm, to the management
of 1838 together with an investor group led by Orca Bay Partners,
which resulted in a $3.2 million after-tax gain. The sale of 1838
resulted from the Company’s decision to exit the equity advisory mar-
ket and focus on fixed-income asset management. 1838 comprised the
equity advisory services segment of the Company’s investment manage-
ment services operations. 

Income/(loss) from discontinued operations, net of tax, for the
years ended December 31, 2004, 2003 and 2002 were a loss of $0.6
million, income of $2.1 million and $8.0 million, respectively. The fol-
lowing table reports the amounts included in income/(loss) from dis-
continued operations before income taxes: 

For the years ended December 31 

In thousands 2004 2003 2002 

Revenues $5,494 $18,665 $36,390
Expenses 6,166 15,321 23,549

Income/(loss) before income taxes $ (672) $ 3,344 $12,841

At December 31, 2004, there were no assets associated with the
Company’s discontinued operations. Identifiable assets as of December
31, 2003 and 2002 were $25.0 million and $30.3 million, respectively.
The identifiable assets primarily consisted of cash, goodwill, property
and equipment and other miscellaneous assets. 

NOTE 17: DIVIDENDS AND CAPITAL REQUIREMENTS

Under New York State insurance law, without prior approval of the
superintendent of the state insurance department, financial guarantee
insurance companies can pay dividends from earned surplus subject to
retaining a minimum capital requirement. In MBIA Corp.’s case, divi-
dends in any 12-month period cannot be greater than 10% of policy-
holders’ surplus as shown on MBIA Corp.’s latest filed statutory
financial statements. In 2004, MBIA Corp. declared and paid regular
dividends of $372 million to MBIA Inc. 

In addition to its regular dividends, in the fourth quarter of
2004 MBIA Corp. declared and paid a special dividend of $375 million
to MBIA Inc., which was approved by the NYSID. MBIA Corp.’s capi-
tal position, relative to its insured exposure, has improved substantially
over the past several years as a result of improved premium rates and a
higher quality insured portfolio, exceeding both the capital required by
New York State Insurance Law and the rating agencies for purposes of
maintaining its Triple-A ratings. The proceeds may be used over time
for share repurchase, strategic initiatives, general liquidity or other cor-
porate purposes. As a result of the payment of the special dividend in
the fourth quarter and under the formula applicable to the payment of
dividends, MBIA Corp. may not pay any dividends without prior

approval by the NYSID until the second quarter of 2006. MBIA Corp.
requested approval for the payment of additional special dividends in
2005. 

NYSID and certain other statutory insurance regulatory author-
ities in and outside the U.S., and the agencies that rate the bonds
insured by MBIA Corp. and its subsidiaries, have various requirements
relating to the maintenance of certain minimum ratios of statutory cap-
ital and reserves to net insurance in force. MBIA Corp. and its sub-
sidiaries were in compliance with these requirements as of December
31, 2004 and 2003. 

NOTE 18: STOCK REPURCHASE PLAN

In August 1999, the Company announced that its board of directors
had authorized the repurchase of 11.25 million shares of common stock
of the Company, after adjusting for the 2001 stock split. The Company
began the repurchase program in the fourth quarter of 1999. In July
2004, the Company completed the repurchase of all 11.25 million
shares and received authorization from its board of directors to repur-
chase 1 million shares under a new repurchase program. On August 5,
2004, the Company’s board of directors authorized the repurchase of an
additional 14 million shares of common stock in connection with the
new repurchase program. 

During 2004, 2003 and 2002, the Company purchased 5.8 
million, 1.9 million and 4.2 million shares of common stock at an
aggregate cost of $328.9 million, $79.9 million and $208.1 million,
respectively. As of December 31, 2004, the Company had repurchased
a total of 15.3 million shares under these plans at an average price of
$47.39 per share. The Company will only repurchase shares under 
this program when it is economically attractive and within rating
agency constraints, including the Triple-A claims-paying ratings of
MBIA Corp. Treasury stock is carried at cost as a component of 
shareholders’ equity. 

NOTE 19: SHORT-TERM DEBT, LONG-TERM DEBT AND

OTHER BORROWING ARRANGEMENTS

The Company’s short-term debt consists of floating rate certificates
issued as part of Tender Option Bond (TOB) trades. A TOB trade is a
repackaging of municipal bonds, effectively providing MBIA with
leveraged securitized financing of long-term bonds at short-term tax-
exempt rates. At December 31, 2004 and 2003, floating rate certificates
related to the TOB trades included in short-term debt totaled $58.7
million and $57.3 million, respectively. The aggregate weighted-average
interest rate as of December 31, 2004 and 2003 was 1.43% and 2.46%,
respectively. Assets supporting these certificates are included in the
Company’s available-for-sale fixed-maturity investment portfolio. 

Notes to Consolidated Financial Statements
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MBIA Corp. has a limited recourse standby line of credit facility
in the amount of $700 million with a group of major Triple-A rated
banks to provide loans to MBIA Corp. This facility can be drawn upon
if MBIA Corp. incurs cumulative losses (net of expected recoveries) on
its insured public finance obligations, after certain adjustments, in
excess of the greater of $900 million or 5% of average annual debt ser-
vice of the covered obligations. MBIA’s obligation to repay loans made
under this agreement is limited recourse payable solely from, and collat-
eralized by, a pledge of recoveries realized on defaulted insured obliga-
tions, including certain installment premiums and other collateral. This
commitment has a seven-year term expiring on October 31, 2010. 

At January 1, 2003, the Company maintained $211 million of
stop-loss reinsurance coverage with three reinsurers. At the end of the
third quarter of 2003, the Company elected not to renew two of the
facilities with $175 million of coverage due to the rating downgrade of
the stop-loss providers. In addition, at the end of 2003, MBIA Corp.
elected not to renew the remaining $35.7 million of stop-loss reinsur-
ance coverage effective January 1, 2004. 

MBIA Inc. also maintained two ten-year annually renewable
facilities maturing in 2011 and 2012 for $100 million and $50 million,
respectively. These facilities allowed the Company to issue subordinated
securities and could be drawn upon if the Company incurred cumula-
tive losses (net of any recoveries) above an annually adjusted attachment
point. The $50 million facility was terminated in the fourth quarter of
2003 due to a rating downgrade of the related provider and the $100
million facility was terminated in the second quarter of 2004. 

MBIA Corp. has access to $400 million of Money Market Com-
mitted Preferred Custodial Trust securities (CPS securities) issued by
eight trusts, which were created for the primary purpose of issuing CPS
securities and investing the proceeds in high quality commercial paper
or short-term U.S. Government obligations. MBIA Corp. has a put
option to sell to the trusts the perpetual preferred stock of MBIA Corp.
If MBIA Corp. exercises its put option, the trusts will transfer the pro-
ceeds to MBIA Corp. in exchange for the preferred stock. The trusts
will hold the preferred stock and distribute the preferred dividend to
their holders. MBIA Corp. has the right to redeem the preferred shares,
and then put the preferred stock back to the trust again, indefinitely.
Any preferred stock issued by MBIA Corp. would be non-cumulative
unless MBIA Corp. pays dividends on its common stock, during which
time the dividends on its preferred stock would be cumulative. Pre-
ferred stockholders would have rights that are subordinated to insur-
ance claims, as well as to general unsecured creditors, but senior to any
common stockholders of MBIA Corp. 

The trusts are vehicles for providing capital support to MBIA
Corp. by allowing it to obtain immediate access to new capital at its
sole discretion at any time through the exercise of the put options. S&P
and Moody’s rate the trusts AA and Aa2, respectively. To date, MBIA
Corp. has not exercised its put options under any of these arrange-
ments. 

The Company and MBIA Corp. maintain two short-term bank
liquidity facilities totaling $500 million. These bank lines are main-
tained with a group of highly rated global banks and are currently com-
prised of a renewable $167 million facility with a term of 364 days and
a $333 million facility with a five-year term, maturing in April 2009. As
of December 31, 2004, there were no borrowings outstanding under
these agreements. 

The Company has $19.8 million of outstanding letters of credit
for MBIA-MISC that are intended to support the net asset value of cer-
tain investment pools managed by MBIA-MISC. These letters can be
drawn upon in the event that the liquidation of such assets is required

The Company’s long-term debt consists of notes and debentures
listed in the following table by maturity date: 

As of December 31 

In thousands 2004 2003 

3.170% Notes due 2008* $ 5,550 $ 5,550
7.560% Notes due 2010 153,900 141,494
9.375% Notes due 2011 100,000 100,000
6.400% Senior Notes due 2022** 299,411 299,578
7.000% Debentures due 2025 75,000 75,000
7.150% Debentures due 2027 100,000 100,000
6.625% Debentures due 2028 150,000 150,000
5.700% Senior Notes due 2034*** 350,000 —  
6.950% Senior Quarterly Income 

Debt Securities due 2038**** — 50,000
8.000% Public Income Notes 

due 2040***** 100,000 100,000

1,333,861 1,021,622
Less unamortized discount 1,861 459
Plus unamortized premium 540 632

Total $1,332,540 $1,021,795

* These notes bear interest at three-month LIBOR plus a fixed spread. The interest rate in
effect as of December 31, 2004 was 3.170%. 

** Callable 8/2006 at 100.00 

*** Callable at any time at 100.00 

**** Called 12/2004 at 100.00 

***** Callable 12/2005 at 100.00 

The Company’s long-term debt is subject to certain covenants,
none of which significantly restricts the Company’s operating activities
or dividend-paying ability. 

In November 2004, the Company completed a $350 million
debt offering of 30-year senior notes, which carry a coupon rate of
5.7%. These notes are redeemable at the Company’s option, in whole
or in part, at any time prior to maturity. Part of the proceeds from this
offering were used to redeem the Company’s $50 million 6.95% Senior
Quarterly Income Debt Securities (“Senior QUIDS”) due November 1,
2038, in December 2004. The Senior QUIDS were redeemed at a price
equal to one hundred percent of the principal amount plus accrued and
unpaid interest thereon to the date of redemption. The remainder of
the proceeds will be used for general corporate purposes. 

In November 2003, the interest rate swap associated with the
Senior QUIDS due 2038 was terminated. As a result, the Company
reversed $310 thousand out of its derivative assets, which was offset by
the reversal of the fair value adjustment on the debt being hedged. 

In connection with the 7.56% Notes due 2010, MBIA entered
into a swap transaction that met the criteria for cash flow hedge
accounting. The swap transaction converts the interest rate from a fixed
Swiss franc debt rate of 4.5% to a fixed U.S. dollar rate of 7.56% and
converts the Swiss franc principal amount due at maturity to a fixed
U.S. dollar amount of approximately $99.3 million. 

The aggregate maturity of long-term debt obligations, excluding
accrued interest and premiums or discounts, as of December 31, 2004
for each of the next five years and thereafter commencing in 2005 was: 

In thousands 2005 2006 2007 2008 2009 After 2009 Total

Long-term 
obligation 
payments 
due $— $— $— $5,550 $— $1,328,311 $1,333,861
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and the proceeds are less than the cost. In addition, the Company has
issued commitments to three pooled investment programs managed or
administered by MBIA-MISC and its subsidiary. These commitments
cover losses in such programs should the net asset values per share
decline below specified per share values. At December 31, 2004, the
maximum amount of future payments that the Company would be
required to make under these commitments was $2.2 billion. These
commitments shall be in effect so long as MBIA-MISC and its sub-
sidiary remain as manager or administrator and each program remains
in compliance with its respective investment objectives and policies. 

NOTE 20: INVESTMENT AGREEMENT, COMMERCIAL PAPER

AND MEDIUM-TERM NOTE OBLIGATIONS

Obligations under investment agreement contracts are recorded as lia-
bilities on the Company’s balance sheet based upon proceeds received
plus unpaid accrued interest at the balance sheet date. Upon the occur-
rence of certain contractually agreed-upon events, some of these funds
may be withdrawn prior to maturity at the option of the investor. As of
December 31, 2004, the annual interest rates on these agreements
ranged from 0.61% to 8.02% and the weighted-average interest rate
was 3.49%. As of December 31, 2003, the annual interest rates on
these agreements ranged from 0.8% to 8.02% and the weighted-aver-
age interest rate was 3.69%. Principal payments due under these invest-
ment agreements in each of the next five years ending December 31 and
thereafter, based upon expected withdrawal dates, are as follows: 

In thousands Principal Amount* 

Expected withdrawal date:
2005 $2,743,940
2006 1,497,993
2007 821,885
2008 394,409
2009 611,773
Thereafter 3,405,744

Total $9,475,744

* Foreign currency denominated investment agreements are presented in U.S. dollars.
Amounts reflect principal due at maturity for investment agreements issued at a discount. 

IMC also provides agreements obligating it to purchase desig-
nated securities in a bond reserve fund at par value upon the occurrence
of certain contractually agreed-upon events. The opportunities and
risks in these agreements are analogous to those of investment agree-
ments. The total par value of securities subject to these agreements was
$21.1 million at December 31, 2004. 

Under private placement offerings, Triple-A issues commercial
paper with maturities of up to 270 days. Outstanding commercial
paper obligations, net of unamortized discount, at December 31, 2004
and 2003, were $2.6 billion. As of December 31, 2004, the commercial
paper had original issue maturities ranging from January 3, 2005 to
March 30, 2005, interest rates ranging from 2.09% to 2.55% and a
weighted-average interest rate of 2.34%. As of December 31, 2003, the
commercial paper had original issue maturities ranging from January 2,
2004 to January 30, 2004, interest rates ranging from 1.03% to 1.30%
and a weighted-average interest rate of 1.14%. Triple-A enters into 364-
day or shorter term credit facilities with multiple independent third-
party credit support providers as a source of liquidity in the event of a
commercial paper market disruption. 

Medium-term note obligations are recorded as liabilities on the
Company’s balance sheet based upon proceeds received, net of unamor-
tized discounts and premiums, plus unpaid accrued interest at the bal-

ance sheet date. Medium-term notes are issued by GFL as part of
MBIA’s asset/liability program and by Meridian, Triple-A and Polaris as
part of MBIA’s Conduit program. In 2004, GFL issued 1.6 billion of
U.S. dollar and 190.0 million of Euro-denominated medium-term
notes, and Meridian issued 1.3 billion of U.S. dollar medium-term
notes. The rates of the medium-term notes are fixed or are indexed to
the London Interbank Offered Rate (LIBOR), Constant Maturity
Swap or the effective Federal Funds rate. As of December 31, 2004, the
annual interest rates of the medium-term notes ranged from 0.09% to
5.98% and the weighted-average interest rate was 3.09%. As of Decem-
ber 31, 2003, the annual interest rates of the medium-term notes
ranged from 1.09% to 5.98% and the weighted-average interest rate
was 2.74%. Principal payments due under medium-term note obliga-
tions based on their contractual maturity dates are as follows: 

In thousands Principal Amount* 

Maturity date:
2005 $1,461,209
2006 1,434,581
2007 1,214,949
2008 553,611
2009 764,177
Thereafter 1,818,657

Total $7,247,184

* Foreign currency denominated medium-term notes are presented in U.S. dollars.
Amounts reflect the principal due at maturity for notes issued at a discount or premium. 

NOTE 21: NET INSURANCE IN FORCE

MBIA Corp. guarantees the timely payment of principal and interest
on municipal, asset-/mortgage-backed and other non-municipal securi-
ties. MBIA Corp.’s ultimate exposure to credit loss in the event of non-
performance by the insured is represented by the net insurance in force
in the tables that follow. 

The insurance policies issued by MBIA Corp. are unconditional
commitments to guarantee timely payment on insured obligations to
holders of the insured obligations. The creditworthiness of each insured
issue is evaluated prior to the issuance of insurance, and each insured
issue must comply with MBIA Corp.’s underwriting guidelines. Fur-
ther, the payments to be made by the issuer on the bonds or notes may
be backed by a pledge of revenues, reserve funds, letters of credit,
investment contracts or collateral in the form of mortgages or other
assets. The right to such funds or collateral would typically become
MBIA Corp.’s upon the payment of a claim by MBIA Corp. 

MBIA Corp. maintains underwriting guidelines based on those
aspects of credit quality that it deems important for each category of
obligation considered for insurance. For global public finance transac-
tions these include economic and social trends, debt and financial man-
agement, adequacy of anticipated cash flow, satisfactory legal structure
and other security provisions, viable tax and economic bases, adequacy
of loss coverage and project feasibility. For global structured finance
transactions, MBIA Corp.’s underwriting guidelines, analysis and due
diligence focus on seller/servicer credit and operational quality. MBIA
also analyzes the quality of asset pools, as well as their historical and
projected performance. The strength of a structure, including legal seg-
regation of the assets, cash flow analysis, the size and source of first loss
protection, asset performance triggers and financial covenants are also
reviewed. Such guidelines are subject to periodic review by manage-
ment, which is responsible for establishing the criteria for the Com-
pany’s underwriting standards as well as maintaining the standards in
its insurance operations. 

87091_MBIA_Financial.qxp  3/29/05  12:07 PM  Page 66



MBIA Inc. & Subsidiaries

67

The net insurance in force by type of bond is set forth in the 
following table: 

As of December 31 

2004 2003 

Net % of Net Net % of Net
In billions Insurance Insurance Insurance Insurance
Bond Type In Force In Force In Force In Force 

Global Public Finance:
United States

General obligation $236.5 26.7% $206.3 24.7%
Utilities 107.9 12.1 98.6 11.8
Special revenue 87.9 9.9 83.9 10.0
Health care 58.0 6.5 59.5 7.1
Transportation 55.4 6.2 51.7 6.2
Higher education 34.8 3.9 32.2 3.8
Housing 29.3 3.3 29.5 3.6
Investor-owned utilities 21.8 2.4 29.4 3.5

Total United States 631.6 71.0 591.1 70.7

Non-United States
Sovereign 16.1 1.7 14.7 1.8
Transportation 14.8 1.6 10.4 1.2
Utilities 9.1 1.0 7.5 0.9
Investor-owned utilities 5.2 0.6 4.5 0.5
Sub-sovereign 1.4 0.2 1.5 0.2
Health care 0.6 0.1 0.6 0.1
Housing 0.5 0.1 0.8 0.1
Higher education 0.1 —  0.1 —  

Total Non-United 
States 47.8 5.3 40.1 4.8

Total Global Public 
Finance 679.4 76.3 631.2 75.5

Global Structured Finance:
United States

CDO, CLO and CBO 47.4 5.3 41.8 5.0
Mortgage-backed:

Home equity 17.9 2.0 15.7 1.9
Other 10.3 1.2 12.4 1.5
First mortgage 4.2 0.5 5.4 0.7

Asset-backed:
Auto 11.1 1.2 14.5 1.7
Credit cards 7.8 0.9 9.8 1.2
Other 6.6 0.7 7.5 0.9
Leasing 0.8 0.1 1.0 0.1

Pooled corp. 
obligations & other 21.1 2.4 20.5 2.4

Financial risk 1.5 0.2 2.3 0.3

Total United States 128.7 14.5 130.9 15.7

Non-United States
CDO, CLO and CBO 41.4 4.7 40.6 4.9
Mortgage-backed:

First mortgage 13.2 1.5 8.5 1.0
Other 8.3 0.9 7.4 0.9
Home equity 1.2 0.1 0.6 0.1

Pooled corp. 
obligations & other 9.9 1.1 8.5 1.0

Asset-backed 5.6 0.6 5.5 0.6
Financial risk 2.5 0.3 2.6 0.3

Total Non-United 
States 82.1 9.2 73.7 8.8

Total Global 
Structured 

Finance 210.8 23.7 204.6 24.5

Total $890.2 100.0% $835.8 100.0%

As of December 31, 2004, insurance in force, net of cessions to
reinsurers and other reimbursement arrangements, had an expected
maturity range of 1– 45 years. Other reimbursement arrangements that
have been netted from the Company’s insurance in force as reported
below relate to contracts under which the Company is entitled to reim-
bursement of losses on its insured portfolio but which do not qualify as
reinsurance under GAAP. The distribution of net insurance in force by
geographic location, excluding $12.7 billion and $9.7 billion relating
to transactions guaranteed by MBIA Corp. on behalf of various invest-
ment management services’ affiliated companies in 2004 and 2003,
respectively, is set forth in the following table: 

As of December 31 

2004 2003 

Net % of Net Net % of Net
In billions Insurance Insurance Insurance Insurance
Geographic Location In Force In Force In Force In Force

California $113.6 12.9% $104.5 12.5%
New York 65.1 7.3 64.8 7.7
Florida 40.5 4.5 40.6 4.9
Texas 35.4 4.0 32.3 3.9
Illinois 33.1 3.7 31.7 3.8
New Jersey 31.4 3.5 28.0 3.3
Pennsylvania 23.4 2.6 22.7 2.7
Massachusetts 23.2 2.6 23.2 2.8
Washington 20.6 2.3 17.7 2.1
Michigan 17.7 2.0 17.0 2.0

Subtotal 404.0 45.4 382.5 45.7
Nationally diversified 134.7 15.1 135.6 16.3
Other states 221.6 24.9 203.9 24.4

Total United States 760.3 85.4 722.0 86.4

Internationally diversified 57.6 6.5 48.8 5.8
Country specific 72.3 8.1 65.0 7.8

Total Non-United States 129.9 14.6 113.8 13.6

Total $890.2 100.0% $835.8 100.0%
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The insurance operations have entered into certain guarantees of
derivative contracts, included in the preceding tables, which do not
qualify for the financial guarantee scope exception under SFAS 133.
MBIA Corp. generally guarantees the timely payment of principal and
interest related to these derivatives upon the occurrence of a credit
event with respect to a referenced obligation. The maximum amount of
future payments that MBIA Corp. may be required to make under
these guarantees, should a full credit event occur, is $81.4 billion. This
amount is net of cessions to reinsurers of $17.0 billion. MBIA Corp.’s
guarantees of derivative contracts have a legal maximum maturity range
of 1-74 years. A small number of guaranteed credit derivative contracts
have long maturities to satisfy regulatory requirements imposed on
MBIA’s counterparties. However, the expected maturities of such con-
tracts are much shorter due to amortizations and prepayments in the
underlying collateral pools. In accordance with SFAS 133, the fair val-
ues of these guarantees at December 31, 2004 are recorded on the bal-
ance sheet as assets and liabilities, representing gross gains and losses, of
$40.0 million and $26.4 million, respectively. These derivative con-
tracts are discussed further in Note 7. 

MBIA Corp. may hold recourse provisions with third parties in
these transactions through both reinsurance and subrogation rights.
MBIA Corp.’s reinsurance arrangements provide that should MBIA
Corp. pay a claim under a guarantee of a derivative contract, then
MBIA Corp. could collect amounts from any reinsurers that have rein-
sured the guarantee on either a proportional or non-proportional basis,
depending upon the underlying reinsurance agreement. MBIA Corp.
may also have recourse through subrogation rights whereby if MBIA
Corp. makes a claim payment, it is entitled to any rights of the insured
counterparty, including the right to any assets held as collateral. 

MBIA Corp. has also issued guarantees of certain obligations
issued by its investment management affiliates that are not included in
the previous tables. These guarantees take the form of insurance policies
issued by MBIA Corp. on behalf of the investment management affili-
ates. Should one of these affiliates default on its insured obligations,
MBIA Corp. will be required to pay all scheduled principal and interest
amounts outstanding. As of December 31, 2004, the maximum
amount of future payments that MBIA Corp. could be required to
make under these guarantees, should a full default occur, is $12.7 bil-
lion. These guarantees have a maximum maturity range of 1-42 years.
These guarantees were entered into on an arm’s length basis and are
fully collateralized by marketable securities. MBIA Corp. has both
direct recourse provisions and subrogation rights in these transactions.
If MBIA Corp. is required to make a payment under any of these affili-
ate guarantees, it would have the right to seek reimbursement from
such affiliate and to liquidate any collateral to recover all or a portion of
the amounts paid under the guarantee. 

NOTE 22: REINSURANCE (RESTATED) 
MBIA Corp. reinsures exposure to other insurance companies under
various treaty and facultative reinsurance contracts, both on a pro-rata
and non-proportional basis. Additionally, the Company has entered
into arrangements under which it is entitled to reimbursement of losses
on its insured portfolio but which do not qualify as reinsurance under
GAAP. In the event that any or all of the reinsurers are unable to meet
their obligations, MBIA Corp. would be liable for such defaulted
amounts. 

Amounts deducted from gross insurance in force for reinsurance
ceded by MBIA Corp. and its subsidiaries were $126.9 billion and
$170.0 billion, of which $13.1 million and $21.5 billion related to
other reimbursement arrangements, at December 31, 2004 and 2003,
respectively. The distribution of ceded insurance in force by, including
other reimbursement arrangements, geographic location is set forth in
the following table: 

As of December 31 

2004 2003 

% of % of
Ceded Ceded Ceded Ceded

In billions Insurance Insurance Insurance Insurance
Geographic Location In Force In Force In Force In Force 

California $ 11.9 9.4% $ 18.8 11.1%
New York 5.9 4.6 9.7 5.7
New Jersey 4.5 3.6 6.6 3.9
Texas 4.2 3.3 6.0 3.5
Puerto Rico 3.8 3.0 4.0 2.3
Florida 3.7 3.0 5.3 3.1
Massachusetts 3.7 2.9 5.0 3.0
Colorado 3.1 2.4 3.9 2.3
Illinois 2.8 2.2 4.6 2.7
Pennsylvania 2.1 1.6 3.4 2.0

Subtotal 45.7 36.0 67.3 39.6
Nationally diversified 21.8 17.2 30.1 17.7
Other states 19.6 15.4 30.6 18.0

Total United States 87.1 68.6 128.0 75.3

Internationally diversified 15.2 12.0 16.0 9.4
Country specific 24.6 19.4 26.0 15.3

Total Non-United States 39.8 31.4 42.0 24.7

Total $126.9 100.0% $170.0 100.0%

Notes to Consolidated Financial Statements MBIA Inc. & Subsidiaries
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The distribution of ceded insurance in force by type of bond is
set forth in the following table: 

As of December 31 

2004 2003 

Ceded % of Ceded Ceded % of Ceded
In billions Insurance Insurance Insurance Insurance
Bond Type In Force In Force In Force In Force 

Global Public Finance:
United States

General obligation $ 15.8 12.5% $ 24.8 14.6%
Transportation 12.7 10.0 18.4 10.8
Utilities 11.1 8.7 18.2 10.7
Health care 10.8 8.5 13.9 8.2
Special revenue 8.8 6.9 12.7 7.5
Investor-owned utilities 2.7 2.1 4.6 2.7
Housing 2.0 1.6 2.7 1.6
Higher education 2.0 1.6 3.3 1.9

Total United States 65.9 51.9 98.6 58.0

Non-United States
Transportation 5.9 4.7 7.0 4.2
Utilities 4.7 3.7 5.3 3.1
Sovereign 4.1 3.2 4.0 2.3
Investor-owned utilities 1.8 1.4 2.1 1.2
Sub-sovereign 1.0 0.8 1.0 0.6
Health care 0.2 0.2 0.2 0.2
Housing —  — 0.1 —  

Total Non-United 
States 17.7 14.0 19.7 11.6

Total Global Public 
Finance 83.6 65.9 118.3 69.6

Global Structured Finance:
United States

Asset-backed:
Auto 3.2 2.5 4.6 2.7
Credit cards 2.2 1.7 3.8 2.2
Other 0.6 0.5 0.7 0.4
Leasing 0.1 0.1 0.1 0.1

CDO, CLO and CBO 5.8 4.6 6.0 3.5
Mortgage-backed:

Home equity 3.5 2.8 4.0 2.4
Other 1.1 0.9 2.0 1.2
First mortgage 0.4 0.3 0.5 0.3

Pooled corp. obligations 
& other 4.2 3.3 7.6 4.5

Financial risk 0.1 — 0.1 —  

Total United States 21.2 16.7 29.4 17.3

Non-United States
CDO, CLO and CBO 10.8 8.5 10.7 6.3
Mortgage-backed:

Other 2.0 1.6 1.7 1.0
First mortgage 1.9 1.5 1.5 1.0
Home equity 0.3 0.3 —  —  

Pooled corp. obligations 
& other 3.1 2.4 3.6 2.1

Financial risk 2.3 1.8 2.4 1.4
Asset-backed 1.7 1.3 2.4 1.3

Total Non-United 
States 22.1 17.4 22.3 13.1

Total Global 
Structured 

Finance 43.3 34.1 51.7 30.4

Total $126.9 100.0% $170.0 100.0%

Reinsurance enables the Company to cede exposure for purposes
of increasing its capacity to write new business while complying with its
single risk and credit guidelines. The rating agencies continuously
review reinsurers providing coverage to the financial guarantee industry.
When a reinsurer is downgraded, less capital credit is given to MBIA
under rating agency models. However, the Company generally retains
the right to reassume the business ceded to reinsurers under certain cir-
cumstances, including the downgrade of the reinsurers. Additionally,
MBIA requires certain reinsurers to maintain bank letters of credit or
establish trust accounts to cover liabilities ceded to such reinsurers
under reinsurance contracts. As of December 31, 2004, the total
amount available under these letters of credit and trust arrangements
was $518.4 million. The following table shows the percentage ceded to
and reinsurance recoverable from reinsurers by S&P’s rating levels: 

Reinsurers’ Reinsurance
Standard & Poor’s Percentage of Recoverable
Rating Range Total Par Ceded (in thousands)

AAA 76.33% $11,738
AA 12.04% 7,749
A 11.53% 13,914
Not Currently Rated 0.09% 338
Non-Investment Grade 0.01% (5)

Total 100% $33,734

The top two reinsurers within the AAA rating category repre-
sented approximately 55% of total par ceded by MBIA; the top two
reinsurers within the AA rating category represented approximately 7%
of total par ceded by MBIA; and the top two reinsurers within the A
rating category represented approximately 11% of total par ceded by
MBIA. For the years ended December 31, 2004, 2003 and 2002, recov-
eries received under reinsurance contracts totaled $19.2 million, $6.8
million and $0.2 million, respectively. 

In February 2004, MBIA Corp. and Channel Re, a Triple-A
rated financial guarantee reinsurance company in which MBIA holds a
17.4% ownership interest, entered into treaty and facultative reinsur-
ance arrangements whereby Channel Re agreed to provide committed
reinsurance capacity to MBIA Corp. through June 30, 2008 and sub-
ject to renewal thereafter. Under these reinsurance arrangements,
MBIA Corp. agreed to cede to Channel Re and Channel Re agreed to
assume from MBIA Corp. varying percentages of designated policies
issued by MBIA Corp. The amount of any policy subject to the com-
mitted reinsurance arrangements is based on the type of risk insured
and on other factors. Additionally, the reinsurance arrangements pro-
vide Channel Re with certain preferential terms, including those related
to ceding commissions. 

As part of the Company’s portfolio shaping activity in 1998, the
Company entered into quota share reinsurance agreements with highly
rated reinsurers that obligated the Company to cede future premiums
to the reinsurers. As of October 1, 2004, the Company satisfied its
obligation to cede under these agreements. 
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Ceding commissions received from reinsurers, before deferrals
and net of return ceding commissions, were $31.6 million, $62.9 mil-
lion and $49.7 million in 2004, 2003 and 2002, respectively. 

NOTE 23: LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES

(RESTATED) 
Loss and LAE reserves are established in an amount equal to the Com-
pany’s estimate of unallocated losses, identified or case basis reserves
and costs of settlement and other loss mitigation expenses on obliga-
tions it has insured. See Note 3 for additional information regarding
the Company’s loss reserving policy. 

A summary of the unallocated and case basis activity and the
components of the liability for loss and LAE reserves are shown in the
following table: 

Restated Restated
In thousands 2004 2003 2002 

Case basis loss and LAE reserves:
Balance at January 1 $387,253 $330,960 $303,355

Less: reinsurance recoverable 61,085 43,828 35,090

Net balance at January 1 326,168 287,132 268,265

Case basis transfers from 
unallocated loss reserve related to:

Current year 67,976 13,634 9,971
Prior years 57,878 46,060 39,523

Total 125,854 59,694 49,494

Paid related to:
Current year 2,836 8,859 1,443
Prior years 47,996 11,799 29,184

Total paid 50,832 20,658 30,627

Net balance at December 31 401,190 326,168 287,132
Plus: reinsurance recoverable 33,734 61,085 43,828

Case basis reserve balance at 
December 31 434,924 387,253 330,960

Unallocated loss reserve:
Balance at January 1 304,228 290,367 277,638

Losses and LAE incurred (1) 81,880 73,555 62,223
Channel Re elimination (2) (624) —  —  
Reserves related to ASIA Ltd (3) 32,063 —  —  
Transfers to case basis and LAE 

reserves (125,854) (59,694) (49,494)

Unallocated loss reserve balance 
at December 31 291,693 304,228 290,367

Total $726,617 $691,481 $621,327
(1) Represents the Company’s provision for losses calculated as 12% of scheduled net earned
premium. 
(2) Represents the amount of losses and LAE incurred that have been eliminated in propor-
tion to MBIA’s ownership interest in Channel Re, which is carried on an equity method
accounting basis. 
(3) Represents reserves associated with the assumption of portfolios from ASIA Ltd. 

Total case basis activity was $126 million, $60 million and $49
million in 2004, 2003 and 2002, respectively. Case basis activity during
2004 primarily consisted of loss reserves for insured obligations issued
by Fort Worth Osteopathic Hospital, MBIA’s guaranteed tax lien port-
folios, AHERF, an older vintage collateralized debt obligation (CDO)
and a manufactured housing exposure. During 2003, case basis activity
included reserves for MBIA’s guaranteed tax lien portfolios and losses
associated with the guarantee of an older vintage CDO and a Trenwick
America Corp. debt obligation. During 2002, case basis activity
included reserves for MBIA’s guaranteed tax lien portfolios, AHERF
and a structured finance transaction. 

During the third quarter of 2004, MBIA acquired $42 million
of tax liens, which are recorded in “Other assets.” These tax liens were
acquired as a result of payments made on policies related to certain
insured tax lien securitization transactions. The balance of these tax
liens at December 31, 2004 was $34.9 million, which the Company
expects to collect as a result of future redemptions. Additionally, the
Company had salvage and subrogation of $154 million and $125 mil-
lion as of December 31, 2004 and 2003, respectively, included in
“Other assets.” 

NOTE 24: PENSION AND PROFIT-SHARING PLANS

The Company has a non-contributory, defined contribution pension
plan to which the Company contributes 10% of each eligible
employee’s annual compensation. Annual compensation consists of
base salary, bonus and commissions, as applicable, for determining such
contributions. Pension benefits vest over a five-year period with 60%
vesting after three years and 20% in years four and five. Pension
expense for the years ended December 31, 2004, 2003 and 2002 was
$9.7 million, $10.1 million and $10.1 million, respectively. 

The Company also has a profit-sharing/401(k) plan. The plan is
a voluntary contributory plan that allows eligible employees to defer
compensation for federal income tax purposes under Section 401(k) of
the Internal Revenue Code of 1986, as amended. Employees may con-
tribute through payroll deductions up to 10% of eligible compensa-
tion. The Company matches employee contributions up to the first 5%
of such compensation with MBIA Inc. common stock. The benefit of
the Company’s contributions vests over five years with 60% vesting
after three years and then 20% in years four and five. Generally, a par-
ticipating employee is entitled to distributions from the plan upon ter-
mination of employment, retirement, death or disability. Participants
who qualify for distribution may receive a single lump sum, transfer the
assets to another qualified plan or individual retirement account, or
receive a series of specified installment payments. Company contribu-
tions to the profit-sharing/401(k) plan aggregated $5.3 million, $5.1
million and $3.4 million for the years ended December 31, 2004, 2003
and 2002, respectively. 

The components of net premiums written and earned, including reinsurance assumed from and ceded to other companies, are set forth in the
following table: 

Years ended December 31 

Restated Restated
In thousands 2004 2003 2002 

Written Earned Written Earned Written Earned 

Direct $1,100,234 $971,427 $1,249,832 $933,448 $932,204 $750,404
Assumed 16,681 24,780 18,976 32,193 19,727 27,437

Gross 1,116,915 996,207 1,268,808 965,641 951,931 777,841
Ceded (146,880) (173,740) (218,808) (225,770) (181,598) (184,388)

Net $ 970,035 $822,467 $1,050,000 $739,871 $770,333 $593,453
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In December 1995, the Company adopted a restricted stock
program whereby certain employees are granted restricted shares of the
Company’s common stock. These stock awards may only be sold three,
four or five years from the date of grant, at which time the awards 
fully vest. 

In 2004 and 2003, respectively, 603,267 and 247,543 restricted
shares (net of canceled shares) of the Company’s common stock were
granted to certain employees and directors of the Company. The fair
value of the shares awarded (net of cancellations) in 2004 and 2003,
determined on the grant date, was $36.6 million and $9.0 million,
respectively, which has been recorded as “Unearned compensation-
restricted stock” and is included in “stock-based compensation” within
shareholders’ equity. Unearned compensation is amortized to expense
over the appropriate three- to five-year vesting period (except for a
minor portion granted to members of the MBIA Inc. board of directors
which is amortized over a ten-year period). Compensation expense
related to the restricted stock was $12.1 million, $6.3 million and $5.4
million for the years ended December 31, 2004, 2003 and 2002,
respectively. 

In 1992, CapMAC adopted an Employee Stock Ownership Plan
(ESOP) to provide its employees the opportunity to obtain beneficial
interests in the stock of CapMAC through a trust (the ESOP Trust).
The ESOP Trust purchased 525,938 shares of the Company’s stock.
The ESOP Trust financed its purchase of common stock with a loan
from the Company in the amount of $10 million, which was fully
repaid in 2001. An amount representing unearned employee compen-
sation, equivalent in value to the unpaid balance of the ESOP loan, is
recorded as “Unallocated ESOP shares” and is shown as a separate com-
ponent of shareholders’ equity. 

In July 1999, the Company contributed 20,096 additional
shares to the ESOP plan. Subsequent to this contribution, the ESOP
plan was merged with the MBIA Inc. Employee Profit-Sharing/401(k)
plan. In conjunction with the merger of the plans, released ESOP
shares were used to fund the 401(k) company match obligations. Dur-
ing 2003 and 2002, 36,030 and 62,709 shares, respectively, were uti-
lized for the 401(k) company match. As of December 31, 2003 and
2002, respectively, a total of 546,034 and 510,004 shares have been
allocated to the participants. During 2003 all of the remaining unallo-
cated ESOP shares were allocated to the participants. 

Effective January 1, 2002 the Company adopted the fair value
recognition provisions of SFAS 123. Under the modified prospective
method of adoption selected by the Company under the provisions of
SFAS 148, employee stock options’ compensation expense for the years
ended December 31, 2004, 2003 and 2002 totaled $16.7 million,
$26.4 million and $23.9 million, respectively. 

The fair value for these options was estimated at the date of
grant using a Black-Scholes option pricing model. The number of sig-
nificant options granted and the assumptions used for valuing such
option grants during the last three years are shown in the following
table: 

February February October February
2004 2003 2002 2002

Number of options 
granted 745,200 1,414,010 260,000 1,536,875

Exercise price $64.84 $36.69 $36.72 $52.81
Dividend yield 1.766% 2.180% 1.852% 1.140%
Expected volatility .3384 .3330 .3166 .2954
Risk-free interest rate 3.700% 3.483% 3.305% 4.835%
Expected option term 

(in years) 7.20 6.40 6.40 6.26

Amounts relating to the above plans that exceed limitations
established by federal regulations are contributed to a non-qualified
deferred compensation plan. These non-qualified contributions are
included in the above stated pension and profit-sharing/401(k) match
amounts and totaled $2.9 million, $3.4 million and $3.9 million for
the pension plan, and $1.6 million, $1.7 million and $1.5 million for
the profit-sharing/401(k) plan for the years ending December 31,
2004, 2003 and 2002, respectively. 

NOTE 25: LONG-TERM INCENTIVE PLANS

On May 11, 2000, the Company’s shareholders approved the 2000
Stock Option Plan (the 2000 plan). The 2000 plan superseded the
Company’s 1987 stock option plan (the 1987 plan), and shares avail-
able for grant under the 1987 plan were canceled and are no longer
available for grant. Options previously granted under the 1987 plan
remain outstanding in accordance with their terms and with the terms
of the 1987 plan. The 2000 plan enables key employees of the Com-
pany and its subsidiaries to acquire shares of common stock of the
Company or to benefit from appreciation in the price of the common
stock of the Company. Options granted will either be Incentive Stock
Options (ISOs), where they qualify under Section 422(a) of the Inter-
nal Revenue Code, or Non-Qualified Stock Options (NQSOs). 

ISOs and NQSOs are granted at a price not less than 100% of
the fair value, defined as closing price, of the Company’s common stock
as determined on the date granted. Options are exercisable as specified
at the time of grant and expire ten years from the date of grant (or
shorter if specified or following termination of employment). 

The board of directors of the Company has authorized a maxi-
mum of 7,350,000 shares of the Company’s common stock to be
granted as options under the 2000 plan. As of December 31, 2004,
5,875,394 options had been granted under the 2000 plan, net of expi-
rations and cancellations, leaving the total available for future grants at
1,474,606. 

The stock option grants, which may continue to be awarded
every year, provide the right to purchase shares of common stock at the
fair value of the stock on the date of the grant. In 2004, 1,057,515
options were awarded under the 2000 plan. These options vest over
four or five years depending on the level of the recipient. 

In December 1995, the MBIA Inc. board of directors approved
the “MBIA Long-Term Incentive Program” (the incentive program).
The incentive program includes a stock option component (described
above) and a compensation component linked to the growth in book
value per share, including certain adjustments, of the Company’s stock
(modified book value) over a three-year period following the grant date.
Target levels for the incentive program awards are established as a per-
centage of total salary and bonus, based upon the recipient’s position.
Awards under the incentive program typically are granted from the vice
president level up to and including the executive chairman. Actual
amounts to be paid are adjusted upward or downward depending on
the growth of modified book value versus a baseline target, with a mini-
mum growth of 8% necessary to receive any payment and an 18%
growth necessary to receive the maximum payment. Awards under the
incentive program are divided equally between the two components,
with approximately 50% of the award to be given in stock options and
approximately 50% of the award to be paid in cash or shares of Com-
pany stock. Payments are made at the end of each three-year measure-
ment period. During 2004, 2003 and 2002, $25.1 million, $21.8
million and $18.8 million, respectively, were recorded as an expense
related to modified book value awards. 
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The Black-Scholes option valuation model was developed for
use in estimating the fair value of traded options that have no vesting
restrictions and are fully transferable. In addition, option valuation
models require the input of highly subjective assumptions including the
expected stock price volatility. 

The following table displays the total number of options granted
during the last three years. The proxy officers represent the seven most
highly compensated officers in 2004 while in 2003 and 2002 there were
five disclosed in the Company’s proxy statement. 

Number of Options Granted 

2004 2003 2002 

Proxy officers 352,000 669,000 780,000
Other senior officers 355,000 262,500 257,500

Senior officers 707,000 931,500 1,037,500
Other employees 350,515 504,510 816,104

Total 1,057,515 1,436,010 1,853,604

A summary of the Company’s stock option plan as of December
31, 2004, 2003 and 2002, and changes during the years ending on
those dates, is set forth in the following table: 

2004

Weighted-Avg.
Number Price per

Options of Shares Share

Outstanding at beginning of year 10,123,348 $42.7479
Granted 1,057,515 62.8713
Exercised 1,453,409 63.3124
Expired or canceled 230,436 46.0938

Outstanding at year-end 9,497,018 $45.4433

Exercisable at year-end 5,140,182 $42.8981
Weighted-average fair value per 

share of options granted during 
the year $21.5659

2003

Weighted-Avg.
Number Price per

Options of Shares Share

Outstanding at beginning of year 9,533,766 $42.1900
Granted 1,436,010 36.8754
Exercised 748,484 52.5683
Expired or canceled 97,944 45.1221

Outstanding at year-end 10,123,348 $42.7479

Exercisable at year-end 2,976,626 $39.3808
Weighted-average fair value per 

share of options granted during 
the year $11.3446

2002

Weighted-Avg.
Number Price per

Options of Shares Share

Outstanding at beginning of year 8,325,780 $39.3329
Granted 1,853,604 50.4200
Exercised 479,228 55.5400
Expired or canceled 166,390 44.7200

Outstanding at year-end 9,533,766 $42.1900

Exercisable at year-end 3,033,711 $34.9900
Weighted-average fair value per 

share of options granted during 
the year $17.1878

The following table summarizes information about the plan’s stock options at December 31, 2004: 
Weighted-

Range of Average Weighted- Weighted-
Average Number Remaining Average Number Average
Exercise Outstanding Contractual Exercise Exercisable Exercise
Price at 12/31/04 Life in Years  Price at 12/31/04 Price

$25.71-29.71 63,781 3.18 $26.64 57,031 $26.61
$32.54-36.69 2,361,913 6.03 $34.91 1,174,837 $33.15
$36.72-47.95 4,037,916 4.54 $44.32 3,090,791 $44.85
$48.35-64.86 3,033,408 7.11 $55.54 817,523 $50.67

Total 9,497,018 5.72 $45.44 5,140,182 $42.90

NOTE 26: RELATED PARTY TRANSACTIONS

Related parties are defined as the following: 
• Affiliates of the Company: An affiliate is a party that directly or indi-

rectly controls, is controlled by or is under common control with the
Company. Control is defined as having, either directly or indirectly,
the power to direct the management and policies of the Company
through ownership, by contract or otherwise. 

• Entities for which investments are accounted for by the equity
method by the Company. 

• Trusts for the benefit of employees, such as pension and profit-sharing
trusts, that are managed by or under the trusteeship of management. 

• Principal owners of the Company defined as owners of record or
known beneficial owners of more than 10 percent of the voting inter-
ests of the Company. 

• Management of the Company which includes persons who are
responsible for achieving the objectives of the Company and who
have the authority to establish policies and make decisions by which
those objectives are to be pursued. Management normally includes
members of the board of directors, the chief executive officer, chief
operating officer, vice president in charge of principal business func-
tions and other persons who perform similar policymaking functions. 
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NOTE 27: FAIR VALUE OF FINANCIAL INSTRUMENTS

(RESTATED) 
The estimated fair value amounts of financial instruments shown in the
following table have been determined by the Company using available
market information and widely accepted valuation methodologies.
However, in certain cases considerable judgment was required to inter-
pret market data in order to develop estimates of fair value. Accord-
ingly, 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 and/or estimation methodologies
may have a material effect on the estimated fair value amounts. 

FIXED-MATURITY SECURITIES The fair value of fixed-maturity
securities available-for-sale, including securities pledged as collateral, is
based upon quoted market prices, if available. If a quoted market price
is not available, fair value is estimated using quoted market prices for
similar securities. 

INVESTMENTS HELD-TO-MATURITY The held-to-maturity
investments are comprised of fixed and floating rate fixed-maturity
securities. The fair value of the fixed rate investments is determined by
calculating the net present value of estimated future cash flows assum-
ing prepayments, defaults and discount rates that the Company
believes market participants would use for similar assets. The carrying
value of the floating rate investments approximates their fair value. 

SHORT-TERM INVESTMENTS Short-term investments are carried
at amortized cost, which approximates fair value. 

OTHER INVESTMENTS Other investments include the Com-
pany’s interest in equity-oriented and equity method investments. The
fair value of these investments is based on quoted market prices,
investee financial statements or cash flow modeling. 

CASH AND CASH EQUIVALENTS, ACCRUED INVESTMENT INCOME,
REINSURANCE RECOVERABLE ON UNPAID LOSSES, RECEIVABLE FOR

INVESTMENTS SOLD, SHORT-TERM DEBT AND PAYABLE FOR INVEST-
MENTS PURCHASED The carrying amounts of these items are reason-
able estimates of their fair values as they are short-term in nature. 

PREPAID REINSURANCE PREMIUMS The fair value of the Com-
pany’s prepaid reinsurance premiums is based on the estimated cost of
entering into an assumption of the entire portfolio with third-party
reinsurers under current market conditions. 

DEFERRED PREMIUM REVENUE The fair value of the Company’s
deferred premium revenue is based on the estimated cost of entering
into a cession of the entire portfolio with third-party reinsurers under
current market conditions. 

LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES The carrying
amount is composed of the present value of the expected cash flows for
specifically identified claims combined with an estimate for unidenti-
fied claims. Therefore, the carrying amount is a reasonable estimate of
the fair value of the reserve. 

INVESTMENT AGREEMENTS AND MEDIUM-TERM NOTES The
fair values of investment agreements and medium-term notes are esti-
mated using discounted cash flow calculations based upon interest 
rates currently being offered for similar agreements and notes with
maturities consistent with those remaining for the agreements and
notes being valued. 

• Members of the immediate families of principal owners of the Com-
pany and its management. This includes family members whom a
principal owner or a member of management might control or influ-
ence or by whom they may be controlled or influenced because of the
family relationship. 

• Other parties with which the Company may deal if one party controls
or can significantly influence the management or policies of the other
to an extent that one of the transacting parties might be prevented
from fully pursuing its own separate interests. 

• Other parties that can significantly influence the management or poli-
cies of the transacting parties or that have an ownership interest in one
of the transacting parties and can significantly influence the other to
the extent that one or more of the transacting parties might be pre-
vented from fully pursuing its own separate interests. 

From time to time the Company may enter into transactions
with related parties that the Company deems immaterial or which
occur in the normal course of business and are deemed to be transacted
at “arm’s length” by management. Since 1989, MBIA Corp. has exe-
cuted five surety bonds to guarantee the payment obligations of the
members of the Association that had their S&P claims-paying rating
downgraded from Triple-A on their previously issued Association poli-
cies. In the event that they do not meet their Association policy pay-
ment obligations, MBIA Corp. will pay the required amounts directly
to the paying agent. The aggregate outstanding exposure on these
surety bonds as of December 31, 2004 is $340 million. 

MBIA Inc., through its subsidiaries, is responsible for providing
investment advisory and certain related administrative services to the
MBIA Capital/Claymore Managed Duration Investment Grade
Municipal Fund and, prior to the sale of 1838, provided such services
to the 1838 Bond-Debenture Trading Fund and the 1838 Investment
Advisors Funds (collectively, the “Funds”). Additionally, MBIA Inc.,
through its subsidiaries, earned investment management, accounting,
administration and service fees related to the Funds, which aggregated
$0.9 million, $1.4 million and $1.7 million for the years ended Decem-
ber 31, 2004, 2003 and 2002, respectively, and are included in invest-
ment management services revenues in the Company’s income
statement. 

The Company owns investments, included in other invest-
ments, which are recorded in the Company’s financial statements using
the equity method of accounting. These investments are comprised of
equity interests in limited partnerships and in Channel Re. All material
transactions between MBIA and these entities have been eliminated in
MBIA’s consolidated financial statements. During 2004, premiums
ceded to Channel Re totaled $192.1 million representing $47.4 million
in ceding commissions. Note 22 provides information with respect to
the terms of the reinsurance arrangements between MBIA Corp. and
Channel Re. 

MBIA Corp. insures municipal bonds held by certain Guaran-
teed Series of Empire State Municipal Exempt Trusts. One of the co-
sponsors of these trusts is Lebenthal & Co., Inc., whose chairman
emeritus is James A. Lebenthal. Mr. Lebenthal served as a director of
MBIA during 2004. The Company believes that the terms of these
insurance policies and premiums charged are no less favorable than
those related to similar unit investment trusts. 

The Company had no loans outstanding with any executive offi-
cers or directors during 2004. 
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COMMERCIAL PAPER The carrying value of commercial paper
approximates its fair value primarily due to their short-term nature or
variability in interest rates. 

VARIABLE INTEREST ENTITY FLOATING RATE NOTES Variable
interest entity floating rate notes consist of floating rate securities and
related accrued interest. The carrying values of variable interest entity
notes approximate their fair values due to the term of the applicable
interest rates. 

SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE The
fair value is estimated using discounted cash flow calculations based
upon interest rates currently being offered for similar agreements. 

LONG-TERM DEBT The fair value is estimated based on quoted
market prices for the same or similar securities. 

DERIVATIVES The fair value is derived from market information
and appropriate valuation methodologies which reflect the estimated
amounts that the Company would receive or pay to terminate the
transaction at the reporting date. 

Restated 
As of December 31, 2004 As of December 31, 2003 

Carrying Estimated Carrying Estimated
In thousands Amount Fair Value Amount Fair Value 

ASSETS:
Fixed-maturity securities $20,410,775 $20,410,775 $17,089,704 $17,089,704
Investments held-to-maturity 7,540,218 7,535,787 8,890,866 8,955,173
Short-term investments 2,405,192 2,405,192 1,913,476 1,913,476
Other investments 261,865 261,865 357,346 357,346
Cash and cash equivalents 366,236 366,236 227,544 227,544
Accrued investment income 312,208 312,208 269,909 269,909
Prepaid reinsurance premiums 471,375 454,576 466,762 424,316
Reinsurance recoverable on unpaid losses 33,734 33,734 61,085 61,085
Receivable for investments sold 67,205 67,205 20,376 20,376
Derivative assets 288,811 288,811 256,744 256,744

LIABILITIES:
Deferred premium revenue $ 3,211,811 $ 3,141,783 $ 3,079,851 $ 2,863,174
Loss and loss adjustment expense reserves 726,617 726,617 691,481 691,481
Investment agreements 8,678,036 9,162,017 6,956,669 7,136,607
Commercial paper 2,598,655 2,598,655 2,639,878 2,639,878
Medium-term notes 6,943,840 6,930,925 7,091,638 7,056,612
Variable interest entity floating rate notes 600,505 600,505 600,299 600,299
Securities sold under agreements to repurchase 647,104 645,683 505,883 507,835
Short-term debt 58,745 58,745 57,337 57,337
Long-term debt 1,332,540 1,345,860 1,021,795 1,113,666
Payable for investments purchased 94,609 94,609 47,059 47,059
Derivative liabilities 528,562 528,562 437,683 437,683

NOTE 28: QUARTERLY FINANCIAL INFORMATION (RESTATED AND UNAUDITED) 
A summary of selected quarterly income statement information follows: 

Previously Reported
2004

In thousands except per share amounts First Second Third 

Gross premiums written $204,693 $372,909 $255,609
Net premiums written 169,729 323,618 203,695
Premiums earned 199,822 208,300 201,777
Investment income and realized gains and losses 168,212 132,729 119,601
All other revenues 122,621 161,145 154,810
Income from continuing operations 207,620 214,401 186,046
Income from discontinued operations, net of tax 29 2,668 0
Net income $207,649 $217,069 $186,046

Basic EPS:*
Income from continuing operations $ 1.45 $ 1.49 $ 1.32
Income from discontinued operations 0.00 0.02 0.00

Net income $ 1.45 $ 1.51 $ 1.32

Diluted EPS:*
Income from continuing operations $ 1.42 $ 1.47 $ 1.29
Income from discontinued operations 0.00 0.02 0.00

Net income $ 1.42 $ 1.48 $ 1.29
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2004

Restated  Restated Restated
In thousands except per share amounts First Second Third Fourth Full Year

Gross premiums written $204,693 $372,909 $255,609 $283,704 $1,116,915
Net premiums written 173,961 327,850 207,927 260,297 970,035
Premiums earned 201,870 210,782 204,321 205,494 822,467
Investment income and realized 

gains and losses 168,212 132,729 119,601 135,233 555,775
All other revenues 122,621 161,145 154,810 184,084 622,660
Income from continuing operations 208,588 215,715 187,496 200,929 812,728
Income from discontinued operations, 

net of tax 29 2,668 0 (121) 2,576
Net income $208,617 $218,383 $187,496 $200,808 $ 815,304

Basic EPS:*
Income from continuing operations $ 1.45 $ 1.50 $ 1.33 $ 1.45 $ 5.73
Income from discontinued 

operations 0.00 0.02 0.00 0.00 0.02

Net income $ 1.45 $ 1.52 $ 1.33 $ 1.44 $ 5.75

Diluted EPS:*
Income from continuing operations $ 1.42 $ 1.47 $ 1.30 $ 1.42 $ 5.61
Income from discontinued 

operations 0.00 0.02 0.00 0.00 0.02

Net income $ 1.42 $ 1.49 $ 1.30 $ 1.41 $ 5.63

Previously Reported
2003

In thousands except per share amounts First Second Third Fourth Full Year

Gross premiums written $288,147 $327,094 $346,052 $307,515 $1,268,808
Net premiums written 224,028 271,523 275,957 261,564 1,033,072
Premiums earned 161,180 185,671 194,358 191,788 732,997
Investment income and realized 

gains and losses 138,951 130,758 126,486 131,169 527,364
All other revenues 173,303 159,082 118,760 139,043 590,188
Income from continuing operations 223,212 217,136 189,283 181,850 811,481
Income from discontinued operations, 

net of tax 114 718 1,102 170 2,104
Net income $223,326 $217,854 $190,385 $182,020 $ 813,585

Basic EPS:*
Income from continuing operations $ 1.55 $ 1.52 $ 1.32 $ 1.27 $ 5.66
Income from discontinued 

operations 0.00 0.00 0.01 0.00 0.01

Net income $ 1.55 $ 1.52 $ 1.33 $ 1.27 $ 5.67

Diluted EPS:*
Income from continuing operations $ 1.54 $ 1.50 $ 1.30 $ 1.25 $ 5.60
Income from discontinued 

operations 0.00 0.01 0.01 0.00 0.01

Net income $ 1.54 $ 1.51 $ 1.31 $ 1.25 $ 5.61
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Restated
2003

In thousands except per share amounts First Second Third Fourth Full Year

Gross premiums written $288,147 $327,094 $346,052 $307,515 $1,268,808
Net premiums written 228,260 275,755 280,189 265,796 1,050,000
Premiums earned 162,603 187,385 196,248 193,635 739,871
Investment income and realized 

gains and losses 138,951 130,758 126,486 131,169 527,364
All other revenues 173,303 159,082 118,760 139,043 590,188
Income from continuing operations 223,497 217,683 189,997 182,635 813,812
Income from discontinued operations, 

net of tax 114 718 1,102 170 2,104
Net income $223,611 $218,401 $191,099 $182,805 $ 815,916

Basic EPS:*
Income from continuing operations $ 1.55 $ 1.52 $ 1.33 $ 1.27 $ 5.67
Income from discontinued 

operations 0.00 0.00 0.01 0.00 0.01

Net income $ 1.55 $ 1.53 $ 1.33 $ 1.28 $ 5.69

Diluted EPS:*
Income from continuing operations $ 1.54 $ 1.51 $ 1.31 $ 1.25 $ 5.61
Income from discontinued 

operations 0.00 0.00 0.01 0.00 0.01

Net income $ 1.54 $ 1.51 $ 1.32 $ 1.26 $ 5.63

* Due to rounding, quarterly per share amounts may not add to the totals for the years. 
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Locations

MBIA CORPORATE, REGIONAL,
INTERNATIONAL AND SUBSIDIARY

OFFICES

CORPORATE HEADQUARTERS

MBIA INC.
113 King Street
Armonk, New York 10504
+1-914-273-4545
www.mbia.com

GLOBAL FINANCIAL GUARANTEE

OFFICES:

MBIA INSURANCE CORPORATION

113 King Street
Armonk, NY 10504
+1-914-273-4545

MBIA UK INSURANCE LIMITED

1 Great St. Helen’s
London, EC3A 6HX
England
+44-20-7920-6363

MBIA SUCURSAL ESPAÑA

Serrano, 20-2º Dcha
28001 Madrid, 
Spain
+34-91-431-6881

MBIA ASSURANCE S.A.
Italian Representative Office
Via Monte di Pietá 21
20121 Milano
Italy
+39-02-86-337-627

MBIA INSURANCE CORPORATION

650 Fifth Avenue, 7th Floor
New York, NY 10019
+1-212-713-6400

MBIA ASSURANCE, S.A.
112, avenue Kléber
75116 Paris, 
France
+33-1-53-70-4343

MBIA INSURANCE CORPORATION

150 California Street, 20th Floor
San Francisco, CA 94111
+1-415-352-3050

MBIA INSURANCE CORPORATION

9 Temasek Boulevard #29-03
Suntec Tower Two
Singapore 038989
+65-6334-9605

MBIA INTERNATIONAL

MARKETING SERVICES PTY. LTD.
Level 29
The Chifley Tower
2 Chifley Square
Sydney NSW 2000
Australia
+61-2-9375-2190

MBIA INSURANCE CORPORATION

Shiroyama JT Trust Tower 
16th Floor
4-3-1 Toranomon, Minato-ku
Tokyo 105-6016
Japan
+81-3-5403-4774

INVESTMENT MANAGEMENT AND

FINANCIAL SERVICES OFFICES:

MBIA INVESTMENT

MANAGEMENT CORP.
(Guaranteed investments, investment
and repurchase agreements)

MBIA CAPITAL MANAGEMENT

CORP.
(Fixed-income asset management)
MBIA MUNICIPAL INVESTORS

SERVICE CORPORATION

(CLASS®,CAM)
113 King Street
Armonk, NY 10504
+1-914-273-4545

MBIA MUNICIPAL INVESTORS

SERVICE CORPORATION (CAM)
1700 Broadway, Suite 2050
Denver, CO 80290
+1-303-860-1100

MBIA MUNISERVICES COMPANY

(Specialized financial services for the
public sector)
7335 Palm Bluffs Drive
Fresno, CA 93711
+1-800-800-8181
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STOCK EXCHANGE LISTING

MBIA Inc. common stock is listed
on the New York Stock Exchange
(symbol: MBI). The approximate
number of shareholders of record
of MBIA’s common stock was 797
as of December 31, 2004.

SHARE CLASSES

MBIA only offers common stock
for sale.

VOTING RIGHTS

If you own MBIA stock at the
close of business on March 11,
2005, you are entitled to vote. You
have one vote for each share of
MBIA common stock you own.

ANNUAL MEETING

All shareholders are cordially invit-
ed to attend the annual sharehold-
ers’ meeting, which will be held
Thursday, May 5, 2005 at MBIA
Inc. in Armonk, New York. A for-
mal notice of the meeting, together
with a proxy statement and proxy
form, will be mailed to all share-
holders.

FINANCIAL AND OTHER

INFORMATION

Quarterly earnings, annual reports,
Form 10-K, corporate news and
other company information is
available on MBIA’s Web site:
www.mbia.com. Copies of MBIA’s
corporate financial information can
also be obtained by writing to
Shareholder Information at MBIA
Inc., 113 King Street, Armonk, NY
10504.

MBIA has submitted to the New
York Stock Exchange the certifica-
tion of its CEO for the prior year
stating that he was not aware of
any violation by MBIA of the New
York Stock Exchange corporate
governance listing standards.

MBIA has filed with the Securities
and Exchange Commission, as an
exhibit to its most recently filed
Annual Report on Form 10-K, the
Sarbanes-Oxley Act Section 302
certifications regarding the quality
of MBIA’s public disclosure.

Members of the financial commu-
nity seeking additional information
about MBIA should contact:

Nicholas Ferreri
Chief Financial Officer 
+1-914-765-3010
e-mail: nicholas.ferreri@mbia.com

Willard I. Hill, Jr.
Managing Director 
Equity Investor Relations
+1-914-765-3860
e-mail: willard.hill@mbia.com

Charles E. Williams
Managing Director 
Fixed-Income Investor Relations
+1-914-765-3481
e-mail: charlie.williams@mbia.com

2005 KEY FINANCIAL DATES

Payment of future dividends is
dependent upon results of MBIA’s
operations, financial condition and
other business considerations.

DIVIDEND DECLARATIONS

March 10, 2005
June 9, 2005
September 8, 2005
December 8, 2005

RECORD DATES

March 28, 2005
June 24, 2005
September 23, 2005
December 23, 2005

DIVIDEND PAYMENT DATES

April 15, 2005
July 15, 2005
October 17, 2005
January 17, 2006

TRANSFER AGENT, REGISTRAR AND

DIVIDEND DISBURSING AGENT

Wells Fargo Shareowner Services
161 North Concord Exchange
St. Paul, MN 55075
+1-800-468-9716
www.wellsfargo.com/
shareownerservices

AUDITORS

PricewaterhouseCoopers LLP 
New York, New York

TRADEMARKS

The MBIA logo, MBIA Insurance
Corporation and CLASS are trade-
marks of MBIA.

ANALYST COVERAGE

The following equity analysts
report on MBIA:

Deutsche Bank Securities
Darin Arita
darin.c.arita@db.com

Fox-Pitt, Kelton
Gary Ransom
gransom@foxpitt.com

Keefe, Bruyette & Woods
Geoffrey Dunn
gdunn@kbw.com

Merrill Lynch
Rob Ryan
robert_p_ryan@ml.com

Morningstar
Dreyfus Neenan
dreyfus.neenan@morningstar.com

Piper Jaffray 
Michael Grasher
michael.f.grasher@pjc.com

William Blair & Company
Mark Lane
mlane@williamblair.com

Market Price*

COMMON STOCK DATA

Dividends Paid
Per Share High Low Close

2004
1st Quarter $0.20 $67.34 $58.90 $62.70
2nd Quarter 0.24 64.90 54.45 57.12
3rd Quarter 0.24 59.14 52.55 58.21
4th Quarter 0.24 65.21 53.43 63.28

2003
1st Quarter $0.17 $47.81 $34.14 $38.64
2nd Quarter 0.20 53.60 38.61 48.75
3rd Quarter 0.20 57.38 47.68 54.97
4th Quarter 0.20 60.62 54.97 59.23

* Based on New York Stock Exchange trading data
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Hillcrest CDO I Ltd, Hillsboro City, Hillsborough Co SD LSE, Hillsborough Co Solid Waste Res Recovery Sys, Hilton Head Island Twn COP, Hilton Head Island Twn, Hilton Head#1 Pub Svc Dist W&S, Hoke Co, Holland City, Hollidaysburg Boro Wtr, Holmen SD, Honolulu City and Co, Hopewell Valley Reg SD, Hopkins Co SD Fin Corp LSE,

Hopkins Ind SD #270, Hopkinton Twn, Horicon SD, Horry Co, Hortonville SD, Houston City, Houston City W&S Jr Lien, Houston Ind SD, Howell Pub Schls, Hudson City SD COP LSE, Hudson Co LSE, Hughson Unified SD, Hugo City, Hunterdon Central Reg BOE, Huntingdon Boro, Huntington Twn, Hurst City, Iberia Parish Parishwide SD,

ICBC - Air China, IL, IL Hsg Dev Auth, IN Trans Highway LSE, INC Money Market Securities Series 2004 1-9, Incline Village General Imp Dist, Indian Prairie Comm Unit SD#204, Indiana Bond Bank Schl Severence, Indianapolis Airport Auth, Indianapolis City Wtr, Indianapolis Local Pub Imp Bond Bank LSE, Indianapolis Pub Schls, Industry

City, ING Equity Trust, Inter American Univ of Puerto Rico Inc., Interboro SD, Ionia Co, Ionia Pub Schls, Iowa Western Comm Col, Iron Mountain City, Isbank Remittance, Islip Twn, Ithaca City, Jackson Co, Jacksonville Elec Auth, Jacksonville Elec Auth W&S, James Island Pub Serv Dist Sewer Rev, Jamul-Dulzura Union Elem SD, Janesville

City, Japan Fin Corp, Jasper Co SD, Jefferson Co Brd of Ed, Jefferson Co, Jefferson Co LSE, Jefferson Co LSE Rev, Jefferson Co Library Dist LSE, Jefferson Co SD LSE, Jefferson Co Unified SD #343, Jefferson Parish LSE, Jefferson SD, Jeffersonville City Sewage Works, Jenks Aquarium Auth W&S, Jersey City, Jerseyville Comm Unit

SD#100, JetBlue Airways, JetBlue Airways Corp Series 2004-2, John Glenn Schl Bldg Corp, Johns Hopkins Univ, Johnson City, Johnson Co, Johnson Co SD #1, Johnson Co Unified SD #231, Johnson Co Unified SD #512, Johnston City, Johnstown City, Johnstown-Milliken SD #RE5J, Jordan City, Kalamazoo City, Kalamazoo Co LTD,

Kankakee Valley Schl Corp, Kansas City Comm Col, Kansas City LSE, Kansas City Sewer, Kansas Gas & Elec Company, Kaukauna City, Kaweah Delta Health Care Dist, Kearny Co Unified SD #215, Keller City, Kennebec Wtr Dist, Kenosha City, Kent Co Wtr Auth, Kent Schl, Kentfield SD, Kenton Co SD Fin Corp LSE, Kentucky Local Corr

Fac Cnstrctn Auth LSE, Kentucky Rural Wtr Fin Corp W&S, Kerman Unified SD, KeyCorp Student Loan Trust Series 2003, Keystone Central SD, Killeen City, Killeen City W&S, King Co, King Co Pub Hosp Dist #1, King Co Pub Hosp Dist #2, King Co Sewer, Kings Local SD, Kingsport City, Kingston Comm Schl, Kingston Muniity, Kingwood

Twnship, Kirkland City W&S, Kirkwood CDO LTD, Kitsap Co, Knollwood CDO Ltd., Knoxville City Gas, Knoxville City, Knoxville City Sewer, Knoxville City Wtr, Korea Highway Corp, Korea Land Corp, KS Dev Fin Auth LSE, KY Infrastructure Auth, KY Interlocal Schl Transp. Assoc. LSE, KY Property & Bldgs Commission LSE, La Canada Unified

SD, Lackawanna Co, Lafayette City Cmbnd Util, Lafayette City, Lafayette City Sales Tax, Lafayette Parish Cnsldtd SD #1, Lafourche Parish Cnsldtd SD#1, LaGrange SD#102, Lake Bluff Village, Lake City Area Schls, Lake Crystal Wellcome Mem Area Schs ISD #2071, Lake Elmo City, Lake Havasu City, Lake Havasu City WasteWtr, Lakeland

Central SD of Shrub Oak, Lakeland W&S, Lakeville City, Lakewood City, Lakewood SD #306, Lancaster Area Sewer Auth, Lane Cove Tunnel Fin Company Pty Ltd, Lansdale Boro, Laredo City, Las Cruces City Muni Gross Receipts Tax, Las Vegas City, Laurel Co, Laurel Co SD Fin Corp LSE, Laurel Elem SD #7-70, Lawrence City, Lawrence

Twnship, Leake and Watts Servs Inc, Leavenworth Co, Lebanon Special Schl Dist Wilson Co 10th Dist, Lee Co Tourist Dev Tax, Lee's Summit Reorganized SD #7, Lehigh Co, Lehighton Area SD, Leicester Twn, Lemont Village, Lewis & Clark CCD #536, Lewisville City, Liberty Co, Liberty Union High SD, Lima City, Lincoln City Wtr, Lincoln

Co, Lincoln Park Boro BOE Sch, Lincoln SD#27, Lincolnwood SD#74, Linden Unified SD, Little Blue Valley Sewer Dist, Little Elm Twn W&S, Little Thompson Wtr Dist, Littleton City Wtr, Live Oak City, Live Oak SD, Live Oak Unified SD, Livingston Co SD Fin Corp Lse, Livingstson Parish, Livonia Pub Schls SD, Lodi City WasteWtr, Logan

City SD Brd of Ed, Long Beach Unified SD, Long Island Power Auth Elec, Long Island Wtr Co, Longview City, Longview City W&S, Longview SD #122, Lorain Co, LA City Dept of Wtr & Power, LA City, LA City Muni Imp Corp LSE, LA Comm Col Dist, LA Co Local Ed Pool Prog LSE, LA Co Metro Transp Auth Sales, LA Co Reg Park & Open

Space Spc Assmt, LA Unified SD, LA Unified SD LSE, Los Rios Comm Col Dist, Loudoun Co San W&S, Louisiana Pub Facilities Auth Student Loan, Louisville City, Lowell City, Lower Dauphin SD, Lower Lackawanna Valley Sanitary Auth Sewer Rev, Lower Paxton Twnship, Lower Salford Twnship, Loyola Marymount Univ, Lubbock City,

Lufkin City, Lynn Haven City W&S, Lyons Central SD, MA Bay Trans Auth Sales Tax, MA, MA State Col, MA State Col, MA Tpk Auth/Metro Highway Sys Toll Road, MA Wtr Ress Auth W&S, Macomb Twnship LTD, Madeira CSD, Madison Co, Madisonville City W&S, Maimonides Medical Cntr FHA, Maine Health & HEFA, Malden City,

Malheur Co, Manchester City LSE Rev, Mandan Pub SD #1, Manhattan Beach Unified SD, Manistee Co LSE Rev, Mansfield Econ Dev Corp Sales Tax, Manson SD #19, Manteca Unified SD COP, Manton Cnsldtd Schls, Maple River Ind SD #2135, Marcy Twn, Marquardt SD#15, Mars Area SD, Marshall City, Marshall Co Gas Dist, Marshall

SD, Marshalltown Comm SD, Martin Co, Marysville City, Mason City Sewer Sys, Mason Co BOE, Mason Pub Schls, Massillon City, Maui Co, Maury Co, Mayo Foundation, McFarland SD, McPherson City Elec, MD State LSE, ME Turnpike Auth, ME Univ Sys, Mead SD #354, Mecosta Co, Medford Twnship, Medical Univ Hosp Auth,

Melrose Park Village, Memphis City, Menasha Twn W&S Rev, Menominee Area Pub Schls, Menton CDO I, Meriden City, Meridian Funding, LLC, Merrick Union Free SD, Merrill Lynch 2004-E, Mesa City Cmbnd Utility, Mesa Co Valley SD #51, Metris Master Trust, Metro St. Louis Sewer Dist, Metro Trans Auth Dedicated Sales Tax, Metro

Washington Airports Auth, Metuchen Boro, MI  LSE, MI State Bldg Auth LSE, MI Technological Univ, Miami Dade Co SD, Miami-Dade Co Sales Tax, Miami-Dade Co Sewer Rev, Michigan City Schl Bldg Corp, Michigan Cnsldtd Gas Company, Michigan Muni Bond Auth Pub Schls Pgm, Middlesex Co, Middlesex Industrial Dev Auth LSE,

Middletown City, Middletown City SD, Middletown Twnship, Midlothian City W&S, Milam Co, Milford City, Millcreek Twnship, Millville City, Milwaukee Redev Auth Lse, Minicentrales Dos S.A., Minneapolis-Saint Paul Metro Airports Commission, Minnesota Higher Ed Servs Office, Minnesota Hsg Fin Ag Single Family, MLCC Mtg

Investors, Inc., MO Assoc of Rural Ed Waynesville R-VI LSE, MO State Env Imp and Energy Res Auth Wtr, MO State Pub Bldg LSE, MO Univ (Curators Univ), Moline City, Monongalia Co BOE, Monroe Co, Monroe Co SD Fin Lse, Monroe Co Wtr Sys, Monroe Twn, Monroe Twnship BOE, Monroe Twnship, Mont Belvieu City, Montana

Univ, Montclair State Univ Dormitory/Cafeteria Fac, Monterrey-Cadereyta Toll Road Trust, Montgomery Co, Montville Twn, Montville Twnship, Moorestown Twp SD, Morehead State Univ, Morgan Stanley ABS CAPITAL 2004-NC7, Morgan Stanley ABS Capital 2004-NC8, Morgan Stanley ABS Capital I Inc. Trust 2004-NC6, Morgan Stanley

Capital I Inc 1998-CF1 Class A-MF1, Morgan Stanley Mtg Loan Trust 2004-3, Morristown Twn, Mounds View Ind SD #621, Mount Carmel City, Mount Laurel Twnship, Mount Morris Village, Mount Olive Twnship Brd of Ed, Mount Pleasant Central SD, Mount Pleasant Twn, Mount San Antonio Comm Col Dist, Mount Vernon Comm SD,

Mountain View City Wtr, Mountain View SD Sch Facil Improv Dist #1, MS State, M-S-R Pub Power Ag, MTA Commuter & Trans Rev, Mundelein SD#75, Munford City, Murray ISD Fin Corp, Nantucket Twn, NARCAT LLC, CARCAT ULC, NARCAT Mexico S.de R.L.de C.V., Narragansett Bay Commission Util, Nashua City, Nashville Comm

High SD #99, Nassau Co Sewer & Storm Wtr Fin Auth  Ltd, National Collegiate Trust 2004-CP1, Nazareth Col, NC Eastern Muni Power Ag Pub Power, NC, Neah-Kah-Nie SD #56, Nebraska Pub Power Dist Elec, Neshaminy SD, New Berlin City, New Brunswick City, New Century Home Equity Loan Trust 2003-4, New Haven City, New

Haven Unified SD, New Hope/Solebury SD, New Jersey Hsg & Mtg Fin Ag, New Jersey Inst of Technology, New Jersey Trans Trust Fund Auth, New Orleans City, New Orleans City Sewer, New Prague City, New Rochelle City, New Ulm City, New Windsor Twn, New York Univ Private Col, Newberry Twnship, Newcastle CDO IV, Newcastle

CDO V Ltd, Newcastle CDO, Ltd., Newfane Central SD, Newhall SD, Newington Childrens Hosp, Newington Twn, Newport City, Newton City, Newton Co Wtr Rev, Newtown Twn, NH Muni Bond Bank, Niagara Co, Niagara Falls Pub Wtr Auth, Niagara Wheatfield Central SD, Nicollet Co, Niles Village, NJ Econ Dev Auth Market Transion

LSE, NJ Econ Dev Auth LSE, NJ Environmental Infrastructure Trust, NJ Higher Ed Student Assist Auth Student Loan Moral Oblig, NJ Sports and Expo Auth Tourist Dev Hotel/Motel, NJ Univ of Medicine and Dentistry, NM Fin Auth Cigarette Tax, NM Fin Auth Sales Tax, NM Fin Auth Statewide Gas & DMV, Noblesville LSE, Norfolk City,

Normal (Twn), Norristown Area SD, North Andover Twn, North Bergen Twnship, North Carolina Correctional Facility LSE, North Central Texas Comm Col Higher Ed, North Fond Du Lac Village, North Hempstead Twn, North Hudson Village, North Las Vegas City, North Mankato City, North Richland Hills City, North Salem Central SD, North

San Diego Co Trans Dev Brd, North Slope Boro, North Texas Muni Wtr Dist Wtr, North TX Muni Wtr Dist Muddy Creek Reg Wstwtr, Northampton Area SD, Northampton Boro Muni Auth Wtr, Northampton City, Northampton Co, Northeast Dubois Co Schl Bldg Corp, Northern KY Univ Cnsldtd Edal Bldg, Northern KY Wtr Serv Dist, Northern

Palm Beach Co Wtr Control Dist, Northern Rock plc, Northern York Co SD, Northfield City, Northport Union Free SD, Northwest Bergen Utility Auth Sewer, Northwest Harris Co Muni Util Dist #5, Northwest R-I SD, Northwestern W&S Dist, Norwood Boro, Novato City, N-Star Real Estate CDO II, NV, NV Univ and Comm Col Sys, NY City,

NY City Muni Wtr Fin Auth W&S Sys, NY City Transional Fin Auth Sales Tax, NY Mtg Ag Single Family, NY State (Personal Income Tax), NY State Dormitory Auth SDs, NY State Ed Facility LSE, NY State Elec & Gas Corp, NY State Environment Fac Corp W&S 2nd Resolution, NY State LSE, NY State Local Gov Assist Corp, NY State Mental

Health Servs LSE, NY State Muni Bond Bank Ag, NY State Thruway Auth Dedicated Hwy & Bridge Trust, NY State Thruway Auth General, NY&NJ Port Auth, NYS Dorm Auth State Univ Facilities, NYS Urban Dev Corp Sub Lien Bonds, Oak Creek-Franklin Joint SD, Oak Forest City, Oak Harbor City W&S, Oak Lawn Village, Oak Park Village,

Ocean City, Ocean Co, Oconee Co SD, Oconto Unified SD, Ogden Twn, OH State Dev Assist Liquor Profits, OH State, OH State Univ General Receipts, Ohio State LSE, Ohio Twnship Pub Library Leasing Corp, Ohio Univ General Receipts, OK Cap Improv Auth State Facilities Rev LSE, OK Dev Fin Auth Univ LSE, Oklahoma City, Olathe

City, Old Bridge Twnship, Old Tappan Boro, Oldham Co SD Fin Corp, Omro SD, Onsted Comm Schls, Ontario City Wtr, Onyx Acceptance Funding Corp, Onyx Acceptance Owner Trust 2004-A, Option One Mtg Loan Trust 2004-3, OR, Orange City SD, Orangetown Twn, Orchard View Schls, Oregon Bond Bank, Oregon Coast Comm Col,

Oregon Village Wtrworks & Sewerage, Orleans Schl Bldg Corp LSE, Oswego Comm Unit SD#308, Oswego Vlg, OTP Mtg Bank Ltd., Ottawa Twnship HSD#140, Overton Co, Overture CDO I, Ovid-Elsie Area Schls, Oviedo City W&S, Oyster Bay Twn, PA, PA State Sys of Higher Ed Univ, Paducah City, Page Unified SD #8 Impact Aid Rev,

Paine Webber Mtg Accept Corp 1999-C1, Palm Bay City Local Gas & DMV, Palm Bay City Sales Tax, Palm Bay W&S, Palm Beach Co Sales Tax, Palm Springs City Fin Auth LSE, Palm Springs Unified SD, Palmdale Comm Redev Ag Sales Tax, Palmyra-Eagle Area SD, Panama City W&S, Paragon CDO Ltd, Paramus Boro Brd of Ed, Pardeeville

Area SD, Parishville Hopkinton Cen SD, Parker Wtr & San Dist W&S, Parlier City Redev Ag Tax Allocation, Pasadena City, Pasquotank Co LSE, Passaic City, Passaic Co, Patterson Joint Unified SD, Paulding Co, Paulding Co W&S Auth, Pawtucket City Wtr Rev, Paynesville Ind SD #741, Pendleton Quantico Hsg Privatization, Peninsula

Twnship LTD, Penn Yan Central SD, Pennsylvania Univ, Pensacola City Sales & Excise, Peoria City, Peralta Comm Col Dist, Petaluma City Elem SD, Pflugerville City, Phelps/Clifton Springs CSD, Phoenix CDO II, Ltd, Class A, Phoenix City, Phoenix Civic Imp Corp Excise Tax, Phoenix Civic Imp Corp WasteWtr, Pickerington Local SD,

Piedmont Muni Power Ag, Piedmont Triad Airport Auth, Pike Co, Pima Co, Pine Bush CSD, Pine Co, Piscataway Twnship, Pittsford Twn, Placerville Union SD, Plainedge Union Free SD, Plainfield Charter Twnship Wtr Rev, Plainfield Comm Cnsldtd SD #202, Plainfield Schl Bldg Corp LSE, Plainfield Twn LSE, Planta de Regasificacion de

Sagunto, S.A., Platte Co Reorganized SD #R-3, Pleasant Hill City, Pleasanton Unified SD, Plymouth Multi Schl Bldg Corp, Plymouth Twn, Pocono Mountain SD, Polk Co Capital Imp Sales Tax, Polk Co, Pomona City Pension Obligation, Port Aransas City, Port Chester Village, Port Saint Lucie City LSE, Port Saint Lucie City Special Assessment

Dist #1, Port Saint Lucie City Utility Sys, Port Washington Union Free SD, Portage City, Portage City W&S Rev, Porterville Unified SD, Portland City, Portland City W&S, Posen Village, Poudre SD R-1 LSE, Poughkeepsie Twn, PR, PR Highway and Trans Auth. Oil Tax, PR Hwy & Transp Auth Gas/GARVEE, PR Pub Fin Corp LSE, Prairie Hill

CCSD#133, Presbyterian HealthCare Servs, Prescott City Muni Property Corp Sales Tax, Prescott Valley Twn Muni Prop Corp Sales Tax, Prince George Co LSE, Princeville Comm Unit SD#326, Pruco Life Insurance Company, Pulaski Comm SD, Purdue Univ, Puyallup City W&S, Quakertown Comm SD, Quincy City, Racine City, Racine City

Wtr Rev, Raleigh Co Brd of Ed, Ramapo Central SD, Ramapo Twn, RASC 2004-KS12 Class A-1-3, A-II-2, Raymond SD #116, Reading Twn, Red Bank Boro, Redford Charter Twnship, Redmond City, Redondo Beach Pub Fin Auth Sewer, Redondo Beach Unified SD, Redwood Area Schls Ind SD #2897, Reed Union SD, Reedy Creek Imp

Dist Special Dist, Reedy Creek Util Imp Dist, Renewable Power Int'l (RPI), Renton City W&S, Residential Asset Mtg 2004-8, Residential Asset Mtg 2004-RS9 Class AII3, Residential Funding Corp CDO I, Residential Funding Home Equity Loan Trust 2004-HS2, Residential Funding Mtg 2004-S4 Trust, I-A3, Residential Funding Mtg 2004-

SR1, Revere City, RI & Providence, RI HSG & MTG FIN CORP, RI St/Providence Plantations Lse, Rialto Unified SD, Richland Co SD #2, Richland SD, Richland Twnship, Richmond City W&S & Gas, Ridgefield Park Village, Ridgewood Twnship Brd of Ed, Rincon Valley Union Elem SD, Ringwood Boro, Rio Hondo Comm Col Dist, Rio Rancho

City, Rio Rancho City W&S, Riverdale Village, Riverhead Twn, Riverside City Elec, Riverside Comm Col Dist, Riverview City, Riverview Comm SD, Roane Co, Robertson Co, Robinson Twp W&S, Rochester City, Rochester Gas&Elec, Rochester Ind SD #535, Rochester Univ, Rockford City, Rocklin Unified SD Comm Facil Dist #1 Spc Assmt,

Rockridge Comm Unit SD #300, Rocky Hill Twn, Rogers City Wtr, Rolling Meadows City, Rome City, Romulus City, Rondout Valley Central SD, Roseau Ind SD #682, Roselle Park BOE, Roselle SD#12, Rosemount-Apple Valley-Egan Ind SD#196, Rosendale Twn, Roseville Ind SD #623, Rowan Univ, Rowlett City W&S, Rumson Boro, Ruston

SD #1, Rutherford Co, Rutherford Util Dist Wtr, Sachem CSD Holbrook, Sacramento Co Pension Obligation, Saddle Brook Twnship BOE, Saginaw Co, Sahuarita Unified SD#30, SAIL 2004-7, SAIL 2004-8, SAIL 2004-BNC1, Saint Anselm Col, Saint Anthony Ind SD #282, Saint Charles Co Comm Col, Saint Louis City Brd of Ed, Saint Louis

Park Ind SD #283, Saint Lucie Co Sales Tax, Saint Lucie West Servs Dist W&S, Saint Peter City, Saint Tammany Parishwide SD #12, Saint Vrain SD #RE-1J, Salem Hosp, Salem Schl Corp, Salem-Keizer SD #24J, Salina City, Salt Lake City SD Brd of Ed, San Antonio River Auth, San Benito City, San Bernardino Comm Col Dist, San

Buenaventura WasteWtr, San Diego Metro Trans Dev Brd Pension Oblig, San Diego Unified Port Dist, San Diego Unified SD, San Francisco City & Co, San Francisco City & Co LSE, San Francisco Comm Col Dist, San Jose City Financing Auth LSE, San Jose City, San Jose City Redev Agcy Merged Area Red Proj TAB, San Jose Int'l Airport,

San Juan Capistrano Pub Fin Auth Wtr, San Juan Co Gas & DMV Tax, San Juan Co Gross Receipts Tax, San Juan Unified SD, San Lorenzo Valley Unified SD, San Mateo Co Comm Col Dist COP, San Mateo Co Joint Powers Fin Auth LSE, San Ysidro SD, Sandoval Co, Santa Ana City LSE, Santa Ana Financing Auth Wtr, Santa Barbara City

Sewer, Santa Barbara Co LSE, Santa Monica Comm Col Dist, Santa Rosa City High SD, Santa Rosa Co W&S Rev, Santiago Airport, Sarah Lawrence Col, Saranac Lake Central SD, Sarasota City W&S, SASCO Mtg Pass Thru Trust 2004-11XS, SASCO Series 2004-16XS, Saugatuck Pub Schls, Sawyer Co, Sayreville Boro, SC, Scarborough

Twn, Schaumburg Village, Scioto Co, Scott Co Sch Dist Fin Corp LSE, Scotts Valley Unified SD, Scottsdale Muni Property Corp Excise Tax, Scottsville Village, SD Brd of Regents Univ of S Dakota Hsg & Aux, Seagoville City, Seattle City Drainage & WasteWtr, Seattle City, Seattle City Wtr, Sebewaing River Intercounty Drainage Dist,

Sedgwick Co Unified SD #259, Sedona City Excise Tax, Seneca CBO II LP/Corp Sen Secured Notes A, Seneca City Cmbnd Utility Sys, Seneca Falls Village, Settlement Capital Trust 2004, Seymour City, Shakopee City, Sheboygan Co, Sheboygan Falls Area SD, Shelby Co, Shelby Co SD Fin Corp, Shenandoah Middle Schl Bldg Corp,

Shenandoah Valley SD, Shreveport City, Silver Spring Twnship, Simi Valley Unified SD, Sioux City, Sisters of St Joseph of Peace Hlth, Skagit Co Pub Hosp Dist #1, Skagit Co Pub Hosp Dist #2, Sociedad Concessionaria Vespucio Norte Express S.A., Sociedad Concessionaria Vespucio Norte Express VAT Liquidity Facility, Solano Co Pension

Obligation, Somers Twn, Soquel Creek Wtr Dist, Soquel Union Elem SD, Souderton Area SD, South Broward Hosp Dist, South Brunswick Twnship Brd of Ed, South Brunswick Twnship, South Central CT Wtr Auth, South Coast Air Quality Management Dist Pension Ob, South Coast Health Sys, South Dakota State Univ Hsg & Auxil, South

Fayette Twnship SD, South Fork Wtr Brd, South Jefferson Central SD, South Kingstown Twn, South Lyon Comm Schls, South Milwaukee City, South Milwaukee SD, South Portland City, South Poway Comm Facil Dist#1 Pomerado Bus Park, South Texas Higher Ed Auth Student Loan, South Weber City Sales Tax, Southampton Twn,

Southbury Twn, Southeastern Louisiana Univ, Southern Berkshire Reg SD, Southern CA Metro Wtr Dist, Southern CA Wtr Replenishment Dist Wtr, Southern Cross Airports Corp Pty Ltd, Southern Hancock Co Comm Schl Corp, Southern Kern Unified SD, Southern Mono Health Care Dist, Southern Pacific Mtgs LTD, Southwest Allen

Multi Schl Bldg Corp, Southwestern Oregon Comm Col Dist, Sparta Area SD, Spencer-East Brookfield Reg SD, Spencer-Owen Comm Schls, Spokane Co, Spring Grove Area SD, Spring Lake Park Ind SD#16, Springboro City Sewer Sys, Springboro City Wtr, Springboro Comm City Schls, Springdale City Sales and Use Tax, Springfield City,

Springfield Local SD, Spring-Ford Area SD, St. Clare's Health Servs, St. Croix Co, St. Johnsville Central SD, St. Louis Pub Schls, Stanton MBS I, Stark Co  Ltd, Starke City Cmbnd Util, State Cntr Comm Col Dist, State Col Area SD, Stephen F. Austin State Univ, Stockton Unified SD, Stokes Co, Stonehenge Capital Corp, Stonehenge Capital

Fund Alabama, LLC, Stonehenge Capital Fund New York, LLC, Structured Asset Invest Loan Trust Series 2004-5, Structured Asset Sec Corp 2004-9xs, Suburban Hennepin Reg Park Dist, Suffern Vlg, Suffolk City, Suffolk Co, Suffolk Co Judicial Fac Ag LSE, Sugar Land City, Sullivan West Central SD, Summer Street 2004-1, Sunshine State

Govt. Fin Commision, SURF 2004-BC3, Surfside Beach Twn, Sussex Co, Sussex Village Wtr Sys, Sycamore Comm City SD, Sylvania City, Syosset CSD, Tacoma City, Tacoma City Sales Tax, Tahoe Truckee Unified SD, Tahoe-Truckee Unified SD Imp Dist #2, Talladega W&S Brd, Tampa Palms Trans Dist Area 7, Tangipahoa Parish SD #39A,

Tarrytown Village, TCW Gem LIS I, Ltd, TCW Gem Ligos II Ltd, Tehachapi Unified SD COP, Tempe City, Terrell City, Thompson SD #R2-J LSE, Thornton City Wtr, Thornton Dev Auth Tax Allocation, Three Rivers Comm Schls, Thurston Co Fire Protection Dist #9, Tippecanoe Schl Corp, Tolland Twn, Tompkins Co, Tonawanda City, Topeka

City, Topeka City W&S, Torrance City Wtr, Towanda Area SD, Twnsend Twn, Tracy City WasteWtr, Trenton City, Triboro Bridge & Tunnel Auth, Trinity Col, Triton Container Fin 2004 LLC, Troy City Cmbnd Utility, Tuba City Unified SD #15 Impact Aid, Tuckerton Boro BOE, Tucson City, Tucson City LSE, Tucson City Wtr, Tulane Univ, Tulare

Joint Union High SD, Tulsa Co Ind SD #3, Tulsa Parking Auth LSE, Turlock Joint Elem SD, TX, TX State LSE, TX Woman's Univ Brd of Regents Cmbnd Fee, TXU Australia Elecity, UAC Securitization, UACSC 2004-A A-1, UACSC Auto Trust 2004-B, UBS Financial Servs Inc. & UBS Sec LLC, Unibanco, Union City Area SD, Union City Pension

Obligation, Union Co, Union Twnship, Union Twnship Schl Corp. Schl Imp., United Healthcare (Bromley) Ltd, United Ind SD, Univ City SD, Univ of Arkansas Brd of Trustees, Univ of South Florida Brd of Regents, Univ Sys of Maryland, Upper Darby SD, Upper Merion Area SD, Upper Moreland Twnship SD, Upper Occoquan Sewer Auth,

Upton Twn, UT, UT State BOR Univ of Utah Research Facil Rev, UT State Bldg Ownership Auth LSE, Utah State Moral Obligation, Vale SD #84, Vallauris CLO (EDAM), Valwood Imp Auth Special Dist, Van Buren Co, Ventnor City, Vernon Hills Village, Versailles City W&S, Vertical CDO 2003-1, Victoria City, Vilas Co, Villa Park SD #45, Village

Cntr Comm Dev Dist Amenities Fees, Village Comm Dev Dist No. 4 Spc. Assmt., Virginia City, Virginia Commonwealth Trans Brd LSE, Virginia Ed Fac 21st Cntr Coll & Equip Pgm, Virginia Pub Bldg Auth  LSE, Virginia Pub Schl Auth, Viroqua Area SD, VML VACo Fin Program, VT, WA COP LSE, WA, Wachovia Bank, N.A., Wachusett Reg

SD, Waco City, Walled Lake Cnsldtd SD, Wallkill Central SD, Walnut Creek SD, Warren City, Warren Co SD Fin Corp LSE, Warrington Twnship, Warwick Twnship, Washington Co Clean Wtr Servs Sewer, Washington Co, Washington State Univ Hsg & Dining Sys, Washington Twnship Brd Of Ed SD, Washington Twnship Gloucester,

Washington Union SD, Washington Univ, Washingtonville Central SD, Washoe Co SD, Washtenaw Co WasteWtr, Wtrford SD, Wtrloo Central SD, Wtrloo City, Wtrtown Twn, Watkins Glen Central SD, Wattsburg Area SD, Waukee Comm SD, Waukegan City, Waukegan City Sales Tax, Waukesha City, Wausau City, Wauseon Exempted

Village SD BOE, Wayne Co, Wayne Co Sanitary Dists, Wayne Twnship Schl Bldg Corp, Webberville Comm Schls, Weedsport Central SD, Weld Co SD #RE4, Wells Fargo Home Equity Trust 2004-2, Wells Fargo Mtg Secs 2004-1 CLASS A-3, Wells Twn, Wellsville Central SD, West Babylon Union Free SD, West Carrollton City, West Chester

Area SD, West Covina Unified SD, West Des Moines City, West Des Moines City Wtr, West Fargo City, West Genesee Central SD, West Georgia State Univ, West Jefferson Park & Comm Cntr & Plygrnd Dist Sls Tax, West Jordan City, West Melbourne City W&S, West Morris Reg High SD, West Orange Twnship Brd Of Ed LSE, West

Ottawa Pub Schl Bldg, West Virginia Econ Dev Auth LSE, West Wilson Wtr Utility, Westar Energy Inc, Westborough Twn, Westbrook City, Westbrook Twn, Westerville City SD, Westfield Twn Sewer, Westford Twn, Westhill Central SD#1, Westmont Hilltop SD, Westmoreland Co Comm Col Auth, Whatcom Co Pub Utility Dist #1,

Wheatland-Chili Central SD, Wheeling Village G0, White Plains City, White River SD #416, Whitefish Bay Village, Whitehawk CDO Funding, Ltd., Whitesboro Central SD, Whitmore Lake Pub SD, WI Clean Wtr Revolving Fund, WI, Wichita City, Wickenburg Unified SD #9, Wiconsin Medical Col, Widefield Wtr and San Dist W&S, Wildlife

Conservation Society, Wildwood City, William Street Funding Corp, Williamson Co, Williamsport Area SD, Williamsville Central SD, Willow Springs Consol SD#108, Wilmington Comm Unit SD#209-U, Winchester Twn, Windham Twn, Windsor Twn, Wolfe Co SD Fin Corp LSE, Woodbridge Twnship BOE, Woodford Co SD Fin Corp LSE,

Woodland Comm Facilities Dist #1 Spc Tax, Woodland Park City WasteWtr, Woodland Park SD #RE-2, Woodlands Metro Cntr Muni Utility Dist, Woods Hole Oceanographic Institution, Worcester City, Wright State Univ, WV State Bldg. Commission Lottery Rev Bonds, Wyandanch Union Free SD, Wyandotte Co/Kansas City Unified Gov,

Wyoming Area SD, Yakima SD #7, Yale Pub Schls, Yonkers City, Yorkville United City, Ypsilanti City, Ypsilanti City W&S Rev, Yucaipa Valley Wtr Dist, Zeeland Pub Sch, Zelienople Boro, Zions First National Bank Small Business Loan Trust, 321 Henderson, Aareal Bank AG, Abington SD, ACA ABS 2003-2 Class A1SD, ACACIA CDO 5, LTD,

ACACIA CDO VI, Acton Twn, Adams Co SD, Adams State Col, Addison Twn, Adel-DeSoto-Minburn Comm SD, AFC Trust Series 2000-2-3-4, Afton Central SD, Aiken Co, Airlines Repackaged Trust Secuities Ltd., AK HFC Collaterlized Bonds Hsg Dev, AK Muni Bond Bank Auth, AK Univ, Akbank Remittance Trust Securitization, Akbank

T.A.S. 2001-A Receivables Trust, AL Pub Schl & Col Auth, AL Univ Brd of Trustees, Alabaster City Sewer Rev, Alaska Student Loan Corp Moral Oblig, Albany Co, Albany Unified SD, Albuquerque City Airport, Alden Central SD, Allegheny Co Port Auth Spc Dist LSE, Allegheny Valley SD, Allen Ind SD, Allen Park Pub Schls, Almont Pub Schls,

Alvin Ind SD, Ambridge Area SD, AmerenUE, American Home Mtg Investment Trust, American Museum Natural History NY City Trust, AmeriCredit Automobile Receivables Trust 2004-B-M, AmeriCredit MTN Receivables Trust IV, Ames Comm SD, Amherst Twn, Amortizing Residential Collateral Trust 2004-1 Class A2, Anaheim Pub
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