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ITEM 8.01 OTHER EVENTS 
 
        In connection with registration statements on Form N-4 to be filed by 
MetLife Insurance Company of Connecticut (the "Company"), the Company is filing 
its December 31, 2006 consolidated financial statements which have been updated 
to reflect the addition of a subsequent event footnote. 
 
 
ITEM 9.01 FINANCIAL STATEMENTS AND EXHIBITS 
 
    (a)   Not applicable. 
 
    (b)   Not applicable. 
 
    (c)   Not applicable. 
 
    (d)   Exhibits. 
 
 
          99.1  Consolidated financial statements of the Company as of December 
                31, 2006 and 2005 and for the years ended December 31, 2006, 
                2005 and 2004. 
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Report of Independent Registered Public Accounting Firm

 

To the Board of Directors and Stockholders of
MetLife Insurance Company of Connecticut:
 

We have audited the accompanying consolidated balance sheets of MetLife Insurance Company of Connecticut (“MetLife
Connecticut”) (formerly known as “The Travelers Insurance Company”) and its subsidiaries (collectively the “Company”) as of
December 31, 2006 and 2005, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2006. Our audits also included the financial statement schedules listed in the Index to
Consolidated Financial Statements and Schedules. These consolidated financial statements and financial statement schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion on the consolidated financial statements and
financial statement schedules based on our audits.
 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its
internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.
 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of MetLife
Insurance Company of Connecticut and its subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America. Also, in our opinion, such financial statement schedules, when considered in relation to the
basic consolidated financial statements taken as a whole, present fairly, in all material respects, the information set forth therein.
 

As described in Notes 1 and 3 to the consolidated financials statements, on October 11, 2006, MetLife Connecticut entered into a
Transfer Agreement with MetLife Investors Group, Inc. (“MLIG”), both subsidiaries of MetLife, Inc. (“MetLife”), pursuant to which
MetLife Connecticut acquired all of the stock of MetLife Investors USA Insurance Company (“MLI-USA”) from MLIG. As the
transaction was between entities under common control, the transaction was recorded and accounted for in a manner similar to a
pooling-of-interests from July 1, 2005 (the “Acquisition Date”); further, as MLI-USA has been controlled by MetLife for longer than
MetLife Connecticut, all amounts reported for periods prior to the Acquisition Date are those of MLI-USA.
 

/S/ DELOITTE & TOUCHE LLP
 

DELOITTE & TOUCHE LLP
New York, New York
March 30, 2007
 

(October 30, 2007 as to Note 20)
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2006 AND 2005

(In millions, except share and per share data)
 
         

  2006   2005  
 

Assets         
Investments:         

Fixed maturity securities available-for-sale, at estimated fair value (amortized cost: $48,406 and $53,231, respectively)  $ 47,846  $ 52,589 
Trading securities, at fair value (cost: $0 and $457, respectively)   —   452 
Equity securities available-for-sale, at estimated fair value (cost: $777 and $424, respectively)   795   421 
Mortgage and consumer loans   3,595   2,543 
Policy loans   918   916 
Real estate and real estate joint ventures held-for-investment   173   91 
Real estate held-for-sale   7   5 
Other limited partnership interests   1,082   1,252 
Short-term investments   777   1,769 
Other invested assets   1,241   1,057 

         

Total investments   56,434   61,095 
Cash and cash equivalents   649   571 
Accrued investment income   597   602 
Premiums and other receivables   8,410   7,008 
Deferred policy acquisition costs and value of business acquired   5,111   4,914 
Current income tax recoverable   94   48 
Deferred income tax assets   1,007   1,120 
Goodwill   953   924 
Other assets   765   442 
Separate account assets   50,067   44,524 
         

Total assets  $ 124,087  $ 121,248 
         

 
Liabilities and Stockholders’ Equity
Liabilities:         

Future policy benefits  $ 19,654  $ 18,344 
Policyholder account balances   35,099   37,840 
Other policyholder funds   1,513   1,293 
Long-term debt — affiliated   435   435 
Payables for collateral under securities loaned and other transactions   9,155   9,737 
Other liabilities   749   1,642 
Separate account liabilities   50,067   44,524 

         

Total liabilities   116,672   113,815 
         

Contingencies, Commitments and Guarantees (Note 12)         
Stockholders’ Equity:         

Common stock, par value $2.50 per share; 40,000,000 shares authorized; 34,595,317 shares issued and outstanding at December 31, 2006
and 2005   86   86 

Additional paid-in capital   7,123   7,180 
Retained earnings   520   581 
Accumulated other comprehensive income (loss)   (314)   (414)

         

Total stockholders’ equity   7,415   7,433 
         

Total liabilities and stockholders’ equity  $ 124,087  $ 121,248 
         

 

See accompanying notes to consolidated financial statements.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 
             

  2006   2005   2004  
 

Revenues             
Premiums  $ 308  $ 281  $ 9 
Universal life and investment-type product policy fees   1,268   862   159 
Net investment income   2,839   1,438   207 
Other revenues   212   132   26 
Net investment gains (losses)   (521)   (198)   (9)
             

Total revenues   4,106   2,515   392 
             

Expenses             
Policyholder benefits and claims   792   570   18 
Interest credited to policyholder account balances   1,316   720   153 
Other expenses   1,173   678   179 
             

Total expenses   3,281   1,968   350 
             

Income before provision for income tax   825   547   42 
Provision for income tax   228   156   17 
             

Income before cumulative effect of a change in accounting, net of income tax   597   391   25 
Cumulative effect of a change in accounting, net of income tax   —   —   2 
             

Net income  $ 597  $ 391  $ 27 
             

 

See accompanying notes to consolidated financial statements.

F-3



 

METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 

 
                         

           Accumulated Other     
           Comprehensive Income (Loss)     
           Net   Foreign     
     Additional      Unrealized   Currency     
  Common   Paid-in   Retained   Investment   Translation     
  Stock   Capital   Earnings   Gains (Losses)   Adjustment   Total  

 

Balance at January 1, 2004 (Note 3)  $ 11  $ 171  $ 163  $ 32  $ —  $ 377 
Capital contribution from MetLife Investors Group, Inc.       300               300 
Comprehensive income (loss):                         

Net income           27           27 
Other comprehensive income (loss):                         

Unrealized gains (losses) on derivative instruments, net of income tax               (2)       (2)
                         

Other comprehensive income (loss)                       (2)
                         

Comprehensive income (loss)                       25 
                         

Balance at December 31, 2004   11   471   190   30   —   702 
MetLife Insurance Company of Connecticut’s common stock purchased by

MetLife, Inc. (Notes 2 and 3)   75   6,709               6,784 
Comprehensive income (loss):                         

Net income           391           391 
Other comprehensive income (loss):                         

Unrealized gains (losses) on derivative instruments, net of income tax               (1)       (1)
Unrealized investment gains (losses), net of related offsets and income tax               (445)       (445)
Foreign currency translation adjustments                   2   2 

                         

Other comprehensive income (loss)                       (444)
                         

Comprehensive income (loss)                       (53)
                         

Balance at December 31, 2005   86   7,180   581   (416)   2   7,433 
Revisions of purchase price pushed down to MetLife Insurance Company of

Connecticut’s net assets acquired (Note 2)       40               40 
Dividend paid to MetLife, Inc.       (259)   (658)           (917)
Capital contribution of intangible assets from MetLife, Inc., net of income tax

(Notes 8 and 14)       162               162 
Comprehensive income (loss):                         

Net income           597           597 
Other comprehensive income (loss):                         

Unrealized gains (losses) on derivative instruments, net of income tax               (5)       (5)
Unrealized investment gains (losses), net of related offsets and income tax               107       107 
Foreign currency translation adjustments, net of income tax                   (2)   (2)

                         

Other comprehensive income (loss)                       100 
                         

Comprehensive income (loss)                       697 
                         

Balance at December 31, 2006  $ 86  $ 7,123  $ 520  $ (314)  $ —  $7,415 
                         

 

See accompanying notes to consolidated financial statements.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 
             

     2006   2005   2004  
 

Cash flows from operating activities             
Net Income  $ 597  $ 391  $ 27 
Adjustments to reconcile net income to net cash provided by operating activities:             

Depreciation and amortization expenses   6   4   — 
Amortization of premiums and accretion of discounts associated with investments, net   74   112   21 
(Gains) losses from sales of investments and businesses, net   521   198   9 
Equity earnings of real estate joint ventures and other limited partnership interests   (83)   (19)   — 
Interest credited to policyholder account balances   1,316   720   153 
Universal life and investment-type product policy fees   (1,268)   (862)   (159)
Change in accrued investment income   2   (68)   — 
Change in premiums and other receivables   (509)   (415)   (1,108)
Change in deferred policy acquisition costs, net   (234)   (211)   (165)
Change in insurance-related liabilities   234   812   17 
Change in trading securities   (43)   103   — 
Change in income tax payable   156   298   — 
Change in income tax recoverable   —   —   (29)
Change in other assets   586   574   140 
Change in other liabilities   (351)   (876)   (106)
Other, net   —   2   — 

             

Net cash provided by (used in) operating activities   1,004   763   (1,200)
             

Cash flows from investing activities             
Sales, maturities and repayments of:             

Fixed maturity securities   27,706   24,008   1,521 
Equity securities   218   221   2 
Mortgage and consumer loans   1,034   748   72 
Real estate and real estate joint ventures   126   65   — 
Other limited partnership interests   762   173   — 

Purchases of:             
Fixed maturity securities   (23,840)   (32,850)   (1,482)
Equity securities   (109)   —   — 
Mortgage and consumer loans   (2,092)   (500)   (42)
Real estate and real estate joint ventures   (56)   (13)   — 
Other limited partnership interests   (343)   (330)   — 

Net change in policy loans   (2)   3   — 
Net change in short-term investments   991   599   7 
Net change in other invested assets   (316)   233   1 
Other, net   1   3   — 

             

Net cash provided by (used in) investing activities   4,080   (7,640)   79 
             

Cash flows from financing activities             
Policyholder account balances:             

Deposits   8,185   11,230   4,541 
Withdrawals   (11,637)   (12,369)   (3,898)

Net change in payables for collateral under securities loaned and other transactions   (582)   7,675   122 
Long-term debt issued   —   400   — 
Dividends on common stock   (917)   —   — 
Capital contribution from MetLife Investors Group, Inc.   —   —   300 
Contribution of MetLife Insurance Company of Connecticut from MetLife, Inc., net of cash received of $0, $443 and $0, respectively   —   443   — 
Other, net   (55)   (75)   — 

             

Net cash (used in) provided by financing activities   (5,006)   7,304   1,065 
             

Change in cash and cash equivalents   78   427   (56)
Cash and cash equivalents, beginning of year   571   144   200 
             

Cash and cash equivalents, end of year  $ 649  $ 571  $ 144 
             

             
Supplemental disclosures of cash flow information:             

Net cash paid during the year for:             
Interest  $ 31  $ 18  $ 2 

             

Income tax  $ 81  $ 87  $ (2)
             

Non-cash transactions during the year:             
Net assets of MetLife Insurance Company of Connecticut acquired by MetLife, Inc. and contributed to MLI-USA net of cash received of $443 million  $ —  $ 6,341  $ — 

             

Contribution of other intangible assets, net of deferred income tax  $ 162  $ —  $ — 
             

Contribution of goodwill from MetLife, Inc.  $ 29  $ —  $ — 
             

 

See Note 2 for further discussion of the net assets of MetLife Insurance Company of Connecticut acquired by MetLife, Inc. and contributed to MLI-
USA.
See Note 19 for non-cash reinsurance transactions.
 

See accompanying notes to consolidated financial statements.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
 

1.  Business, Basis of Presentation and Summary of Significant Accounting Policies
 

Business
 

“MICC” or the “Company” refers to MetLife Insurance Company of Connecticut (formerly, The Travelers Insurance Company), a
Connecticut corporation incorporated in 1863 (“MetLife Connecticut”), and its subsidiaries, including MetLife Life and Annuity
Company of Connecticut (“MLAC”, formerly The Travelers Life and Annuity Company) and MetLife Investors USA Insurance
Company (“MLI-USA”). The Company is a subsidiary of MetLife, Inc. (“MetLife”). The Company offers individual annuities,
individual life insurance, and institutional protection and asset accumulation products.
 

On July 1, 2005 (the “Acquisition Date”), MetLife Connecticut became a wholly-owned subsidiary of MetLife. MetLife
Connecticut, together with substantially all of Citigroup Inc.’s (“Citigroup”) international insurance businesses, excluding Primerica Life
Insurance Company and its subsidiaries (“Primerica”) (collectively, “Travelers”), were acquired by MetLife from Citigroup (the
“Acquisition”) for $12.1 billion. See Note 2 for further information on the Acquisition.
 

On October 11, 2006, MetLife transferred MLI-USA to MetLife Connecticut. See Note 3.
 

On February 14, 2006, a Certificate of Amendment was filed with the State of Connecticut Office of the Secretary of the State
changing the name of The Travelers Insurance Company to MetLife Insurance Company of Connecticut, effective May 1, 2006.
 

Since the Company is a member of a controlled group of affiliated companies, its results may not be indicative of those of a stand-
alone entity.
 

Basis of Presentation
 

The accompanying consolidated financial statements include the accounts of (i) MLI-USA and effective July 1, 2005, MetLife
Connecticut and its subsidiaries (See Notes 2 and 3); (ii) partnerships and joint ventures in which the Company has control; and
(iii) variable interest entities (“VIEs”) for which the Company is deemed to be the primary beneficiary. Intercompany accounts and
transactions have been eliminated.
 

The Company uses the equity method of accounting for investments in equity securities in which it has more than a 20% interest
and for real estate joint ventures and other limited partnership interests in which it has more than a minor equity interest or more than a
minor influence over the joint ventures and partnership’s operations, but does not have a controlling interest and is not the primary
beneficiary. The Company uses the cost method of accounting for real estate joint ventures and other limited partnership interests in
which it has a minor equity investment and virtually no influence over the joint ventures and partnership’s operations.
 

Minority interest related to consolidated entities included in other liabilities was $43 million and $180 million at December 31,
2006 and 2005, respectively. At December 31, 2005, the Company was the majority owner of Tribeca Citigroup Investments Ltd.
(“Tribeca”) and consolidated the fund within its consolidated financial statements. During the second quarter of 2006, the Company’s
ownership interests in Tribeca declined to a position whereby Tribeca is no longer consolidated. See Note 4 for further information.
 

Certain amounts in the prior year periods’ consolidated financial statements have been reclassified to conform with the 2006
presentation.
 

Summary of Significant Accounting Policies and Critical Accounting Estimates
 

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
(“GAAP”) requires management to adopt accounting policies and make estimates and
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

assumptions that affect amounts reported in the consolidated financial statements. The most critical estimates include those used in
determining:
 
   

(i)  the fair value of investments in the absence of quoted market values;
(ii)  investment impairments;
(iii)  the recognition of income on certain investments;
(iv)  the application of the consolidation rules to certain investments;
(v)  the fair value of and accounting for derivatives;

(vi)  
the capitalization and amortization of deferred policy acquisition costs (“DAC”) and the establishment and amortization of
value of business acquired (“VOBA”);

(vii)  the measurement of goodwill and related impairment, if any;
(viii)  the liability for future policyholder benefits;
(ix)  accounting for income taxes and the valuation of deferred income tax assets;
(x)  accounting for reinsurance transactions; and
(xi)  the liability for litigation and regulatory matters.
 

A description of such critical estimates is incorporated within the discussion of the related accounting policies which follow. The
application of purchase accounting requires the use of estimation techniques in determining the fair value of the assets acquired and
liabilities assumed — the most significant of which relate to the aforementioned critical estimates. In applying these policies,
management makes subjective and complex judgments that frequently require estimates about matters that are inherently uncertain.
Many of these policies, estimates and related judgments are common in the insurance and financial services industries; others are specific
to the Company’s businesses and operations. Actual results could differ from these estimates.
 

Investments
 

The Company’s principal investments are in fixed maturity and equity securities, mortgage and consumer loans, policy loans, real
estate, real estate joint ventures and other limited partnerships, short-term investments and other invested assets. The accounting policies
related to each are as follows:
 

Fixed Maturity and Equity Securities.  The Company’s fixed maturity and equity securities are classified as available-for-sale,
except for trading securities, and are reported at their estimated fair value. Unrealized investment gains and losses on these
securities are recorded as a separate component of other comprehensive income or loss, net of policyholder related amounts and
deferred income taxes. All security transactions are recorded on a trade date basis. Investment gains and losses on sales of securities
are determined on a specific identification basis.

 

Interest income on fixed maturity securities is recorded when earned using an effective yield method giving effect to
amortization of premiums and accretion of discounts. Dividends on equity securities are recorded when declared. These dividends
and interest income are recorded as part of net investment income.

 

Included within fixed maturity securities are loan-backed securities including mortgage-backed and asset-backed securities.
Amortization of the premium or discount from the purchase of these securities considers the estimated timing and amount of
prepayments of the underlying loans. Actual prepayment experience is periodically reviewed and effective yields are recalculated
when differences arise between the prepayments originally anticipated and the actual prepayments received and currently
anticipated. Prepayment assumptions for single class and multi-class mortgage-backed and asset-backed securities are obtained
from broker-dealer survey values or internal estimates. For credit-sensitive mortgage-backed and asset-backed securities and certain
prepayment-sensitive securities, the effective yield is recalculated on a prospective basis.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

For all other mortgage-backed and asset-backed securities, the effective yield is recalculated on a retrospective basis.
 

The cost of fixed maturity and equity securities is adjusted for impairments in value deemed to be other-than-temporary in the
period in which the determination is made. These impairments are included within net investment gains (losses) and the cost basis
of the fixed maturity and equity securities is reduced accordingly. The Company does not change the revised cost basis for
subsequent recoveries in value.

 

The assessment of whether impairments have occurred is based on management’s case-by-case evaluation of the underlying
reasons for the decline in fair value. The Company’s review of its fixed maturity and equity securities for impairments includes an
analysis of the total gross unrealized losses by three categories of securities: (i) securities where the estimated fair value had
declined and remained below cost or amortized cost by less than 20%; (ii) securities where the estimated fair value had declined and
remained below cost or amortized cost by 20% or more for less than six months; and (iii) securities where the estimated fair value
had declined and remained below cost or amortized cost by 20% or more for six months or greater.

 

Additionally, management considers a wide range of factors about the security issuer and uses its best judgment in evaluating
the cause of the decline in the estimated fair value of the security and in assessing the prospects for near-term recovery. Inherent in
management’s evaluation of the security are assumptions and estimates about the operations of the issuer and its future earnings
potential. Considerations used by the Company in the impairment evaluation process include, but are not limited to: (i) the length of
time and the extent to which the market value has been below cost or amortized cost; (ii) the potential for impairments of securities
when the issuer is experiencing significant financial difficulties; (iii) the potential for impairments in an entire industry sector or
sub-sector; (iv) the potential for impairments in certain economically depressed geographic locations; (v) the potential for
impairments of securities where the issuer, series of issuers or industry has suffered a catastrophic type of loss or has exhausted
natural resources; (vi) the Company’s ability and intent to hold the security for a period of time sufficient to allow for the recovery
of its value to an amount equal to or greater than cost or amortized cost (See also Note 4); (vii) unfavorable changes in forecasted
cash flows on asset-backed securities; and (viii) other subjective factors, including concentrations and information obtained from
regulators and rating agencies.

 

Trading Securities.  The Company’s trading securities portfolio, principally consisting of fixed maturity and equity securities,
supports investment strategies that involve the active and frequent purchase and sale of securities and the execution of short sale
agreements and supports asset and liability matching strategies for certain insurance products. Trading securities and short sale
agreement liabilities are recorded at fair value with subsequent changes in fair value recognized in net investment income. Related
dividends and investment income are also included in net investment income. Beginning in the second quarter of 2006, the
Company no longer holds a trading securities portfolio. (See also Note 4)

 

Securities Lending.  Securities loaned transactions are treated as financing arrangements and are recorded at the amount of
cash received. The Company obtains collateral in an amount equal to 102% of the fair value of the securities loaned. The Company
monitors the market value of the securities loaned on a daily basis with additional collateral obtained as necessary. Substantially all
of the Company’s securities loaned transactions are with large brokerage firms. Income and expenses associated with securities
loaned transactions are reported as investment income and investment expense, respectively, within net investment income.

 

Mortgage and Consumer Loans.  Mortgage and consumer loans are stated at unpaid principal balance, adjusted for any
unamortized premium or discount, deferred fees or expenses, net of valuation allowances. Interest income is accrued on the
principal amount of the loan based on the loan’s contractual interest rate. Amortization of premiums and discounts is recorded using
the effective yield method. Interest income,
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

amortization of premiums and discounts, and prepayment fees are reported in net investment income. Loans are considered to be
impaired when it is probable that, based upon current information and events, the Company will be unable to collect all amounts
due under the contractual terms of the loan agreement. Valuation allowances are established for the excess carrying value of the
loan over the present value of expected future cash flows discounted at the loan’s original effective interest rate, the value of the
loan’s collateral if the loan is in the process of foreclosure or otherwise collateral dependent, or the loan’s market value if the loan is
being sold. The Company also establishes allowances for loan losses when a loss contingency exists for pools of loans with similar
characteristics, such as mortgage loans based on similar property types or loan to value risk factors. A loss contingency exists when
the likelihood that a future event will occur is probable based on past events. Interest income earned on impaired loans is accrued
on the principal amount of the loan based on the loan’s contractual interest rate. However, interest ceases to be accrued for loans on
which interest is generally more than 60 days past due and/or where the collection of interest is not considered probable. Cash
receipts on such impaired loans are recorded as a reduction of the recorded investment. Gains and losses from the sale of loans and
changes in valuation allowances are reported in net investment gains (losses).

 

Policy Loans.  Policy loans are stated at unpaid principal balances. Interest income on such loans is recorded as earned using
the contractually agreed upon interest rate. Generally, interest is capitalized on the policy’s anniversary date.

 

Real Estate.  Real estate held-for-investment, including related improvements, is stated at cost less accumulated depreciation.
Depreciation is provided on a straight-line basis over the estimated useful life of the asset (typically 20 to 55 years). Rental income
is recognized on a straight-line basis over the term of the respective leases. The Company classifies a property as held-for-sale if it
commits to a plan to sell a property within one year and actively markets the property in its current condition for a price that is
reasonable in comparison to its fair value. The Company classifies the results of operations and the gain or loss on sale of a property
that either has been disposed of or classified as held-for-sale as discontinued operations, if the ongoing operations of the property
will be eliminated from the ongoing operations of the Company and if the Company will not have any significant continuing
involvement in the operations of the property after the sale. Real estate held-for-sale is stated at the lower of depreciated cost or fair
value less expected disposition costs. Real estate is not depreciated while it is classified as held-for-sale. The Company periodically
reviews its properties held-for-investment for impairment and tests properties for recoverability whenever events or changes in
circumstances indicate the carrying amount of the asset may not be recoverable and the carrying value of the property exceeds its
fair value. Properties whose carrying values are greater than their undiscounted cash flows are written down to their fair value, with
the impairment loss included in net investment gains (losses). Impairment losses are based upon the estimated fair value of real
estate, which is generally computed using the present value of expected future cash flows from the real estate discounted at a rate
commensurate with the underlying risks. Real estate acquired upon foreclosure of commercial and agricultural mortgage loans is
recorded at the lower of estimated fair value or the carrying value of the mortgage loan at the date of foreclosure.

 

Real Estate Joint Ventures and Other Limited Partnership Interests.  The Company uses the equity method of accounting for
investments in real estate joint ventures and other limited partnership interests in which it has more than a minor equity interest or
more than a minor influence over the joint ventures and partnership’s operations, but does not have a controlling interest and is not
the primary beneficiary. The Company uses the cost method of accounting for real estate joint ventures and other limited
partnership interests in which it has a minor equity investment and virtually no influence over the joint ventures and the
partnership’s operations. In addition to the investees performing regular evaluations for the impairment of underlying investments,
the Company routinely evaluates its investments in real estate joint ventures and limited partnerships for impairments. For its cost
method investments, it follows an impairment analysis which
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is similar to the process followed for its fixed maturity and equity securities as described previously. For equity method investees,
the Company considers financial and other information provided by the investee, other known information and inherent risks in the
underlying investments, as well as future capital commitments, in determining whether an impairment has occurred. When an
other-than-temporary impairment is deemed to have occurred, the Company records a realized capital loss within net investment
gains (losses) to record the investment at its fair value.

 

Short-term Investments.  Short-term investments include investments with remaining maturities of one year or less, but greater
than three months, at the time of acquisition and are stated at amortized cost, which approximates fair value.

 

Other Invested Assets.  Other invested assets consist primarily of stand-alone derivatives with positive fair values.
 

Estimates and Uncertainties.  The Company’s investments are exposed to three primary sources of risk: credit, interest rate
and market valuation. The financial statement risks, stemming from such investment risks, are those associated with the recognition
of impairments, the recognition of income on certain investments and the determination of fair values.

 

The determination of the amount of allowances and impairments, as applicable, are described above by investment type. The
determination of such allowances and impairments is highly subjective and is based upon the Company’s periodic evaluation and
assessment of known and inherent risks associated with the respective asset class. Such evaluations and assessments are revised as
conditions change and new information becomes available. Management updates its evaluations regularly and reflects changes in
allowances and impairments in operations as such evaluations are revised.

 

The recognition of income on certain investments (e.g. loan-backed securities including mortgage-backed and asset-backed
securities, certain investment transactions, trading securities, etc.) is dependent upon market conditions, which could result in
prepayments and changes in amounts to be earned.

 

The fair values of publicly held fixed maturity securities and publicly held equity securities are based on quoted market prices
or estimates from independent pricing services. However, in cases where quoted market prices are not available, such as for private
fixed maturity securities, fair values are estimated using present value or valuation techniques. The determination of fair values is
based on: (i) valuation methodologies; (ii) securities the Company deems to be comparable; and (iii) assumptions deemed
appropriate given the circumstances. The fair value estimates are made at a specific point in time, based on available market
information and judgments about financial instruments, including estimates of the timing and amounts of expected future cash
flows and the credit standing of the issuer or counterparty. Factors considered in estimating fair value include: coupon rate,
maturity, estimated duration, call provisions, sinking fund requirements, credit rating, industry sector of the issuer, and quoted
market prices of comparable securities. The use of different methodologies and assumptions may have a material effect on the
estimated fair value amounts.

 

Additionally, when the Company enters into certain real estate joint ventures and other limited partnerships for which the
Company may be deemed to be the primary beneficiary under Financial Accounting Standards Board (“FASB”) Interpretation
(“FIN”) No. 46(r), Consolidation of Variable Interest Entities — An Interpretation of ARB No. 51, it may be required to consolidate
such investments. The accounting rules for the determination of the primary beneficiary are complex and require evaluation of the
contractual rights and obligations associated with each party involved in the entity, an estimate of the entity’s expected losses and
expected residual returns and the allocation of such estimates to each party.
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The use of different methodologies and assumptions as to the timing and amount of impairments, recognition of income and
the determination of the fair value of investments may have a material effect on the amounts presented within the consolidated
financial statements.

 

Derivative Financial Instruments
 

Derivatives are financial instruments whose values are derived from interest rates, foreign currency exchange rates, or other
financial indices. Derivatives may be exchange-traded or contracted in the over-the-counter market. The Company uses a variety of
derivatives, including swaps, forwards, futures and option contracts, to manage the risk associated with variability in cash flows or
changes in fair values related to the Company’s financial instruments. The Company also uses derivative instruments to hedge its
currency exposure associated with net investments in certain foreign operations. To a lesser extent, the Company uses credit derivatives
to synthetically replicate investment risks and returns which are not readily available in the cash market. The Company also purchases
certain securities, issues certain insurance policies and investment contracts and engages in certain reinsurance contracts that have
embedded derivatives.
 

Freestanding derivatives are carried on the Company’s consolidated balance sheet either as assets within other invested assets or as
liabilities within other liabilities at fair value as determined by quoted market prices or through the use of pricing models. The
determination of fair value, when quoted market values are not available, is based on valuation methodologies and assumptions deemed
appropriate under the circumstances. Derivative valuations can be affected by changes in interest rates, foreign currency exchange rates,
financial indices, credit spreads, market volatility, and liquidity. Values can also be affected by changes in estimates and assumptions
used in pricing models. Such assumptions include estimates of volatility, interest rates, foreign currency exchange rates, other financial
indices and credit ratings. Essential to the analysis of the fair value is a risk of counterparty default. The use of different assumptions may
have a material effect on the estimated derivative fair value amounts as well as the amount of reported net income.
 

If a derivative is not designated as an accounting hedge or its use in managing risk does not qualify for hedge accounting pursuant
to Statement of Financial Accounting Standards (“SFAS”) No. 133, Accounting for Derivative Instruments and Hedging Activities
(“SFAS 133”) as amended, changes in the fair value of the derivative are reported in net investment gains (losses). The fluctuations in
fair value of derivatives which have not been designated for hedge accounting can result in significant volatility in net income.
 

To qualify for hedge accounting, at the inception of the hedging relationship, the Company formally documents its risk management
objective and strategy for undertaking the hedging transaction, as well as its designation of the hedge as either (i) a hedge of the fair
value of a recognized asset or liability or an unrecognized firm commitment (“fair value hedge”); (ii) a hedge of a forecasted transaction
or of the variability of cash flows to be received or paid related to a recognized asset or liability (“cash flow hedge”); or (iii) a hedge of a
net investment in a foreign operation. In this documentation, the Company sets forth how the hedging instrument is expected to hedge the
designated risks related to the hedged item and sets forth the method that will be used to retrospectively and prospectively assess the
hedging instrument’s effectiveness and the method which will be used to measure ineffectiveness. A derivative designated as a hedging
instrument must be assessed as being highly effective in offsetting the designated risk of the hedged item. Hedge effectiveness is formally
assessed at inception and periodically throughout the life of the designated hedging relationship. Assessments and measurement of hedge
effectiveness are also subject to interpretation and estimation, and different interpretations or estimates may have a material effect on the
amount reported in net income.
 

The accounting for derivatives is complex and interpretations of the primary accounting standards continue to evolve in practice.
Judgment is applied in determining the availability and application of hedge accounting designations and the appropriate accounting
treatment under these accounting standards. If it was determined that hedge accounting designations were not appropriately applied,
reported net income could be materially affected.
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Differences in judgment as to the availability and application of hedge accounting designations and the appropriate accounting treatment
may result in a differing impact on the consolidated financial statements of the Company from that previously reported.
 

Under a fair value hedge, changes in the fair value of the hedging derivative, including amounts measured as ineffectiveness, and
changes in the fair value of the hedged item related to the designated risk being hedged, are reported within net investment gains (losses).
The fair values of the hedging derivatives are exclusive of any accruals that are separately reported in the consolidated statement of
income within interest income or interest expense to match the location of the hedged item.
 

Under a cash flow hedge, changes in the fair value of the hedging derivative measured as effective are reported within other
comprehensive income (loss), a separate component of stockholders’ equity, and the deferred gains or losses on the derivative are
reclassified into the consolidated statement of income when the Company’s earnings are affected by the variability in cash flows of the
hedged item. Changes in the fair value of the hedging instrument measured as ineffectiveness are reported within net investment gains
(losses). The fair values of the hedging derivatives are exclusive of any accruals that are separately reported in the consolidated statement
of income within interest income or interest expense to match the location of the hedged item.
 

In a hedge of a net investment in a foreign operation, changes in the fair value of the hedging derivative that are measured as
effective are reported within other comprehensive income (loss) consistent with the translation adjustment for the hedged net investment
in the foreign operation. Changes in the fair value of the hedging instrument measured as ineffectiveness are reported within net
investment gains (losses).
 

The Company discontinues hedge accounting prospectively when: (i) it is determined that the derivative is no longer highly
effective in offsetting changes in the fair value or cash flows of a hedged item; (ii) the derivative expires, is sold, terminated, or
exercised; (iii) it is no longer probable that the hedged forecasted transaction will occur; (iv) a hedged firm commitment no longer meets
the definition of a firm commitment; or (v) the derivative is de-designated as a hedging instrument.
 

When hedge accounting is discontinued because it is determined that the derivative is not highly effective in offsetting changes in
the fair value or cash flows of a hedged item, the derivative continues to be carried on the consolidated balance sheet at its fair value,
with changes in fair value recognized currently in net investment gains (losses). The carrying value of the hedged recognized asset or
liability under a fair value hedge is no longer adjusted for changes in its fair value due to the hedged risk, and the cumulative adjustment
to its carrying value is amortized into income over the remaining life of the hedged item. Provided the hedged forecasted transaction is
still probable of occurrence, the changes in fair value of derivatives recorded in other comprehensive income (loss) related to
discontinued cash flow hedges are released into the consolidated statement of income when the Company’s earnings are affected by the
variability in cash flows of the hedged item.
 

When hedge accounting is discontinued because it is no longer probable that the forecasted transactions will occur by the end of the
specified time period or the hedged item no longer meets the definition of a firm commitment, the derivative continues to be carried on
the consolidated balance sheet at its fair value, with changes in fair value recognized currently in net investment gains (losses). Any asset
or liability associated with a recognized firm commitment is derecognized from the consolidated balance sheet, and recorded currently in
net investment gains (losses). Deferred gains and losses of a derivative recorded in other comprehensive income (loss) pursuant to the
cash flow hedge of a forecasted transaction are recognized immediately in net investment gains (losses).
 

In all other situations in which hedge accounting is discontinued, the derivative is carried at its fair value on the consolidated
balance sheet, with changes in its fair value recognized in the current period as net investment gains (losses).
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The Company is also a party to financial instruments that contain terms which are deemed to be embedded derivatives. The
Company assesses each identified embedded derivative to determine whether it is required to be bifurcated under SFAS 133. If the
instrument would not be accounted for in its entirety at fair value and it is determined that the terms of the embedded derivative are not
clearly and closely related to the economic characteristics of the host contract, and that a separate instrument with the same terms would
qualify as a derivative instrument, the embedded derivative is bifurcated from the host contract and accounted for as a freestanding
derivative. Such embedded derivatives are carried on the consolidated balance sheet at fair value with the host contract and changes in
their fair value are reported currently in net investment gains (losses). If the Company is unable to properly identify and measure an
embedded derivative for separation from its host contract, the entire contract is carried on the balance sheet at fair value, with changes in
fair value recognized in the current period in net investment gains (losses). Additionally, the Company may elect to carry an entire
contract on the balance sheet at fair value, with changes in fair value recognized in the current period in net investment gains (losses) if
that contract contains an embedded derivative that requires bifurcation. There is a risk that embedded derivatives requiring bifurcation
may not be identified and reported at fair value in the consolidated financial statements and that their related changes in fair value could
materially affect reported net income.
 

Cash and Cash Equivalents
 

The Company considers all highly liquid investments purchased with an original or remaining maturity of three months or less at
the date of purchase to be cash equivalents.
 

Property, Equipment, Leasehold Improvements and Computer Software
 

Property, equipment and leasehold improvements, which are included in other assets, are stated at cost, less accumulated
depreciation and amortization. Depreciation is determined using either the straight-line or sum-of-the-years-digits method over the
estimated useful lives of the assets, as appropriate. Estimated lives generally range from five to ten years for leasehold improvements and
three to seven years for all other property and equipment.
 

Computer software, which is included in other assets, is stated at cost, less accumulated amortization. Purchased software costs, as
well as internal and external costs incurred to develop internal-use computer software during the application development stage, are
capitalized. Such costs are amortized generally over a four-year period using the straight-line method. The cost basis of computer
software was $52 million and $2 million at December 31, 2006 and 2005, respectively. Accumulated amortization was $3 million at
December 31, 2006 and the computer software was fully amortized at December 31, 2005. Related amortization expense was $3 million
and $1 million for the years ended December 31, 2006 and 2005, respectively. There was no amortization expense for the year ended
December 31, 2004.
 

Deferred Policy Acquisition Costs and Value of Business Acquired
 

The Company incurs significant costs in connection with acquiring new and renewal insurance business. Costs that vary with and
relate to the production of new business are deferred as DAC. Such costs consist principally of commissions and agency and policy issue
expenses. VOBA is an intangible asset that reflects the estimated fair value of in-force contracts in a life insurance company acquisition
and represents the portion of the purchase price that is allocated to the value of the right to receive future cash flows from the business in-
force at the acquisition date. VOBA is based on actuarially determined projections, by each block of business, of future policy and
contract charges, premiums, mortality and morbidity, separate account performance, surrenders, operating expenses, investment returns
and other factors. Actual experience on the purchased business may vary from these projections. The recovery of DAC and VOBA is
dependent upon the future profitability of the related business. DAC and VOBA are aggregated in the financial statements for reporting
purposes.
 

DAC related to internally replaced contracts are generally expensed at the date of replacement.
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DAC and VOBA on life insurance or investment-type contracts are amortized in proportion to gross premiums or gross profits,
depending on the type of contract as described below.
 

The Company amortizes DAC and VOBA related to non-participating traditional contracts (term insurance and non-participating
whole life insurance) over the entire premium paying period in proportion to the present value of actual historic and expected future gross
premiums. The present value of expected premiums is based upon the premium requirement of each policy and assumptions for
mortality, morbidity, persistency, and investment returns at policy issuance, or policy acquisition as it relates to VOBA, that include
provisions for adverse deviation and are consistent with the assumptions used to calculate future policyholder benefit liabilities. These
assumptions are not revised after policy issuance or acquisition unless the DAC or VOBA balance is deemed to be unrecoverable from
future expected profits. Absent a premium deficiency, variability in amortization after policy issuance or acquisition is caused only by
variability in premium volumes.
 

The Company amortizes DAC and VOBA related to fixed and variable universal life contracts and fixed and variable deferred
annuity contracts over the estimated lives of the contracts in proportion to actual and expected future gross profits. The amortization
includes interest based on rates in effect at inception or acquisition of the contracts. The amount of future gross profits is dependent
principally upon returns in excess of the amounts credited to policyholders, mortality, persistency, interest crediting rates, expenses to
administer the business, creditworthiness of reinsurance counterparties, the effect of any hedges used, and certain economic variables,
such as inflation. Of these factors, the Company anticipates that investment returns, expenses, and persistency are reasonably likely to
impact significantly the rate of DAC and VOBA amortization. Each reporting period, the Company updates the estimated gross profits
with the actual gross profits for that period. When the actual gross profits change from previously estimated gross profits, the cumulative
DAC and VOBA amortization is re-estimated and adjusted by a cumulative charge or credit to current operations. When actual gross
profits exceed those previously estimated, the DAC and VOBA amortization will increase, resulting in a current period charge to
earnings. The opposite result occurs when the actual gross profits are below the previously estimated gross profits. Each reporting period,
the Company also updates the actual amount of business remaining in-force, which impacts expected future gross profits.
 

Separate account rates of return on variable universal life contracts and variable deferred annuity contracts affect in-force account
balances on such contracts each reporting period. Returns that are higher than the Company’s long-term expectation produce higher
account balances, which increases the Company’s future fee expectations and decreases future benefit payment expectations on minimum
death benefit guarantees, resulting in higher expected future gross profits. The opposite result occurs when returns are lower than the
Company’s long-term expectation. The Company’s practice to determine the impact of gross profits resulting from returns on separate
accounts assumes that long-term appreciation in equity markets is not changed by short-term market fluctuations, but is only changed
when sustained interim deviations are expected. The Company monitors these changes and only changes the assumption when its long-
term expectation changes.
 

The Company also reviews periodically other long-term assumptions underlying the projections of estimated gross profits. These
include investment returns, policyholder dividend scales, interest crediting rates, mortality, persistency, and expenses to administer
business. Management annually updates assumptions used in the calculation of estimated gross profits which may have significantly
changed. If the update of assumptions causes expected future gross profits to increase, DAC and VOBA amortization will decrease,
resulting in a current period increase to earnings. The opposite result occurs when the assumption update causes expected future gross
profits to decrease.
 

Sales Inducements
 

The Company has two different types of sales inducements which are included in other assets: (i) the policyholder receives a bonus
whereby the policyholder’s initial account balance is increased by an amount equal to
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a specified percentage of the customer’s deposit; and (ii) the policyholder receives a higher interest rate using a dollar cost averaging
method than would have been received based on the normal general account interest rate credited. The Company defers sales
inducements and amortizes them over the life of the policy using the same methodology and assumptions used to amortize DAC.
 

Goodwill
 

Goodwill is the excess of cost over the fair value of net assets acquired. Goodwill is not amortized but is tested for impairment at
least annually or more frequently if events or circumstances, such as adverse changes in the business climate, indicate that there may be
justification for conducting an interim test. Impairment testing is performed using the fair value approach, which requires the use of
estimates and judgment, at the “reporting unit” level. A reporting unit is the operating segment or a business one level below the
operating segment, if discrete financial information is prepared and regularly reviewed by management at that level. For purposes of
goodwill impairment testing, goodwill within Corporate & Other is allocated to reporting units within the Company’s business segments.
If the carrying value of a reporting unit’s goodwill exceeds its fair value, the excess is recognized as an impairment and recorded as a
charge against net income. The fair values of the reporting units are determined using a market multiple and a discounted cash flow
model. The critical estimates necessary in determining fair value are projected earnings, comparative market multiples and the discount
rate.
 

Liability for Future Policy Benefits and Policyholder Account Balances
 

The Company establishes liabilities for amounts payable under insurance policies, including traditional life insurance, traditional
annuities and non-medical health insurance. Generally, amounts are payable over an extended period of time and related liabilities are
calculated as the present value of future expected benefits to be paid reduced by the present value of future expected premiums. Such
liabilities are established based on methods and underlying assumptions in accordance with GAAP and applicable actuarial standards.
Principal assumptions used in the establishment of liabilities for future policy benefits are mortality, morbidity, policy lapse, renewal,
retirement, investment returns, inflation, expenses and other contingent events as appropriate to the respective product type. Utilizing
these assumptions, liabilities are established on a block of business basis.
 

Future policy benefit liabilities for non-participating traditional life insurance policies are equal to the aggregate of the present value
of future benefit payments and related expenses less the present value of future net premiums. Assumptions as to mortality and
persistency are based upon the Company’s experience when the basis of the liability is established. Interest rates for future policy benefit
liabilities on non-participating traditional life insurance range from 4% to 7%.
 

Future policy benefit liabilities for individual and group traditional fixed annuities after annuitization are equal to the present value
of expected future payments. Interest rates used in establishing such liabilities range from 3% to 9%.
 

Future policy benefit liabilities for non-medical health insurance are calculated using the net level premium method and
assumptions as to future morbidity, withdrawals and interest, which provide a margin for adverse deviation. The interest rate used in
establishing such liabilities is 4%.
 

Future policy benefit liabilities for disabled lives are estimated using the present value of benefits method and experience
assumptions as to claim terminations, expenses and interest. The interest rate used in establishing such liabilities is 4%.
 

Liabilities for unpaid claims and claim expenses for the Company’s workers’ compensation business are included in future
policyholder benefits and are estimated based upon the Company’s historical experience and other actuarial assumptions that consider the
effects of current developments, anticipated trends and risk
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management programs, reduced for anticipated subrogation. The effects of changes in such estimated liabilities are included in the results
of operations in the period in which the changes occur.
 

The Company establishes future policy benefit liabilities for minimum death and income benefit guarantees relating to certain
annuity contracts and secondary guarantees relating to certain life policies as follows:
 

 • Annuity guaranteed death benefit (“GMDB”) liabilities are determined by estimating the expected value of death benefits in
excess of the projected account balance and recognizing the excess ratably over the accumulation period based on total expected
assessments. The Company regularly evaluates estimates used and adjusts the additional liability balance, with a related charge
or credit to benefit expense, if actual experience or other evidence suggests that earlier assumptions should be revised. The
assumptions used in estimating the GMDB liabilities are consistent with those used for amortizing DAC, and are thus subject to
the same variability and risk. The assumptions of investment performance and volatility are consistent with the historical
experience of the Standard & Poor’s 500 Index (“S&P”). The benefits used in calculating the liabilities are based on the average
benefits payable over a range of scenarios.

 

 • Guaranteed income benefit (“GMIB”) liabilities are determined by estimating the expected value of the income benefits in
excess of the projected account balance at any future date of annuitization and recognizing the excess ratably over the
accumulation period based on total expected assessments. The Company regularly evaluates estimates used and adjusts the
additional liability balance, with a related charge or credit to benefit expense, if actual experience or other evidence suggests that
earlier assumptions should be revised. The assumptions used for estimating the GMIB liabilities are consistent with those used
for estimating the GMDB liabilities. In addition, the calculation of guaranteed annuitization benefit liabilities incorporates an
assumption for the percentage of the potential annuitizations that may be elected by the contractholder.

 

 • Liabilities for universal and variable life secondary guarantees are determined by estimating the expected value of death benefits
payable when the account balance is projected to be zero and recognizing those benefits ratably over the accumulation period
based on total expected assessments. The Company regularly evaluates estimates used and adjusts the additional liability
balances, with a related charge or credit to benefit expense, if actual experience or other evidence suggests that earlier
assumptions should be revised. The assumptions used in estimating the secondary and paid up guarantee liabilities are consistent
with those used for amortizing DAC, and are thus subject to the same variability and risk. The assumptions of investment
performance and volatility for variable products are consistent with historical S&P experience. The benefits used in calculating
the liabilities are based on the average benefits payable over a range of scenarios.

 

The Company establishes policyholder account balances (“PAB”) for guaranteed minimum benefit riders relating to certain variable
annuity products as follows:
 

 • Guaranteed minimum withdrawal benefit riders (“GMWB”) guarantee the contractholder a return of their purchase payment via
partial withdrawals, even if the account value is reduced to zero, provided that the contractholder’s cumulative withdrawals in a
contract year do not exceed a certain limit. The initial guaranteed withdrawal amount is equal to the initial benefit base as
defined in the contract (typically, the initial purchase payments plus applicable bonus amounts). The GMWB is an embedded
derivative, which is measured at fair value separately from the host variable annuity product.

 

 • Guaranteed minimum accumulation benefit riders (“GMAB”) provide the contractholder, after a specified period of time
determined at the time of issuance of the variable annuity contract, with a minimum accumulation of their purchase payments
even if the account value is reduced to zero. The initial guaranteed accumulation amount is equal to the initial benefit base as
defined in the contract (typically, the initial
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 purchase payments plus applicable bonus amounts). The GMAB is also an embedded derivative, which is measured at fair value
separately from the host variable annuity product.

 

 • For both GMWB and GMAB, the initial benefit base is increased by additional purchase payments made within a certain time
period and decreases by benefits paid and/or withdrawal amounts. After a specified period of time, the benefit base may also
increase as a result of an optional reset as defined in the contract.

 

 • The fair values of the GMWB and GMAB riders are calculated based on actuarial and capital market assumptions related to the
projected cash flows, including benefits and related contract charges, over the lives of the contracts, incorporating expectations
concerning policyholder behavior. In measuring the fair value of GMWBs and GMABs, the Company attributes a portion of the
fees collected from the policyholder equal to the present value of expected future guaranteed minimum withdrawal and
accumulation benefits (at inception). The changes in fair value are reported in net investment gains (losses). Any additional fees
represent “excess” fees and are reported in universal life and investment-type product policy fees. These riders may be more
costly than expected in volatile or declining markets, causing an increase in liabilities for future policy benefits, negatively
affecting net income.

 

The Company issues both GMWBs and GMABs directly and assumes risk relating to GMWBs and GMABs issued by an affiliate
through a financing agreement. Some of the risks associated with GMWBs and GMABs directly written and assumed were transferred to
a different affiliate through another financing agreement and included in premiums and other receivables.
 

The Company periodically reviews its estimates of actuarial liabilities for future policy benefits and compares them with its actual
experience. Differences between actual experience and the assumptions used in pricing these policies, guarantees and riders and in the
establishment of the related liabilities result in variances in profit and could result in losses. The effects of changes in such estimated
liabilities are included in the results of operations in the period in which the changes occur.
 

PABs relate to investment-type contracts and universal life-type policies. Investment-type contracts principally include traditional
individual fixed annuities in the accumulation phase and non-variable group annuity contracts. PABs are equal to: (i) policy account
values, which consist of an accumulation of gross premium payments; (ii) credited interest, ranging from 0.5% to 12%, less expenses,
mortality charges, and withdrawals; and (iii) fair value purchase accounting adjustments relating to the Acquisition.
 

Other Policyholder Funds
 

Other policyholder funds include policy and contract claims and unearned revenue liabilities.
 

The liability for policy and contract claims generally relates to incurred but not reported death, disability, and long-term care claims
as well as claims which have been reported but not yet settled. The liability for these claims is based on the Company’s estimated
ultimate cost of settling all claims. The Company derives estimates for the development of incurred but not reported claims principally
from actuarial analyses of historical patterns of claims and claims development for each line of business. The methods used to determine
these estimates are continually reviewed. Adjustments resulting from this continuous review process and differences between estimates
and payments for claims are recognized in policyholder benefits and claims expense in the period in which the estimates are changed or
payments are made.
 

The unearned revenue liability relates to universal life-type and investment-type products and represents policy charges for services
to be provided in future periods. The charges are deferred as unearned revenue and amortized using the product’s estimated gross profits,
similar to DAC. Such amortization is recorded in universal life and investment-type product policy fees.
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Recognition of Insurance Revenue and Related Benefits
 

Premiums related to traditional life and annuity policies with life contingencies are recognized as revenues when due from
policyholders. Policyholder benefits and expenses are provided against such revenues to recognize profits over the estimated lives of the
policies. When premiums are due over a significantly shorter period than the period over which benefits are provided, any excess profit is
deferred and recognized into operations in a constant relationship to insurance in-force or, for annuities, the amount of expected future
policy benefit payments. Premiums related to non-medical health and disability contracts are recognized on a pro rata basis over the
applicable contract term.
 

Deposits related to universal life-type and investment-type products are credited to PABs. Revenues from such contracts consist of
amounts assessed against PABs for mortality, policy administration and surrender charges and are recorded in universal life and
investment-type product policy fees in the period in which services are provided. Amounts that are charged to operations include interest
credited and benefit claims incurred in excess of related PABs.
 

Premiums related to workers’ compensation contracts are recognized as revenue on a pro rata basis over the applicable contract
term.
 

Premiums, policy fees, policyholder benefits and expenses are presented net of reinsurance.
 

Other Revenues
 

Other revenues include advisory fees, broker-dealer commissions and fees and administrative service fees. Such fees and
commissions are recognized in the period in which services are performed.
 

Income Taxes
 

The Company and its includable life insurance subsidiaries file a consolidated U.S. federal income tax return in accordance with the
provisions of the Internal Revenue Code of 1986, as amended (“Code”). Non-includable subsidiaries file either a separate individual
corporate tax return or a separate consolidated tax return. Prior to the transfer of MLI-USA to MetLife Connecticut, MLI-USA joined
MetLife’s includable affiliates in filing a federal income tax return. MLI-USA joined MetLife Connecticut’s includable affiliates as of
October 11, 2006.
 

The Company’s accounting for income taxes represents management’s best estimate of various events and transactions.
 

Deferred income tax assets and liabilities resulting from temporary differences between the financial reporting and tax bases of
assets and liabilities are measured at the balance sheet date using enacted tax rates expected to apply to taxable income in the years the
temporary differences are expected to reverse.
 

For U.S. federal income tax purposes, an election in 2005 under Internal Revenue Code Section 338 was made by the Company’s
parent, MetLife. As a result of this election, the tax basis in the acquired assets and liabilities was adjusted as of the Acquisition Date and
the related deferred income tax asset established for the taxable difference from the book basis.
 

The realization of deferred income tax assets depends upon the existence of sufficient taxable income within the carryback or
carryforward periods under the tax law in the applicable tax jurisdiction. Valuation allowances are established when management
determines, based on available information, that it is more likely than not that deferred income tax assets will not be realized. Significant
judgment is required in determining whether valuation
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allowances should be established as well as the amount of such allowances. When making such determination, consideration is given to,
among other things, the following:
 

   

(i)  future taxable income exclusive of reversing temporary differences and carryforwards;
(ii)  future reversals of existing taxable temporary differences;
(iii)  taxable income in prior carryback years; and
(iv)  tax planning strategies.

 

The Company may be required to change its provision for income taxes in certain circumstances. Examples of such circumstances
include when the ultimate deductibility of certain items is challenged by taxing authorities or when estimates used in determining
valuation allowances on deferred income tax assets significantly change or when receipt of new information indicates the need for
adjustment in valuation allowances. Additionally, future events such as changes in tax legislation could have an impact on the provision
for income tax and the effective tax rate. Any such changes could significantly affect the amounts reported in the consolidated financial
statements in the year these changes occur.
 

The Company classifies interest recognized as interest expense and penalties recognized as a component of income tax.
 

Reinsurance
 

The Company enters into reinsurance transactions as both a provider and a purchaser of reinsurance for its insurance products.
 

For each of its reinsurance contracts, the Company determines if the contract provides indemnification against loss or liability
relating to insurance risk in accordance with applicable accounting standards. The Company reviews all contractual features, particularly
those that may limit the amount of insurance risk to which the reinsurer is subject or features that delay the timely reimbursement of
claims.
 

For reinsurance of existing in-force blocks of long-duration contracts that transfer significant insurance risk, the difference, if any,
between the amounts paid (received), and the liabilities ceded (assumed) related to the underlying contracts is considered the net cost of
reinsurance at the inception of the contract. The net cost of reinsurance is recorded as an adjustment to DAC and recognized as a
component of other expenses on a basis consistent with the way the acquisition costs on the underlying reinsured contracts would be
recognized. Subsequent amounts paid (received) on the reinsurance of in-force blocks, as well as amounts paid (received) related to new
business, are recorded as ceded (assumed) premiums and ceded (assumed) future policy benefit liabilities are established.
 

The assumptions used to account for long-duration reinsurance contracts are consistent with those used for the underlying contracts.
Ceded policyholder and contract related liabilities, other than those currently due, are reported gross on the balance sheet.
 

Amounts currently recoverable under reinsurance contracts are included in premiums and other receivables and amounts currently
payable are included in other liabilities. Such assets and liabilities relating to reinsurance contracts with the same reinsurer may be
recorded net on the balance sheet, if a right of offset exists within the reinsurance contract.
 

Premiums, fees and policyholder benefits and claims include amounts assumed under reinsurance contracts and are net of
reinsurance ceded.
 

If the Company determines that a reinsurance contract does not expose the reinsurer to a reasonable possibility of a significant loss
from insurance risk, the Company records the contract as a deposit, net of related expenses. Deposits received are included in other
liabilities and deposits made are included within other assets. As amounts
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are paid or received, consistent with the underlying contracts, the deposit assets or liabilities are adjusted. Interest on such deposits is
recorded as other revenue or other expenses, as appropriate. Periodically, the Company evaluates the adequacy of the expected payments
or recoveries and adjusts the deposit asset or liability through other revenue or other expenses, as appropriate.
 

Amounts received from reinsurers for policy administration are reported in other revenues.
 

Accounting for reinsurance requires extensive use of assumptions and estimates, particularly related to the future performance of
the underlying business and the potential impact of counterparty credit risks. The Company periodically reviews actual and anticipated
experience compared to the aforementioned assumptions used to establish assets and liabilities relating to ceded and assumed reinsurance
and evaluates the financial strength of counterparties to its reinsurance agreements using criteria similar to that evaluated in the security
impairment process discussed previously.
 

Separate Accounts
 

Separate accounts are established in conformity with insurance laws and are generally not chargeable with liabilities that arise from
any other business of the Company. Separate account assets are subject to general account claims only to the extent the value of such
assets exceeds the separate account liabilities. The Company reports separately, as assets and liabilities, investments held in separate
accounts and liabilities of the separate accounts if (i) such separate accounts are legally recognized; (ii) assets supporting the contract
liabilities are legally insulated from the Company’s general account liabilities; (iii) investments are directed by the contractholder; and
(iv) all investment performance, net of contract fees and assessments, is passed through to the contractholder. The Company reports
separate account assets meeting such criteria at their fair value. Investment performance (including investment income, net investment
gains (losses) and changes in unrealized gains (losses)) and the corresponding amounts credited to contractholders of such separate
accounts are offset within the same line in the consolidated statements of income.
 

The Company’s revenues reflect fees charged to the separate accounts, including mortality charges, risk charges, policy
administration fees, investment management fees and surrender charges. Separate accounts not meeting the above criteria are combined
on a line-by-line basis with the Company’s general account assets, liabilities, revenues and expenses.
 

Employee Benefit Plans
 

Eligible employees, sales representatives and retirees of the Company are provided pension, postretirement and postemployment
benefits under plans sponsored and administered by Metropolitan Life Insurance Company (“Metropolitan Life”), an affiliate of the
Company. The Company’s obligation and expense related to these benefits is limited to the amount of associated expense allocated from
Metropolitan Life.
 

Foreign Currency
 

Balance sheet accounts are translated at the exchange rates in effect at each year-end and income and expense accounts are
translated at the average rates of exchange prevailing during the year. Translation adjustments are charged or credited directly to other
comprehensive income or loss. Gains and losses from foreign currency transactions are reported as net investment gains (losses) in the
period in which they occur.
 

Discontinued Operations
 

The results of operations of a component of the Company that either has been disposed of or is classified as held-for-sale are
reported in discontinued operations if the operations and cash flows of the component have been or will be eliminated from the ongoing
operations of the Company as a result of the disposal transaction and the
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Company will not have any significant continuing involvement in the operations of the component after the disposal transaction.
 

Litigation Contingencies
 

The Company is a party to a number of legal actions and regulatory investigations. Given the inherent unpredictability of these
matters, it is difficult to estimate the impact on the Company’s consolidated financial position. Liabilities are established when it is
probable that a loss has been incurred and the amount of the loss can be reasonably estimated. On a quarterly and annual basis, the
Company reviews relevant information with respect to liabilities for litigation, regulatory investigations and litigation-related
contingencies to be reflected in the Company’s consolidated financial statements. It is possible that an adverse outcome in certain of the
Company’s litigation and regulatory investigations, or the use of different assumptions in the determination of amounts recorded could
have a material effect upon the Company’s consolidated net income or cash flows in particular quarterly or annual periods.
 

Adoption of New Accounting Pronouncements
 

Derivative Financial Instruments
 

The Company has adopted guidance relating to derivative financial instruments as follows:
 

 • Effective January 1, 2006, the Company adopted prospectively SFAS No. 155, Accounting for Certain Hybrid Instruments
(“SFAS 155”). SFAS 155 amends SFAS No. 133 and SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities (“SFAS 140”). SFAS 155 allows financial instruments that have embedded derivatives to be
accounted for as a whole, eliminating the need to bifurcate the derivative from its host, if the holder elects to account for the
whole instrument on a fair value basis. In addition, among other changes, SFAS 155:

 
   

(i)  clarifies which interest-only strips and principal-only strips are not subject to the requirements of SFAS 133;

(ii)  

establishes a requirement to evaluate interests in securitized financial assets to identify interests that are
freestanding derivatives or that are hybrid financial instruments that contain an embedded derivative requiring
bifurcation;

(iii)  clarifies that concentrations of credit risk in the form of subordination are not embedded derivatives; and

(iv)  
amends SFAS 140 to eliminate the prohibition on a qualifying special-purpose entity (“QSPE”) from holding a
derivative financial instrument that pertains to a beneficial interest other than another derivative financial interest.

 

The adoption of SFAS 155 did not have a material impact on the Company’s consolidated financial statements.
 

 • Effective October 1, 2006, the Company adopted SFAS 133 Implementation Issue No. B40, Embedded Derivatives: Application
of Paragraph 13(b) to Securitized Interests in Prepayable Financial Assets (“Issue B40”). Issue B40 clarifies that a securitized
interest in prepayable financial assets is not subject to the conditions in paragraph 13(b) of SFAS 133, if it meets both of the
following criteria: (i) the right to accelerate the settlement if the securitized interest cannot be controlled by the investor; and
(ii) the securitized interest itself does not contain an embedded derivative (including an interest rate-related derivative) for which
bifurcation would be required other than an embedded derivative that results solely from the embedded call options in the
underlying financial assets. The adoption of Issue B40 did not have a material impact on the Company’s consolidated financial
statements.
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 • Effective January 1, 2006, the Company adopted prospectively SFAS 133 Implementation Issue No. B38, Embedded
Derivatives: Evaluation of Net Settlement with Respect to the Settlement of a Debt Instrument through Exercise of an Embedded
Put Option or Call Option (“Issue B38”) and SFAS 133 Implementation Issue No. B39, Embedded Derivatives: Application of
Paragraph 13(b) to Call Options That Are Exercisable Only by the Debtor (“Issue B39”). Issue B38 clarifies that the potential
settlement of a debtor’s obligation to a creditor occurring upon exercise of a put or call option meets the net settlement criteria of
SFAS 133. Issue B39 clarifies that an embedded call option, in which the underlying is an interest rate or interest rate index, that
can accelerate the settlement of a debt host financial instrument should not be bifurcated and fair valued if the right to accelerate
the settlement can be exercised only by the debtor (issuer/borrower) and the investor will recover substantially all of its initial net
investment. The adoption of Issues B38 and B39 did not have a material impact on the Company’s consolidated financial
statements.

 

Other Pronouncements
 

Effective November 15, 2006, the Company adopted U.S. Securities and Exchange Commission (“SEC”) Staff Accounting Bulletin
(“SAB”) No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements (“SAB 108”). SAB 108 provides guidance on how prior year misstatements should be considered when quantifying
misstatements in current year financial statements for purposes of assessing materiality. SAB 108 requires that registrants quantify errors
using both a balance sheet and income statement approach and evaluate whether either approach results in quantifying a misstatement
that, when relevant quantitative and qualitative factors are considered, is material. SAB 108 permits companies to initially apply its
provisions by either restating prior financial statements or recording a cumulative effect adjustment to the carrying values of assets and
liabilities as of January 1, 2006 with an offsetting adjustment to retained earnings for errors that were previously deemed immaterial but
are material under the guidance in SAB 108. The adoption of SAB 108 did not have a material impact on the Company’s consolidated
financial statements.
 

Effective January 1, 2006, the Company adopted SFAS No. 154, Accounting Changes and Error Corrections, a replacement of APB
Opinion No. 20 and FASB Statement No. 3 (“SFAS 154”). SFAS 154 requires retrospective application to prior periods’ financial
statements for a voluntary change in accounting principle unless it is deemed impracticable. It also requires that a change in the method
of depreciation, amortization, or depletion for long-lived, non-financial assets be accounted for as a change in accounting estimate rather
than a change in accounting principle. The adoption of SFAS 154 did not have a material impact on the Company’s consolidated financial
statements.
 

In June 2005, the Emerging Issues Task Force (“EITF”) reached consensus on Issue No. 04-5, Determining Whether a General
Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain
Rights (“EITF 04-5”). EITF 04-5 provides a framework for determining whether a general partner controls and should consolidate a
limited partnership or a similar entity in light of certain rights held by the limited partners. The consensus also provides additional
guidance on substantive rights. EITF 04-5 was effective after June 29, 2005 for all newly formed partnerships and for any pre-existing
limited partnerships that modified their partnership agreements after that date. For all other limited partnerships, EITF 04-5 required
adoption by January 1, 2006 through a cumulative effect of a change in accounting principle recorded in opening equity or applied
retrospectively by adjusting prior period financial statements. The adoption of the provisions of EITF 04-5 did not have a material impact
on the Company’s consolidated financial statements.
 

Effective November 9, 2005, the Company prospectively adopted the guidance in FASB Staff Position (“FSP”) No. FAS 140-2,
Clarification of the Application of Paragraphs 40(b) and 40(c) of FAS 140 (“FSP 140-2”). FSP 140-2 clarified certain criteria relating to
derivatives and beneficial interests when considering whether an entity qualifies as a QSPE. Under FSP 140-2, the criteria must only be
met at the date the QSPE issues beneficial interests or when a derivative financial instrument needs to be replaced upon the occurrence of
a specified event
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outside the control of the transferor. The adoption of FSP 140-2 did not have a material impact on the Company’s consolidated financial
statements.
 

Effective July 1, 2005, the Company adopted SFAS No. 153, Exchanges of Nonmonetary Assets, an amendment of APB Opinion
No. 29 (“SFAS 153”). SFAS 153 amended prior guidance to eliminate the exception for nonmonetary exchanges of similar productive
assets and replaced it with a general exception for exchanges of nonmonetary assets that do not have commercial substance. A
nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a result of
the exchange. The provisions of SFAS 153 were required to be applied prospectively for fiscal periods beginning after June 15, 2005.
The adoption of SFAS 153 did not have a material impact on the Company’s consolidated financial statements.
 

In June 2005, the FASB completed its review of EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments (“EITF 03-1”). EITF 03-1 provides accounting guidance regarding the determination of when an
impairment of debt and marketable equity securities and investments accounted for under the cost method should be considered
other-than-temporary and recognized in income. EITF 03-1 also requires certain quantitative and qualitative disclosures for debt and
marketable equity securities classified as available-for-sale or held-to-maturity under SFAS No. 115, Accounting for Certain Investments
in Debt and Equity Securities, that are impaired at the balance sheet date but for which an other-than-temporary impairment has not been
recognized. The FASB decided not to provide additional guidance on the meaning of other-than-temporary impairment but has issued
FSP Nos. FAS 115-1 and FAS 124-1, The Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments
(“FSP 115-1”), which nullifies the accounting guidance on the determination of whether an investment is other-than-temporarily impaired
as set forth in EITF 03-1. As required by FSP 115-1, the Company adopted this guidance on a prospective basis, which had no material
impact on the Company’s consolidated financial statements, and has provided the required disclosures.
 

Effective July 1, 2004, the Company adopted EITF Issue No. 03-16, Accounting for Investments in Limited Liability Companies
(“EITF 03-16”). EITF 03-16 provides guidance regarding whether a limited liability company should be viewed as similar to a
corporation or similar to a partnership for purposes of determining whether a noncontrolling investment should be accounted for using
the cost method or the equity method of accounting. EITF 03-16 did not have a material impact on the Company’s consolidated financial
statements.
 

Effective January 1, 2004, the Company adopted Statement of Position (“SOP”) 03-1, Accounting and Reporting by Insurance
Enterprises for Certain Nontraditional Long Duration Contracts and for Separate Accounts (“SOP 03-1”), as interpreted by a Technical
Practice Aid (“TPA”), issued by the American Institute of Certified Public Accountants (“AICPA”) and FSP No. 97-1, Situations in
Which Paragraphs 17(b) and 20 of FASB Statement No. 97, Accounting and Reporting by Insurance Enterprises for Certain Long-
Duration Contracts and for Realized Gains and Losses from the Sale of Investments, Permit or Require Accrual of an Unearned Revenue
Liability (“FSP 97-1”). SOP 03-1 provides guidance on: (i) the classification and valuation of long-duration contract liabilities; (ii) the
accounting for sales inducements; and (iii) separate account presentation and valuation. As a result of the adoption of SOP 03-1, effective
January 1, 2004, the Company decreased the liability for future policyholder benefits for changes in the methodology relating to various
guaranteed death and annuitization benefits and for determining liabilities for certain universal life insurance contracts by $2 million,
which was reported as a cumulative effect of a change in accounting. This amount is net of corresponding changes in DAC, including
unearned revenue liability, under certain variable annuity and life contracts and income tax. The application of SOP 03-1 increased the
Company’s 2004 net income by $3 million, including the cumulative effect of the adoption.
 

Future Adoption of New Accounting Pronouncements
 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities
(“SFAS 159”). SFAS 159 permits all entities the option to measure most financial instruments and certain
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other items at fair value at specified election dates and to report related unrealized gains and losses in earnings. The fair value option will
generally be applied on an instrument-by-instrument basis and is generally an irrevocable election. SFAS 159 is effective for fiscal years
beginning after November 15, 2007. The Company is evaluating which eligible financial instruments, if any, it will elect to account for at
fair value under SFAS 159 and the related impact on the Company’s consolidated financial statements.
 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”). SFAS 157 defines fair value,
establishes a framework for measuring fair value in GAAP and requires enhanced disclosures about fair value measurements. SFAS 157
does not require any new fair value measurements. The pronouncement is effective for fiscal years beginning after November 15, 2007.
The guidance in SFAS 157 will be applied prospectively with the exception of: (i) block discounts of financial instruments; and
(ii) certain financial and hybrid instruments measured at initial recognition under SFAS 133 which is to be applied retrospectively as of
the beginning of initial adoption (a limited form of retrospective application). The Company is currently evaluating the impact of
SFAS 157 on the Company’s consolidated financial statements. Implementation of SFAS 157 will require additional disclosures in the
Company’s consolidated financial statements.
 

In June 2006, the FASB issued FIN No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement
No. 109 (“FIN 48”). FIN 48 clarifies the accounting for uncertainty in income tax recognized in a company’s financial statements. FIN 48
requires companies to determine whether it is “more likely than not” that a tax position will be sustained upon examination by the
appropriate taxing authorities before any part of the benefit can be recorded in the financial statements. It also provides guidance on the
recognition, measurement and classification of income tax uncertainties, along with any related interest and penalties. Previously
recorded income tax benefits that no longer meet this standard are required to be charged to earnings in the period that such
determination is made. FIN 48 will also require significant additional disclosures. FIN 48 is effective for fiscal years beginning after
December 15, 2006. Based upon the Company’s evaluation work completed to date, the Company expects to recognize a reduction to the
January 1, 2007 balance of retained earnings of less than $1 million.
 

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets — an amendment of FASB Statement
No. 140 (“SFAS 156”). Among other requirements, SFAS 156 requires an entity to recognize a servicing asset or servicing liability each
time it undertakes an obligation to service a financial asset by entering into a servicing contract in certain situations. SFAS 156 will be
applied prospectively and is effective for fiscal years beginning after September 15, 2006. The Company does not expect SFAS 156 to
have a material impact on the Company’s consolidated financial statements.
 

In September 2005, the AICPA issued SOP 05-1, Accounting by Insurance Enterprises for Deferred Acquisition Costs in
Connection With Modifications or Exchanges of Insurance Contracts (“SOP 05-1”). SOP 05-1 provides guidance on accounting by
insurance enterprises for DAC on internal replacements of insurance and investment contracts other than those specifically described in
SFAS No. 97, Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts and for Realized Gains and
Losses from the Sale of Investments. SOP 05-1 defines an internal replacement as a modification in product benefits, features, rights, or
coverages that occurs by the exchange of a contract for a new contract, or by amendment, endorsement, or rider to a contract, or by the
election of a feature or coverage within a contract. It is effective for internal replacements occurring in fiscal years beginning after
December 15, 2006.
 

In addition, in February 2007, related TPAs were issued by the AICPA to provide further clarification of SOP 05-1. The TPAs are
effective concurrently with the adoption of the SOP. Based on the Company’s interpretation of SOP 05-1 and related TPAs, the adoption
of SOP 05-1 will result in a reduction to DAC and VOBA relating primarily to the Company’s group life and health insurance contracts
that contain certain rate reset provisions. The Company estimates that the adoption of SOP 05-1 as of January 1, 2007 will result in a
cumulative effect adjustment of between $75 million and $95 million, net of income tax, which will be recorded as a reduction
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to retained earnings. In addition, the Company estimates that accelerated DAC and VOBA amortization will reduce 2007 net income by
approximately $5 million to $15 million, net of income tax.
 

2.  Acquisition of MetLife Insurance Company of Connecticut by MetLife, Inc. from Citigroup Inc.
 

On the Acquisition Date, MetLife Connecticut became a subsidiary of MetLife. MetLife Connecticut, together with substantially all
of Citigroup Inc.’s international insurance businesses, excluding Primerica Life Insurance Company and its subsidiaries, were acquired
by MetLife from Citigroup for $12.1 billion. Prior to the Acquisition, MetLife Connecticut was a subsidiary of Citigroup Insurance
Holding Company (“CIHC”). Primerica was distributed via dividend from MetLife Connecticut to CIHC on June 30, 2005 in
contemplation of the Acquisition. The total consideration paid by MetLife for the purchase consisted of $11.0 billion in cash and
22,436,617 shares of MetLife’s common stock with a market value of $1.0 billion to Citigroup and $100 million in other transaction
costs.
 

In accordance with FASB SFAS No. 141, Business Combinations, and SFAS No. 142, Goodwill and Other Intangible Assets, the
Acquisition was accounted for by MetLife using the purchase method of accounting, which requires that the assets and liabilities of
MetLife Connecticut be identified and measured at their fair value as of the acquisition date.
 

Final Purchase Price Allocation and Goodwill
 

The purchase price paid by MetLife has been allocated to the assets acquired and liabilities assumed using management’s best
estimate of their fair values as of the Acquisition Date. The computation of the purchase price and the allocation of the purchase price to
the net assets acquired based upon their respective fair values as of July 1, 2005, and the resulting goodwill, as revised, are presented
below.
 

Based upon MetLife’s method of allocating the purchase price to the entities acquired, the purchase price attributed to MetLife
Connecticut increased by $40 million. The increase in purchase price was a result of additional consideration paid in 2006 by MetLife to
Citigroup of $115 million and an increase in transaction costs of $3 million, offset by a $4 million reduction in restructuring costs for a
total purchase price increase of $114 million.
 

The allocation of purchase price was updated as a result of the additional purchase price attributed to MetLife Connecticut of
$40 million, an increase of $15 million in the value of the future policy benefit liabilities and other policyholder funds resulting from the
finalization of the evaluation of the Travelers underwriting criteria, an increase in securities of $24 million resulting from the finalization
of the determination of the fair value of such securities, an increase in other liabilities of $2 million due to the receipt of additional
information, all resulting in a net impact of the aforementioned adjustments increasing deferred income tax assets by $4 million.
Goodwill increased by $29 million as a consequence of such revisions to the purchase price and the purchase price allocation.
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     As of July 1, 2005  
     (In millions)  

 

Total purchase price paid by MetLife      $ 12,084 
Purchase price attributed to other affiliates       5,260 

         

Purchase price attributed to MetLife Connecticut       6,824 
Net assets of MetLife Connecticut acquired prior to purchase accounting adjustments   $8,207     
Adjustments to reflect assets acquired at fair value:         

Fixed maturity securities available-for-sale   (2)     
Mortgage loans on real estate   72     
Real estate and real estate joint ventures held-for-investment   39     
Other limited partnership interests   48     
Other invested assets   (36)     
Premiums and other receivables   1,001     
Elimination of historical deferred policy acquisition costs   (3,052)     
Value of business acquired   3,490     
Value of distribution agreements and customer relationships acquired   73     
Net deferred income tax asset   1,751     
Elimination of historical goodwill   (196)     
Other assets   (11)     

Adjustments to reflect liabilities assumed at fair value:         
Future policy benefits   (3,766)     
Policyholder account balances   (1,870)     
Other liabilities   191     

         

Net fair value of assets acquired and liabilities assumed       5,939 
         

Goodwill resulting from the Acquisition attributed to MetLife Connecticut      $ 885 
         

 

Goodwill resulting from the Acquisition has been allocated to the Company’s segments, as well as Corporate & Other, as follows:
 
     

  As of July 1, 2005  
  (In millions)  

 

Institutional  $ 312 
Individual   163 
Corporate & Other   410 
     

Total  $ 885 
     

 

The entire amount of goodwill is expected to be deductible for income tax purposes.
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Condensed Statement of Net Assets Acquired
 

The condensed statement of net assets acquired reflects the fair value of MetLife Connecticut’s net assets as follows:
 
     

  As of July 1, 2005  
  (In millions)  

 

Assets     
Fixed maturity securities available-for-sale  $ 41,210 
Trading securities   555 
Equity securities available-for-sale   641 
Mortgage loans on real estate   2,363 
Policy loans   884 
Real estate and real estate joint ventures held-for-investment   126 
Other limited partnership interests   1,120 
Short-term investments   2,225 
Other invested assets   1,205 

     

Total investments   50,329 
Cash and cash equivalents   443 
Accrued investment income   494 
Premiums and other receivables   4,688 
Value of business acquired   3,490 
Goodwill   885 
Other intangible assets   73 
Deferred income tax asset   1,178 
Other assets   730 
Separate account assets   30,427 

     

Total assets acquired   92,737 
     

 
Liabilities:

Future policy benefits   17,565 
Policyholder account balances   34,251 
Other policyholder funds   115 
Current income tax   36 
Other liabilities   3,519 
Separate account liabilities   30,427 

     

Total liabilities assumed   85,913 
     

Net assets acquired  $ 6,824 
     

 

Other Intangible Assets
 

VOBA reflects the estimated fair value of in-force contracts acquired and represents the portion of the purchase price that is
allocated to the value of the right to receive future cash flows from the life insurance and annuity contracts in-force at the Acquisition
Date. VOBA is based on actuarially determined projections, by each block of
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business, of future policy and contract charges, premiums, mortality and morbidity, separate account performance, surrenders, operating
expenses, investment returns and other factors. Actual experience on the purchased business may vary from these projections. If
estimated gross profits or premiums differ from expectations, the amortization of VOBA is adjusted to reflect actual experience.
 

The value of the other identifiable intangibles reflects the estimated fair value of MetLife Connecticut’s distribution agreements and
customer relationships acquired at July 1, 2005 and will be amortized in relation to the expected economic benefits of the agreements. If
actual experience under the distribution agreements or with customer relationships differs from expectations, the amortization of these
intangibles will be adjusted to reflect actual experience. See Notes 8 and 14 for additional information on the value of distribution
agreements (“VODA”) acquired from Citigroup.
 

The use of discount rates was necessary to establish the fair value of VOBA, as well as the other identifiable intangible assets. In
selecting the appropriate discount rates, management considered its weighted average cost of capital, as well as the weighted average cost
of capital required by market participants. A discount rate of 11.5% was used to value these intangible assets.
 

The fair values of business acquired, distribution agreements and customer relationships acquired are as follows:
 
         

     Weighted Average  
  As of July 1, 2005   Amortization Period  
  (In millions)   (In years)  

 

Value of business acquired  $ 3,490   16 
Value of distribution agreements and customer relationships acquired   73   16 
         

Total value of intangible assets acquired, excluding goodwill  $ 3,563   16 
         

 

3.  Contribution of MetLife Connecticut from MetLife, Inc.
 

On October 11, 2006, MetLife Connecticut and MetLife Investors Group, Inc. (“MLIG”), both subsidiaries of MetLife, entered into
a Transfer Agreement (“Transfer Agreement”), pursuant to which MetLife Connecticut agreed to acquire all of the outstanding stock of
MLI-USA from MLIG in exchange for shares of MetLife Connecticut’s common stock. To effectuate the exchange of shares, MetLife
returned 10,000,000 shares just prior to the closing of the transaction and retained 30,000,000 shares representing 100% of the then
issued and outstanding shares of MetLife Connecticut. MetLife Connecticut issued 4,595,317 new shares to MLIG in exchange for all of
the outstanding common stock of MLI-USA. After the closing of the transaction, 34,595,317 shares of MetLife Connecticut’s common
stock are outstanding, of which MLIG holds 4,595,317 shares, with the remaining shares held by MetLife.
 

In connection with the Transfer Agreement on October 11, 2006, MLIG transferred to MetLife Connecticut certain assets and
liabilities, including goodwill, VOBA and deferred income tax liabilities, which remain outstanding from MetLife’s acquisition of MLIG
on October 30, 1997. The assets and liabilities have been included in the financial data of the Company for all periods presented.
 

The transfer of MLI-USA to MetLife Connecticut was a transaction between entities under common control. Since MLI-USA was
the original entity under common control, for financial statement reporting purposes, MLI-USA is considered the accounting acquirer of
MetLife Connecticut. Accordingly, all financial data included in these financial statements periods prior to July 1, 2005 is that of MLI-
USA. For periods subsequent to July 1, 2005, MetLife Connecticut has been combined with MLI-USA in a manner similar to a pooling
of interests. Information
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regarding the consolidated statements of income of the Company for the years ended December 31, 2006 and 2005 is as follows:
 
                         

  Unaudited   Unaudited     
     Three Months Ended   Year Ended  
  Nine Months Ended September 30, 2006   December 31, 2006   December 31, 2006  
        Assets and Liabilities        
        Outstanding        
        from MetLife’s        
        Acquisition   Consolidated     
  MICC Historical   MLI-USA   of MLIG   Company   Consolidated Company  
  (In millions)     

 

Total revenues  $ 2,509  $ 623  $ —  $ 3,132  $ 974  $ 4,106 
Total expenses  $ 1,905  $ 486  $ —  $ 2,391  $ 890  $ 3,281 
                         

Income before provision for
income tax   604   137   —   741  $ 84   825 

Provision for income tax   177   35   —   212  $ 16   228 
                         

Net income  $ 427  $ 102  $ —  $ 529  $ 68  $ 597 
                         

 

 
                 

     Year Ended December 31, 2005  
        Assets and Liabilities     
        Outstanding     
  Six Months Ended      from MetLife’s     
  December 31, 2005      Acquisition   Consolidated  
  MICC Historical   MLI-USA   of MLIG   Company  
  (In millions)  

 

Total revenues  $ 1,749  $ 766  $ —  $ 2,515 
Total expenses  $ 1,410  $ 561  $ (3)  $ 1,968 
                 

Income before provision for income tax   339   205   3   547 
Provision for income tax   98   57   1   156 
                 

Net income  $ 241  $ 148  $ 2  $ 391 
                 

 

The par value of the common stock presented in the statement of stockholders’ equity for periods prior to the Acquisition Date has
been adjusted to reflect the par value of the MetLife Connecticut shares issued to MLIG in exchange for MLI-USA’s common stock.
Information regarding the adjustments to stockholders’ equity is as follows:
 
                     

           Accumulated     
           Other     
           Comprehensive     
           Income     
     Additional      Net Unrealized     
  Common   Paid in   Retained   Investment Gains     
  Stock   Capital   Earnings   (Losses)   Total  

 

Balance of MLI-USA’s equity at January 1, 2004  $ 2  $ 98  $ 163  $ 39  $ 302 
Issuance of MetLife Connecticut’s common stock to MLIG   11  (1)   (11)   —   —   — 
Elimination of MLI-USA’s common stock   (2) (2)  2   —   —   — 
Assets and liabilities outstanding from MetLife’s acquisition of MLIG   —   82   —   (7)   75 
                     

Balance of MICC’s equity at January 1, 2004  $ 11  $ 171  $ 163  $ 32  $ 377 
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(1) Represents the issuance of 4,595,317 shares of MetLife Connecticut’s common stock, at $2.50 par value, by MetLife Connecticut
to MLIG in exchange for all the outstanding common stock of MLI-USA, for a total adjustment of $11 million.

 

(2) Represents the elimination of MLI-USA’s common stock of $2 million.
 

The par value of the MetLife Connecticut common stock purchased by MetLife has been adjusted to reflect the return of the MetLife
Connecticut common stock by MetLife in connection with the transfer of MetLife Connecticut to MLI-USA as follows:
 
                     

           Accumulated     
           Other     
           Comprehensive     
           Income     
     Additional      Net Unrealized     
  Common   Paid in   Retained   Investment Gains     
  Stock   Capital   Earnings   (Losses)   Total  

 

MetLife Connecticut’s common stock purchased by MetLife in the Acquisition on July 1,
2005  $ 100  $ 6,684  $ —  $ —  $ 6,784 

Return of MetLife Connecticut’s common stock from MetLife   (25) (1)  25   —   —   — 
                     

MetLife Connecticut’s common stock purchased by MetLife on July 1, 2005, as adjusted  $ 75  $ 6,709  $ —  $ —  $ 6,784 
                     

 

 

(1) Represents the return of 10,000,000 shares of MetLife Connecticut’s common stock, at $2.50 par value, by MetLife to MetLife
Connecticut in anticipation of the acquisition of MLI-USA by MetLife Connecticut, for a total adjustment of $25 million.

 

The following unaudited pro forma condensed consolidated financial information presents the results of operations for the
Company assuming the MetLife Connecticut acquisition had been effected as of January 1, 2005. This unaudited pro forma information
does not necessarily represent what the Company’s actual results of operations would have been if the acquisition had occurred as of the
date indicated or what such results would be for any future periods.
 
             

     Unaudited  
     Six Months Ended     
  Year Ended   June 30, 2005   Year Ended  
  December 31, 2005   Pro Forma   December 31, 2005  
  Consolidated   MICC   Pro Forma  
  Company   Historical   MICC  
  (In millions)  

 

Total revenues  $ 2,515  $ 2,324  $ 4,839 
Total expenses  $ 1,968  $ 1,523  $ 3,491 
             

Income before provision for income tax   547   801   1,348 
Provision for income tax   156   226   382 
             

Net income  $ 391  $ 575  $ 966 
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4.  Investments
 

Fixed Maturity and Equity Securities Available-for-Sale
 

The following tables present the cost or amortized cost, gross unrealized gain and loss, and estimated fair value of the Company’s
fixed maturity and equity securities, the percentage that each sector represents by the total fixed maturity securities holdings and by the
total equity securities holdings at:
 
                     

  December 31, 2006  
  Cost or              
  Amortized   Gross Unrealized   Estimated   % of  
  Cost   Gain   Loss   Fair Value   Total  
  (In millions)  

 

U.S. corporate securities  $ 17,331  $101  $424  $ 17,008   35.5%
Residential mortgage-backed securities   11,951   40   78   11,913   24.9 
Foreign corporate securities   5,563   64   128   5,499   11.5 
U.S. Treasury/agency securities   5,455   7   126   5,336   11.2 
Commercial mortgage-backed securities   3,353   19   47   3,325   6.9 
Asset-backed securities   3,158   14   10   3,162   6.6 
State and political subdivision securities   1,062   6   38   1,030   2.2 
Foreign government securities   533   45   5   573   1.2 
                     

Total fixed maturity securities  $ 48,406  $296  $856  $ 47,846   100.0%
                     

Non-redeemable preferred stock  $ 671  $ 22  $ 9  $ 684   86.0%
Common stock   106   6   1   111   14.0 
                     

Total equity securities  $ 777  $ 28  $ 10  $ 795   100.0%
                     

 
                     

  December 31, 2005  
  Cost or              
  Amortized   Gross Unrealized   Estimated   % of  
  Cost   Gain   Loss   Fair Value   Total  
  (In millions)  

 

U.S. corporate securities  $ 18,416  $ 96  $415  $ 18,097   34.3%
Residential mortgage-backed securities   12,398   17   131   12,284   23.4 
Foreign corporate securities   5,733   50   143   5,640   10.7 
U.S. Treasury/agency securities   6,448   24   61   6,411   12.2 
Commercial mortgage-backed securities   5,157   12   82   5,087   9.7 
Asset-backed securities   3,899   10   16   3,893   7.4 
State and political subdivision securities   633   —   25   608   1.2 
Foreign government securities   547   25   3   569   1.1 
                     

Total fixed maturity securities  $ 53,231  $234  $876  $ 52,589   100.0%
                     

Non-redeemable preferred stock  $ 327  $ 1  $ 5  $ 323   76.7%
Common stock   97   4   3   98   23.3 
                     

Total equity securities  $ 424  $ 5  $ 8  $ 421   100.0%
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The Company held foreign currency derivatives with notional amounts of $472 million and $275 million to hedge the exchange rate
risk associated with foreign denominated fixed maturity securities at December 31, 2006 and 2005, respectively.
 

Excluding investments in U.S. Treasury securities and obligations of U.S. government corporations and agencies, the Company is
not exposed to any significant concentration of credit risk in its fixed maturity securities portfolio.
 

The Company held fixed maturity securities at estimated fair values that were below investment grade or not rated by an
independent rating agency that totaled $3.2 billion and $3.3 billion at December 31, 2006 and 2005, respectively. These securities had a
net unrealized gain (loss) of $51 million and ($33) million at December 31, 2006 and 2005, respectively. Non-income producing fixed
maturity securities were $6 million and $3 million at December 31, 2006 and 2005, respectively. Unrealized gains (losses) associated
with non-income producing fixed maturity securities were $1 million and ($5) million at December 31, 2006 and 2005, respectively.
 

The cost or amortized cost and estimated fair value of fixed maturity securities, by contractual maturity date (excluding scheduled
sinking funds), are shown below:
 
                 

  December 31,  
  2006   2005  
  Cost or      Cost or     
  Amortized   Estimated   Amortized   Estimated  
  Cost   Fair Value   Cost   Fair Value  
  (In millions)  

 

Due in one year or less  $ 1,620  $ 1,616  $ 1,411  $ 1,405 
Due after one year through five years   9,843   9,733   10,594   10,490 
Due after five years through ten years   7,331   7,226   9,556   9,382 
Due after ten years   11,150   10,871   10,216   10,048 
                 

Subtotal   29,944   29,446   31,777   31,325 
Mortgage-backed and asset-backed securities   18,462   18,400   21,454   21,264 
                 

Total fixed maturity securities  $ 48,406  $ 47,846  $ 53,231  $ 52,589 
                 

 

Fixed maturity securities not due at a single maturity date have been included in the above table in the year of final contractual
maturity. Actual maturities may differ from contractual maturities due to the exercise of prepayment options.
 

Sales or disposals of fixed maturity and equity securities classified as available-for-sale are as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Proceeds  $      23,901  $        22,241  $      473 
Gross investment gains  $ 73  $ 48  $ 6 
Gross investment losses  $ (519)  $ (347)  $ (10)
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Unrealized Loss for Fixed Maturity and Equity Securities Available-for-Sale
 

The following tables present the estimated fair values and gross unrealized loss of the Company’s fixed maturity securities
(aggregated by sector) and equity securities in an unrealized loss position, aggregated by length of time that the securities have been in a
continuous unrealized loss position at:
 
                         

  December 31, 2006  
     Equal to or Greater     
  Less than 12 months   than 12 months   Total  
     Gross      Gross      Gross  
  Estimated   Unrealized   Estimated   Unrealized   Estimated   Unrealized  
  Fair Value   Loss   Fair Value   Loss   Fair Value   Loss  
  (In millions, except number of securities)  

 

U.S. corporate securities  $ 4,895  $ 104  $ 7,543  $ 320  $ 12,438  $ 424 
Residential mortgage-backed securities   4,113   20   3,381   58   7,494   78 
Foreign corporate securities   1,381   29   2,547   99   3,928   128 
U.S. Treasury/agency securities   2,995   48   1,005   78   4,000   126 
Commercial mortgage-backed securities   852   6   1,394   41   2,246   47 
Asset-backed securities   965   3   327   7   1,292   10 
State and political subdivision securities   29   2   414   36   443   38 
Foreign government securities   51   1   92   4   143   5 
                         

Total fixed maturity securities  $ 15,281  $ 213  $ 16,703  $ 643  $ 31,984  $ 856 
                         

Equity securities  $ 149  $ 3  $ 188  $ 7  $ 337  $ 10 
                         

Total number of securities in an unrealized loss position   1,955       2,318       4,273     
                         

 
                         

  December 31, 2005  
     Equal to or Greater     
  Less than 12 months   than 12 months   Total  
     Gross      Gross      Gross  
  Estimated   Unrealized   Estimated   Unrealized   Estimated   Unrealized  
  Fair Value   Loss   Fair Value   Loss   Fair Value   Loss  
  (In millions, except number of securities)  

 

U.S. corporate securities  $ 14,412  $ 413  $ 40  $ 2  $ 14,452  $ 415 
Residential mortgage-backed securities   9,142   129   61   2   9,203   131 
Foreign corporate securities   4,409   142   23   1   4,432   143 
U.S. Treasury/agency securities   4,171   61   —   —   4,171   61 
Commercial mortgage-backed securities   4,040   82   5   —   4,045   82 
Asset-backed securities   1,890   16   11   —   1,901   16 
State and political subdivision securities   550   25   —   —   550   25 
Foreign government securities   155   3   2   —   157   3 
                         

Total fixed maturity securities  $ 38,769  $ 871  $ 142  $ 5  $ 38,911  $ 876 
                         

Equity securities  $ 214  $ 8  $ —  $ —  $ 214  $ 8 
                         

Total number of securities in an unrealized loss position   5,061       47       5,108     
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Aging of Gross Unrealized Loss for Fixed Maturity and Equity Securities Available-for-Sale
 

The following tables present the cost or amortized cost, gross unrealized loss and number of securities for fixed maturity securities
and equity securities, where the estimated fair value had declined and remained below cost or amortized cost by less than 20%, or 20% or
more at:
 
                         

  December 31, 2006  
  Cost or   Gross   Number of  
  Amortized Cost   Unrealized Losses   Securities  
  Less than   20% or   Less than   20% or   Less than   20% or  
  20%   more   20%   more   20%   more  
  (In millions, except number of securities)  

 

Less than six months  $ 12,922  $ 9  $ 150  $ 4   1,537   15 
Six months or greater but less than nine months   568   —   6   —   78   1 
Nine months or greater but less than twelve months   2,134   14   52   4   323   1 
Twelve months or greater   17,540   —   650   —   2,318   — 
                         

Total  $ 33,164  $ 23  $ 858  $ 8   4,256   17 
                         

 
                         

  December 31, 2005  
  Cost or   Gross   Number of  
  Amoritized Cost   Unrealized Losses   Securities  
  Less than   20% or   Less than   20% or   Less than   20% or  
  20%   more   20%   more   20%   more  
  (In millions, except number of securities)  

 

Less than six months  $ 39,461  $ 81  $ 844  $ 30   4,960   50 
Six months or greater but less than nine months   204   —   2   —   16   — 
Nine months or greater but less than twelve months   116   —   3   —   35   — 
Twelve months or greater   147   —   5   —   47   — 
                         

Total  $ 39,928  $ 81  $ 854  $ 30   5,058   50 
                         

 

At December 31, 2006, $858 million of unrealized losses related to securities with an unrealized loss position of less than 20% of
cost or amortized cost, which represented 3% of the cost or amortized cost of such securities. At December 31, 2005, $854 million of
unrealized losses related to securities with an unrealized loss position of less than 20% of cost or amortized cost, which represented 2%
of the cost or amortized cost of such securities.
 

At December 31, 2006, $8 million of unrealized losses related to securities with an unrealized loss position of 20% or more of cost
or amortized cost, which represented 35% of the cost or amortized cost of such securities. Of such unrealized losses of $8 million,
$4 million related to securities that were in an unrealized loss position for a period of less than six months. At December 31, 2005,
$30 million of unrealized losses related to securities with an unrealized loss position of 20% or more of cost or amortized cost, which
represented 37% of the cost or amortized cost of such securities. Of such unrealized losses of $30 million, all related to securities that
were in an unrealized loss position for a period of less than six months.
 

The Company held two fixed maturity securities and equity securities each with a gross unrealized loss at December 31, 2006 of
greater than $10 million. These securities represented 3%, or $25 million in the aggregate, of the gross unrealized loss on fixed maturity
and equity securities.
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At December 31, 2006 and 2005, the Company had $866 million and $884 million, respectively, of gross unrealized loss related to
its fixed maturity and equity securities. These securities are concentrated, calculated as a percentage of gross unrealized loss, as follows:
 
         

  December 31,  
  2006   2005  

 

Sector:         
U.S. corporate securities   49%  47%
Residential mortgage-backed securities   9   15 
Foreign corporate securities   15   16 
U.S. Treasury/agency securities   15   7 
Commercial mortgage-backed securities   5   9 
Other   7   6 

         

Total   100%  100%
         

Industry:         
Industrial   26%  25%
Finance   18   17 
Government   15   7 
Mortgage-backed   14   24 
Utility   10   6 
Other   17   21 

         

Total   100%  100%
         

 

As described more fully in Note 1, the Company performs a regular evaluation, on a security-by-security basis, of its investment
holdings in accordance with its impairment policy in order to evaluate whether such securities are other-than-temporarily impaired. One
of the criteria which the Company considers in its other-than-temporary impairment analysis is its intent and ability to hold securities for
a period of time sufficient to allow for the recovery of their value to an amount equal to or greater than cost or amortized cost. The
Company’s intent and ability to hold securities considers broad portfolio management objectives such as asset/liability duration
management, issuer and industry segment exposures, interest rate views and the overall total return focus. In following these portfolio
management objectives, changes in facts and circumstances that were present in past reporting periods may trigger a decision to sell
securities that were held in prior reporting periods. Decisions to sell are based on current conditions or the Company’s need to shift the
portfolio to maintain its portfolio management objectives including liquidity needs or duration targets on asset/liability managed
portfolios. The Company attempts to anticipate these types of changes and if a sale decision has been made on an impaired security and
that security is not expected to recover prior to the expected time of sale, the security will be deemed other-than-temporarily impaired in
the period that the sale decision was made and an other-than-temporary impairment loss will be recognized.
 

Based upon the Company’s current evaluation of the securities in accordance with its impairment policy, the cause of the decline
being principally attributable to the general rise in rates during the holding period, and the Company’s current intent and ability to hold
the fixed maturity and equity securities with unrealized losses for a period of time sufficient for them to recover, the Company has
concluded that the aforementioned securities are not other-than-temporarily impaired.
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Securities Lending
 

The Company participates in a securities lending program whereby blocks of securities, which are included in fixed maturity and
equity securities, are loaned to third parties, primarily major brokerage firms. The Company requires a minimum of 102% of the fair
value of the loaned securities to be separately maintained as collateral for the loans. Securities with a cost or amortized cost of
$8.8 billion and $9.4 billion and an estimated fair value of $8.6 billion and $9.3 billion were on loan under the program at December 31,
2006 and 2005, respectively. Securities loaned under such transactions may be sold or repledged by the transferee. The Company was
liable for cash collateral under its control of $8.9 billion and $9.6 billion at December 31, 2006 and 2005, respectively. Security collateral
of $83 million and $174 million on deposit from customers in connection with the securities lending transactions at December 31, 2006
and 2005, respectively, may not be sold or repledged and is not reflected in the consolidated financial statements.
 

Assets on Deposit
 

The Company had investment assets on deposit with regulatory agencies with a fair market value of $20 million and $25 million at
December 31, 2006 and 2005, respectively, consisting primarily of fixed maturity and equity securities.
 

Mortgage and Consumer Loans
 

Mortgage and consumer loans are categorized as follows:
 
                 

  December 31,  
  2006   2005  
  Amount   Percent   Amount   Percent  
  (In millions)  

 

Commercial mortgage loans  $ 2,095   58% $ 1,173   46%
Agricultural mortgage loans   1,460   41   1,300   51 
Consumer loans   46   1   79   3 
                 

Subtotal   3,601   100%  2,552   100%
                 

Less: Valuation allowances   6       9     
                 

Mortgage and consumer loans  $ 3,595      $ 2,543     
                 

 

Mortgage loans are collateralized by properties located in the United States. At December 31, 2006, 27%, 8% and 7% of the value
of the Company’s mortgage and consumer loans were located in California, Texas and New York, respectively. Generally, the Company,
as the lender, only loans up to 75% of the purchase price of the underlying real estate.
 

Information regarding loan valuation allowances for mortgage and consumer loans is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Balance at January 1,  $ 9  $ 1  $ 1 
Additions   3   8   — 
Deductions   (6)   —   — 
             

Balance at December 31,  $ 6  $ 9  $ 1 
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A portion of the Company’s mortgage and consumer loans was impaired and consists of the following:
 
         

  December 31,  
       2006            2005      
  (In millions)  

 

Impaired loans with valuation allowances  $ —  $ 2 
Impaired loans without valuation allowances   8   14 
         

Subtotal   8   16 
Less: Valuation allowances on impaired loans   —   1 
         

Impaired loans  $ 8  $ 15 
         

 

Mortgage and consumer loans with scheduled payments of 90 days or more past due on which interest is still accruing had an
amortized cost of $6 million and $13 million at December 31, 2006 and 2005, respectively. There were no mortgage and consumer loans
on which interest is no longer accrued at both December 31, 2006 and 2005. There were no mortgage and consumer loans in foreclosure
at both December 31, 2006 and 2005.
 

Real Estate and Real Estate Joint Ventures
 

Real estate and real estate joint ventures consisted of the following:
 
         

  December 31,  
       2006            2005      
  (In millions)  

 

Real estate  $ 37  $ 36 
Accumulated depreciation   (1)   — 
         

Net real estate   36   36 
Real estate joint ventures   144   60 
         

Real estate and real estate joint ventures  $ 180  $ 96 
         

 

The components of real estate and real estate joint ventures are as follows:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Real estate and real estate joint ventures held-for-investment  $173  $ 91 
Real estate held-for-sale   7   5 
         

Real estate and real estate joint ventures  $180  $ 96 
         

 

Related depreciation expense was insignificant for all periods presented.
 

There were no non-income producing real estate and real estate joint ventures at December 31, 2006. The carrying value of non-
income producing real estate and real estate joint ventures was $3 million at December 31, 2005.
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Real estate and real estate joint ventures were categorized as follows:
 
                 

  December 31,  
  2006   2005  
  Amount   Percent   Amount   Percent  
  (In millions)  

 

Office  $ 46   26% $ 53   55%
Apartments   —   —   1   1 
Retail   12   7   —   — 
Real estate investment funds   93   52   —   — 
Land   1   —   3   3 
Agriculture   28   15   31   32 
Industrial   —   —   8   9 
                 

Total  $ 180   100% $ 96   100%
                 

 

The Company’s real estate holdings are primarily located in the United States. At December 31, 2006, 72%, 7% and 6% of the
Company’s real estate holdings were located in New York, Florida and Texas, respectively.
 

Net Investment Income
 

The components of net investment income are as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Fixed maturity securities  $2,719  $1,377  $176 
Equity securities   17   6   — 
Mortgage and consumer loans   182   113   34 
Policy loans   52   26   2 
Real estate and real estate joint ventures   29   2   — 
Other limited partnership interests   238   33   — 
Cash, cash equivalents and short-term investments   137   71   6 
Other   8   —   — 
             

Total investment income   3,382   1,628   218 
Less: Investment expenses   543   190   11 
             

Net investment income  $2,839  $1,438  $207 
             

 

For the years ended December 31, 2006, 2005 and 2004, affiliated investment income of $29 million, $10 million and $4 million,
respectively, related to short-term investments, is included in the table above.
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Net Investment Gains (Losses)
 

The components of net investment gains (losses) are as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Fixed maturity securities  $(497)  $(300)   $(5)
Equity securities   10   1   — 
Mortgage and consumer loans   7   (9)   — 
Real estate and real estate joint ventures   64   7   — 
Other limited partnership interests   (1)   (1)   — 
Sales of businesses   —   2   — 
Derivatives   177   (2)   (4)
Other   (281)   104   — 
             

Net investment gains (losses)  $(521)  $(198)   $(9)
             

 

For the years ended December 31, 2006, 2005 and 2004, affiliated investment gains (losses) of ($87) million, ($25) million and ($4)
million, respectively, are included in the table above.
 

The Company periodically disposes of fixed maturity and equity securities at a loss. Generally, such losses are insignificant in
amount or in relation to the cost basis of the investment, are attributable to declines in fair value occurring in the period of the disposition
or are as a result of management’s decision to sell securities based on current conditions or the Company’s need to shift the portfolio to
maintain its portfolio management objectives.
 

Losses from fixed maturity and equity securities deemed other-than-temporarily impaired, included within net investment gains
(losses), were $41 million, $0 and $1 million for the years ended December 31, 2006, 2005 and 2004, respectively.
 

Net Unrealized Investment Gains (Losses)
 

The components of net unrealized investment gains (losses), included in accumulated other comprehensive income (loss), are as
follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Fixed maturity securities  $(566)  $(639)  $ 97 
Equity securities   17   (4)   — 
Derivatives   (9)   (2)   (4)
Other   7   (19)   — 
             

Subtotal   (551)   (664)   93 
             

Amounts allocated from:             
Future policy benefit loss recognition   —   (78)   — 
DAC and VOBA   66   102   (47)

             

Subtotal   66   24   (47)
Deferred income tax   171   224   (16)
             

Subtotal   237   248   (63)
             

Net unrealized investment gains (losses)  $(314)  $(416)  $ 30 
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The changes in net unrealized investment gains (losses) are as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Balance, January 1,  $(416)  $ 30  $ 32 
Unrealized investment gains (losses) during the year   113   (756)   (14)
Unrealized investment gains (losses) relating to:             

Future policy benefit gain (loss) recognition   78   (78)   — 
DAC and VOBA   (36)   148   10 
Deferred income tax   (53)   240   2 

             

Balance, December 31,  $(314)  $(416)  $ 30 
             

Net change in unrealized investment gains (losses)  $ 102  $(446)  $ (2)
             

 

Trading Securities
 

MetLife Connecticut was the majority owner of Tribeca on the Acquisition Date. Tribeca was a feeder fund investment structure
whereby the feeder fund invests substantially all of its assets in the master fund, Tribeca Global Convertible Instruments, Ltd. The
primary investment objective of the master fund is to achieve enhanced risk-adjusted return by investing in domestic and foreign equities
and equity-related securities utilizing such strategies as convertible securities arbitrage. At December 31, 2005, the Company was the
majority owner of Tribeca and consolidated the fund within its consolidated financial statements. At December 31, 2005, the Company
held $452 million of trading securities and $190 million of the short sale agreements associated with the trading securities portfolio,
which are included within other liabilities. Net investment income related to the trading activities of Tribeca, which included interest and
dividends earned and net realized and unrealized gains (losses), was $12 million and $6 million for the years ended December 31, 2006
and 2005, respectively.
 

During the second quarter of 2006, the Company’s ownership interests in Tribeca declined to a position whereby Tribeca is no
longer consolidated and, as of June 30, 2006, is accounted for under the equity method of accounting. The equity method investment at
December 31, 2006 of $82 million was included in other limited partnership interests. Net investment income related to the Company’s
equity method investment in Tribeca was $9 million for the six months ended December 31, 2006.
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  Variable Interest Entities
 

The following table presents the total assets of and maximum exposure to loss relating to VIEs for which the Company has
concluded that it holds significant variable interests but it is not the primary beneficiary and which have not been consolidated:
 
         

  December 31, 2006  
     Maximum  
  Total   Exposure to  
  Assets (1)   Loss (2)  
  (In millions)  

 

Asset-backed securitizations  $ 866  $ 39 
Real estate joint ventures(3)   944   63 
Other limited partnership interests(4)   2,629   193 
Other investments(5)   14,839   485 
         

Total  $ 19,278  $ 780 
         

 

 

(1) The assets of the asset-backed securitizations are reflected at fair value at December 31, 2006. The assets of the real estate joint
ventures, other limited partnership interests and other investments are reflected at the carrying amounts at which such assets would
have been reflected on the Company’s balance sheet had the Company consolidated the VIE from the date of its initial investment
in the entity.

 

(2) The maximum exposure to loss of the asset-backed securitizations is equal to the carrying amounts of participation. The maximum
exposure to loss relating to real estate joint ventures, other limited partnership interests and other investments is equal to the
carrying amounts plus any unfunded commitments, reduced by amounts guaranteed by other partners.

 

(3) Real estate joint ventures include partnerships and other ventures which engage in the acquisition, development, management and
disposal of real estate investments.

 

(4) Other limited partnership interests include partnerships established for the purpose of investing in public and private debt and
equity securities, as well as limited partnerships.

 

(5) Other investments include securities that are not asset-backed securitizations.

F-41



 

 

METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

 

5.  Derivative Financial Instruments
 

Types of Derivative Financial Instruments
 

The following table presents the notional amounts and current market or fair value of derivative financial instruments held at:
 
                         

  December 31, 2006   December 31, 2005  
     Current Market      Current Market  
  Notional   or Fair Value   Notional   or Fair Value  
  Amount   Assets   Liabilities   Amount   Assets   Liabilities  
  (In millions)  

 

Interest rate swaps  $ 8,841  $ 431  $ 70  $ 6,623  $ 356  $ 52 
Interest rate floors   9,021   71   —   2,000   26   — 
Interest rate caps   6,715   6   —   3,020   18   — 
Financial futures   602   6   1   228   2   2 
Foreign currency swaps   2,723   580   66   3,110   429   76 
Foreign currency forwards   124   1   —   488   18   2 
Options   —   80   7   —   165   3 
Financial forwards   900   —   15   —   —   2 
Credit default swaps   1,231   1   5   987   2   2 
                         

Total  $30,157  $1,176  $ 164  $16,456  $1,016  $ 139 
                         

 

The above table does not include notional values for equity futures, equity financial forwards and equity options. At December 31,
2006 and 2005, the Company owned 290 and 587 equity futures contracts, respectively. Market values of equity futures are included in
financial futures in the preceding table. At December 31, 2006 and 2005, the Company owned 85,500 and 75,500 equity financial
forwards, respectively. Market values of equity financial forwards are included in financial forwards in the preceding table. At
December 31, 2006 and 2005, the Company owned 1,022,900 and 1,420,650 equity options, respectively. Market values of equity
options are included in options in the preceding table.
 

The following table presents the notional amounts of derivative financial instruments by maturity at December 31, 2006:
 
                     

  Remaining Life  
     After One Year   After Five Years        
  One Year or Less   Through Five Years   Through Ten Years   After Ten Years   Total  
  (In millions)  

 

Interest rate swaps  $ 980  $ 5,570  $ 1,699  $ 592  $ 8,841 
Interest rate floors   —   551   8,470   —   9,021 
Interest rate caps   —   6,715   —   —   6,715 
Financial futures   602   —   —   —   602 
Foreign currency swaps   67   1,588   996   72   2,723 
Foreign currency forwards   124   —   —   —   124 
Financial forwards   —   —   —   900   900 
Credit default swaps   30   1,186   15   —   1,231 
                     

Total  $ 1,803  $ 15,610  $ 11,180  $ 1,564  $30,157 
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Interest rate swaps are used by the Company primarily to reduce market risks from changes in interest rates and to alter interest rate
exposure arising from mismatches between assets and liabilities (duration mismatches). In an interest rate swap, the Company agrees
with another party to exchange, at specified intervals, the difference between fixed rate and floating rate interest amounts as calculated by
reference to an agreed notional principal amount. These transactions are entered into pursuant to master agreements that provide for a
single net payment to be made by the counterparty at each due date.
 

The Company also enters into basis swaps to better match the cash flows from assets and related liabilities. In a basis swap, both
legs of the swap are floating with each based on a different index. Generally, no cash is exchanged at the outset of the contract and no
principal payments are made by either party. A single net payment is usually made by one counterparty at each due date. Basis swaps are
included in interest rate swaps in the preceding table.
 

Interest rate caps and floors are used by the Company primarily to protect its floating rate liabilities against rises in interest rates
above a specified level, and against interest rate exposure arising from mismatches between assets and liabilities (duration mismatches),
as well as to protect its minimum rate guarantee liabilities against declines in interest rates below a specified level, respectively.
 

In exchange-traded interest rate (Treasury and swap) and equity futures transactions, the Company agrees to purchase or sell a
specified number of contracts, the value of which is determined by the different classes of interest rate and equity securities, and to post
variation margin on a daily basis in an amount equal to the difference in the daily market values of those contracts. The Company enters
into exchange-traded futures with regulated futures commission merchants that are members of the exchange.
 

Exchange-traded interest rate (Treasury and swap) futures are used primarily to hedge mismatches between the duration of assets in
a portfolio and the duration of liabilities supported by those assets, to hedge against changes in value of securities the Company owns or
anticipates acquiring, and to hedge against changes in interest rates on anticipated liability issuances by replicating Treasury or swap
curve performance. The value of interest rate futures is substantially impacted by changes in interest rates and they can be used to modify
or hedge existing interest rate risk.
 

Exchange-traded equity futures are used primarily to hedge liabilities embedded in certain variable annuity products offered by the
Company.
 

Foreign currency derivatives, including foreign currency swaps, foreign currency forwards and currency option contracts, are used
by the Company to reduce the risk from fluctuations in foreign currency exchange rates associated with its assets and liabilities
denominated in foreign currencies. The Company also uses foreign currency forwards to hedge the foreign currency risk associated with
certain of its net investments in foreign operations.
 

In a foreign currency swap transaction, the Company agrees with another party to exchange, at specified intervals, the difference
between one currency and another at a forward exchange rate calculated by reference to an agreed upon principal amount. The principal
amount of each currency is exchanged at the inception and termination of the currency swap by each party.
 

In a foreign currency forward transaction, the Company agrees with another party to deliver a specified amount of an identified
currency at a specified future date. The price is agreed upon at the time of the contract and payment for such a contract is made in a
different currency at the specified future date.
 

The Company enters into currency option contracts that give it the right, but not the obligation, to sell the foreign currency amount
in exchange for a functional currency amount within a limited time at a contracted price. The contracts may also be net settled in cash,
based on differentials in the foreign exchange rate and the strike price. Currency option contracts are included in options in the preceding
table.
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Equity index options are used by the Company primarily to hedge minimum guarantees embedded in certain variable annuity
products offered by the Company. To hedge against adverse changes in equity indices, the Company enters into contracts to sell the
equity index within a limited time at a contracted price. The contracts will be net settled in cash based on differentials in the indices at the
time of exercise and the strike price. Equity index options are included in options in the preceding table.
 

The Company enters into financial forwards to buy and sell securities. The price is agreed upon at the time of the contract and
payment for such a contract is made at a specified future date.
 

Equity variance swaps are used by the Company primarily to hedge minimum guarantees embedded in certain variable annuity
products offered by the Company. In an equity variance swap, the Company agrees with another party to exchange amounts in the future,
based on changes in equity volatility over a defined period. Equity variance swaps are included in financial forwards in the preceding
table.
 

Certain credit default swaps are used by the Company to hedge against credit-related changes in the value of its investments and to
diversify its credit risk exposure in certain portfolios. In a credit default swap transaction, the Company agrees with another party, at
specified intervals, to pay a premium to insure credit risk. If a credit event, as defined by the contract, occurs, generally the contract will
require the swap to be settled gross by the delivery of par quantities of the referenced investment equal to the specified swap notional in
exchange for the payment of cash amounts by the counterparty equal to the par value of the investment surrendered.
 

Credit default swaps are also used to synthetically create investments that are either more expensive to acquire or otherwise
unavailable in the cash markets. These transactions are a combination of a derivative and usually a U.S. Treasury or Agency security.
 

Hedging
 

The following table presents the notional amounts and fair value of derivatives by type of hedge designation at:
 
                         

  December 31, 2006   December 31, 2005  
  Notional   Fair Value   Notional   Fair Value  
  Amount   Assets   Liabilities   Amount   Assets   Liabilities  
  (In millions)  

 

Fair value  $ 69  $ —  $ 1  $ 71  $ —  $ — 
Cash flow   455   42   —   442   2   4 
Non-qualifying   29,633   1,134   163   15,943   1,014   135 
                         

Total  $30,157  $1,176  $ 164  $16,456  $1,016  $ 139 
                         

 

The following table presents the settlement payments recorded in income for the:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Qualifying hedges:             
Interest credited to policyholder account balances  $ (9)  $ (1)  $ — 

Non-qualifying hedges:             
Net investment gains (losses)   73   (8)   — 

             

Total  $ 64  $ (9)  $ — 
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Fair Value Hedges
 

The Company designates and accounts for the following as fair value hedges when they have met the requirements of SFAS 133:
(i) interest rate swaps to convert fixed rate investments to floating rate investments; (ii) foreign currency swaps to hedge the foreign
currency fair value exposure of foreign currency denominated investments and liabilities; and (iii) interest rate futures to hedge against
changes in value of fixed rate securities.
 

The Company recognized net investment gains (losses) representing the ineffective portion of all fair value hedges as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Changes in the fair value of derivatives  $ (1)  $ —  $ (1)
Changes in the fair value of the items hedged   2   —   1 
             

Net ineffectiveness of fair value hedging activities  $ 1  $ —  $ — 
             

 

All components of each derivative’s gain or loss were included in the assessment of hedge ineffectiveness. There were no instances
in which the Company discontinued fair value hedge accounting due to a hedged firm commitment no longer qualifying as a fair value
hedge.
 

Cash Flow Hedges
 

The Company designates and accounts for the following as cash flow hedges, when they have met the requirements of SFAS 133:
(i) interest rate swaps to convert floating rate investments to fixed rate investments; (ii) interest rate swaps to convert floating rate
liabilities into fixed rate liabilities; and (iii) foreign currency swaps to hedge the foreign currency cash flow exposure of foreign currency
denominated investments and liabilities.
 

For the year ended December 31, 2006, the Company recognized no net investment gains (losses) as the ineffective portion of all
cash flow hedges. For the years ended December 31, 2005 and 2004, the Company recognized insignificant net investment gains (losses),
which represent the ineffective portion of all cash flow hedges. All components of each derivative’s gain or loss were included in the
assessment of hedge ineffectiveness. For the years ended December 31, 2006, 2005 and 2004, there were no instances in which the
Company discontinued cash flow hedge accounting because the forecasted transactions did not occur on the anticipated date or in the
additional time period permitted by SFAS 133. There were no hedged forecasted transactions, other than the receipt or payment of
variable interest payments for the years ended December 31, 2006, 2005 and 2004.
 

The following table presents the components of other comprehensive income (loss), before income tax, related to cash flow hedges:
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Balance at January 1,  $ (2)  $ (4)  $ (2)
Gains (losses) deferred in other comprehensive income (loss) on the effective portion of cash flow

hedges   (7)   2   (2)
             

Balance at December 31,  $ (9)  $ (2)  $ (4)
             

 

At December 31, 2006, $19 million of the deferred net gain on derivatives accumulated in other comprehensive income (loss) are
expected to be reclassified to earnings during the year ending December 31, 2007.
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Non-qualifying Derivatives and Derivatives for Purposes Other Than Hedging
 

The Company enters into the following derivatives that do not qualify for hedge accounting under SFAS 133 or for purposes other
than hedging: (i) interest rate swaps, purchased caps and floors, and interest rate futures to economically hedge its exposure to interest
rate volatility; (ii) foreign currency forwards, swaps and option contracts to economically hedge its exposure to adverse movements in
exchange rates; (iii) credit default swaps to minimize its exposure to adverse movements in credit; (iv) equity futures, equity index
options and equity variance swaps to economically hedge liabilities embedded in certain variable annuity products; (v) credit default
swaps to synthetically create investments; and (vi) basis swaps to better match the cash flows of assets and related liabilities.
 

For the years ended December 31, 2006, 2005 and 2004, the Company recognized as net investment gains (losses), excluding
embedded derivatives, changes in fair value of $16 million, ($37) million and ($6) million, respectively, related to derivatives that do not
qualify for hedge accounting.
 

Embedded Derivatives
 

The Company has certain embedded derivatives which are required to be separated from their host contracts and accounted for as
derivatives. These host contracts include guaranteed minimum withdrawal contracts and guaranteed minimum accumulation contracts.
The fair value of the Company’s embedded derivative assets was $40 million and $0 at December 31, 2006 and 2005, respectively. The
fair value of the Company’s embedded derivative liabilities was $3 million and $40 million at December 31, 2006 and 2005, respectively.
The amounts recorded and included in net investment gains (losses) for the years ended December 31, 2006 and 2005 were gains of
$80 million and $41 million, respectively. There were no amounts recorded and included in net investment gains (losses) for the year
ended December 31, 2004.
 

Credit Risk
 

The Company may be exposed to credit-related losses in the event of nonperformance by counterparties to derivative financial
instruments. Generally, the current credit exposure of the Company’s derivative contracts is limited to the fair value at the reporting date.
The credit exposure of the Company’s derivative transactions is represented by the fair value of contracts with a net positive fair value at
the reporting date.
 

The Company manages its credit risk related to over-the-counter derivatives by entering into transactions with creditworthy
counterparties, maintaining collateral arrangements and through the use of master agreements that provide for a single net payment to be
made by one counterparty to another at each due date and upon termination. Because exchange traded futures are effected through
regulated exchanges, and positions are marked to market on a daily basis, the Company has minimal exposure to credit related losses in
the event of nonperformance by counterparties to such derivative instruments.
 

The Company enters into various collateral arrangements, which require both the pledging and accepting of collateral in connection
with its derivative instruments. As of December 31, 2006 and 2005, the Company was obligated to return cash collateral under its control
of $273 million and $145 million, respectively. This unrestricted cash collateral is included in cash and cash equivalents and the
obligation to return it is included in payables for collateral under securities loaned and other transactions in the consolidated balance
sheets. As of December 31, 2006 and 2005, the Company had also accepted collateral consisting of various securities with a fair market
value of $410 million and $427 million, respectively, which are held in separate custodial accounts. The Company is permitted by
contract to sell or repledge this collateral, but as of December 31, 2006 and 2005, none of the collateral had been sold or repledged.
 

In addition, the Company has exchange traded futures, which require the pledging of collateral. As of December 31, 2006 and 2005,
the Company pledged collateral of $25 million and $22 million, respectively, which
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is included in fixed maturity securities. The counterparties are permitted by contract to sell or repledge this collateral.
 

6.  Deferred Policy Acquisition Costs and Value of Business Acquired
 

Information regarding DAC and VOBA is as follows:
 
             

  DAC   VOBA   Total  
  (In millions)  

 

Balance at January 1, 2004  $ 502  $ —  $ 502 
Capitalizations   281   —   281 

             

Subtotal   783   —   783 
Less: Amortization related to:             

Net investment gains (losses)   (2)   —   (2)
Unrealized investment gains (losses)   (10)   —   (10)
Other expenses   117   —   117 

             

Total amortization   105   —   105 
             

Balance at December 31, 2004   678   —   678 
Contribution of MetLife Connecticut from MetLife (Note 2)   —   3,490   3,490 

Capitalizations   886   —   886 
             

Subtotal   1,564   3,490   5,054 
Less: Amortization related to:             

Net investment gains (losses)   —   (26)   (26)
Unrealized investment gains (losses)   (41)   (107)   (148)
Other expenses   109   205   314 

             

Total amortization   68   72   140 
             

Balance at December 31, 2005   1,496   3,418   4,914 
Capitalizations   721   —   721 

             

Subtotal   2,217   3,418   5,635 
Less: Amortization related to:             

Net investment gains (losses)   (16)   (68)   (84)
Unrealized investment gains (losses)   (10)   46   36 
Other expenses   252   320   572 

             

Total amortization   226   298   524 
             

Balance at December 31, 2006  $1,991  $3,120  $5,111 
             

 

The estimated future amortization expense allocated to other expenses for the next five years for VOBA is $358 million in 2007,
$333 million in 2008, $312 million in 2009, $283 million in 2010 and $253 million in 2011.
 

Amortization of VOBA and DAC is related to (i) investment gains and losses and the impact of such gains and losses on the
amount of the amortization; (ii) unrealized investment gains and losses to provide information regarding the amount that would have
been amortized if such gains and losses had been recognized; and (iii) other expenses to provide amounts related to the gross margins or
profits originating from transactions other than investment gains and losses.
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7.  Goodwill
 

Goodwill is the excess of cost over the fair value of net assets acquired. Information regarding goodwill is as follows:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Balance at January 1,  $924  $ 68 
Contribution of MetLife Connecticut from MetLife (Note 2)   29   856 
         

Balance at December 31,  $953  $924 
         

 

8.  Insurance
 

Value of Distribution Agreements and Customer Relationships Acquired
 

Information regarding VODA and the value of customer relationships acquired (“VOCRA”), which are reported in other assets, is
as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Balance at January 1,  $ 72  $ —  $ — 
Contribution of MetLife Connecticut from MetLife (Note 2)   —   73   — 
Contribution of VODA from MetLife   167   —   — 
Amortization   (2)   (1)   — 
             

Balance at December 31,  $237  $ 72  $ — 
             

 

The estimated future amortization expense allocated to other expenses for the next five years for VODA and VOCRA is $5 million
in 2007, $7 million in 2008, $9 million in 2009, $11 million in 2010 and $11 million in 2011.
 

On September 30, 2006, MLI-USA received a capital contribution from MetLife of $162 million in the form of intangible assets
related to VODA of $167 million, net of deferred income tax of $5 million, for which MLI-USA receives the benefit. The VODA
originated through MetLife’s acquisition of Travelers and is reported within other assets in the amount of $166 million at December 31,
2006.
 

The value of the other identifiable intangibles as discussed above reflects the estimated fair value of the Citigroup/Travelers
distribution agreement acquired at July 1, 2005 and will be amortized in relation to the expected economic benefits of the agreement. The
weighted average amortization period of the other intangible assets is 16 years. If actual experience under the distribution agreements
differs from expectations, the amortization of these intangibles will be adjusted to reflect actual experience.
 

The use of discount rates was necessary to establish the fair value of the other identifiable intangible assets. In selecting the
appropriate discount rates, management considered its weighted average cost of capital as well as the weighted average cost of capital
required by market participants. A discount rate of 11.5% was used to value these intangible assets.
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Sales Inducements
 

Information regarding deferred sales inducements, which are reported in other assets, is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Balance at January 1,  $218  $143  $ 94 
Capitalization   129   83   65 
Amortization   (17)   (8)   (16)
             

Balance at December 31,  $330  $218  $143 
             

 

Separate Accounts
 

Separate account assets and liabilities at December 31, 2006, include pass-through separate accounts totaling $50.1 billion for
which the policyholder assumes all investment risk. Separate account assets and liabilities at December 31, 2005, included two categories
of account types: pass-through separate accounts totaling $43.6 billion and separate accounts with a minimum return or account value for
which the Company contractually guarantees either a minimum return or account value to the policyholder which totaled $943 million.
The average interest rates credited on these contracts were 4.5% at December 31, 2005.
 

Fees charged to the separate accounts by the Company (including mortality charges, policy administration fees and surrender
charges) are reflected in the Company’s revenues as universal life and investment-type product policy fees and totaled $800 million,
$467 million and $155 million for the years ended December 31, 2006, 2005 and 2004, respectively.
 

For the years ended December 31, 2006, 2005 and 2004, there were no investment gains (losses) on transfers of assets from the
general account to the separate accounts.
 

Obligations Under Guaranteed Interest Contract Program
 

The Company issues fixed and floating rate obligations under its guaranteed interest contract (“GIC”) program which are
denominated in either U.S. dollars or foreign currencies. During the year ended December 31, 2006, there were no new issuances in such
obligations and there were repayments of $1.1 billion. During the years ended December 31, 2005 and 2004, there were no new issuances
or repayments of such obligations. Accordingly, at December 31, 2006 and 2005, GICs outstanding, which are included in PABs, were
$4.6 billion and $5.3 billion, respectively. During the years ended December 31, 2006, 2005 and 2004, interest credited on the contracts,
which are included in interest credited to PABs, was $163 million, $80 million and $0, respectively.
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Liabilities for Unpaid Claims and Claim Expenses
 

Information regarding the liabilities for unpaid claims and claim expenses relating to group accident and non-medical health
policies and contracts, which are reported in future policyholder benefits, is as follows:
 
             

  Years Ended December 31,     
  2006   2005     
  (In millions)     

 

Balance at January 1,  $       512  $ —     
Less: Reinsurance recoverables   (373)   —     

             

Net balance January 1,   139         —     
             

Contribution of MetLife Connecticut by MetLife (Note 2)   —   137     
Incurred related to:             

Current year   29   19     
Prior years   4   (3)     

             

   33   16     
             

Paid related to:             
Current year   (2)   (1)     
Prior years   (22)   (13)     

             

   (24)   (14)     
             

Net balance at December 31,   148   139     
Add: Reinsurance recoverables   403   373     

             

Balance at December 31,  $ 551  $ 512     
             

 

There were no liabilities for unpaid claims and claims expenses for the year ended December 31, 2004.
 

Claims and claim adjustment expenses associated with prior periods increased by $4 million for the year ended December 31, 2006,
and decreased by $3 million for the year ended December 31, 2005. There were no claims and claim adjustment expenses associated with
prior periods for the year ended December 31, 2004. In all periods presented, the change was due to differences between actual benefit
periods and expected benefit periods for long-term care and disability contracts.
 

Guarantees
 

The Company issues annuity contracts which may include contractual guarantees to the contractholder for: (i) return of no less than
total deposits made to the contract less any partial withdrawals (“return of net deposits”); and (ii) the highest contract value on a specified
anniversary date minus any withdrawals following the contract anniversary, or total deposits made to the contract less any partial
withdrawals plus a minimum return (“anniversary contract value” or “minimum return”).
 

The Company also issues universal and variable life contracts where the Company contractually guarantees to the contractholder a
secondary guarantee.

F-50



 

 

METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

 

Information regarding the types of guarantees relating to annuity contracts and universal and variable life contracts is as follows:
 
                 

  At December 31,  
  2006   2005  
  In the   At   In the   At  
  Event of Death   Annuitization   Event of Death   Annuitization  
  (In millions)  

 

Annuity Contracts(1)                 
Return of Net Deposits                 

Separate account value  $ 8,213   N/A  $ 5,537   N/A 
Net amount at risk(2)  $ —(3)  N/A  $ —(3)  N/A 
Average attained age of contractholders   61 years   N/A   61 years   N/A 

Anniversary Contract Value or Minimum
Return                 
Separate account value  $ 44,036  $ 13,179  $ 40,744  $ 10,081 
Net amount at risk(2)  $ 1,422(3) $ 30(4) $ 934(3) $ 38(4)
Average attained age of contractholders   58 years   60 years   60 years   60 years 

 
         

  At December 31,  
  2006   2005  

  Secondary   Secondary  
  Guarantees   Guarantees  

  (In millions)  
 

Universal and Variable Life Contracts(1)         
Account value (general and separate account)  $ 3,262  $ 2,849 
Net amount at risk(2)  $ 48,630(3) $ 44,943(3)
Average attained age of policyholders   57 years   56 years 
 

 

(1) The Company’s annuity and life contracts with guarantees may offer more than one type of guarantee in each contract. Therefore,
the amounts listed above may not be mutually exclusive.

 

(2) The net amount at risk is based on the direct amount at risk (excluding reinsurance).
 

(3) The net amount at risk for guarantees of amounts in the event of death is defined as the current guaranteed minimum death benefit
in excess of the current account balance at the balance sheet date.

 

(4) The net amount at risk for guarantees of amounts at annuitization is defined as the present value of the minimum guaranteed
annuity payments available to the contractholder determined in accordance with the terms of the contract in excess of the current
account balance.
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Information regarding the liabilities for guarantees (excluding base policy liabilities) relating to annuity and universal and variable
life contracts is as follows:
 
             

  Annuity   Universal and Variable     
  Contracts   Life Contracts     
  Guaranteed   Secondary     
  Death Benefits   Guarantees   Total  
  (In millions)  

 

Balance at January 1, 2004  $ —  $ —  $ — 
Incurred guaranteed benefits   —   —   — 
Paid guaranteed benefits   —   —   — 
             

Balance at December 31, 2004   —   —   — 
Incurred guaranteed benefits   3   9   12 
Paid guaranteed benefits   —   —   — 
             

Balance at December 31, 2005   3   9   12 
Incurred guaranteed benefits   —   22   22 
Paid guaranteed benefits   (3)   —   (3)
             

Balance at December 31, 2006  $ —  $ 31  $ 31 
             

 

MLI-USA had guaranteed death and annuitization benefit liabilities on its annuity contracts of $38 million and $28 million at
December 31, 2006 and 2005, respectively. MLI-USA reinsures 100% of this liability with an affiliate and has a corresponding
recoverable from affiliated reinsurers related to such guarantee liabilities.
 

Account balances of contracts with insurance guarantees are invested in separate account asset classes as follows:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Mutual Fund Groupings         
Equity  $37,992  $30,480 
Bond   2,831   2,952 
Balanced   2,790   3,273 
Money Market   949   791 
Specialty   460   684 

         

Total  $45,022  $38,180 
         

 

9.  Reinsurance
 

The Company’s life insurance operations participate in reinsurance activities in order to limit losses, minimize exposure to large
risks, and provide additional capacity for future growth. The Company has historically reinsured the mortality risk on new individual life
insurance policies primarily on an excess of retention basis or a quota share basis. The Company has reinsured up to 90% of the mortality
risk for all new individual life insurance policies. This practice was initiated by the Company for different products starting at various
points in time between 1997 and 2004. On a case by case basis, the Company may retain up to $5 million per life on single life individual
policies and reinsure 100% of amounts in excess of the Company’s retention limits. The Company evaluates its reinsurance programs
routinely and may increase or decrease its retention at any time. Placement of reinsurance is done primarily on an automatic basis and
also on a facultative basis for risks with specific characteristics.
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In addition to reinsuring mortality risk, as described above, the Company reinsures other mortality and non-mortality risks, and
specific coverages. The Company routinely reinsures certain classes of risks in order to limit its exposure to particular travel, avocation
and lifestyle hazards. The Company has exposure to catastrophes, which could contribute to significant fluctuations in the Company’s
results of operations. The Company uses excess of retention and quota share reinsurance arrangements to provide greater diversification
of risk and minimize exposure to larger risks.
 

The Company reinsures its business through a diversified group of reinsurers. No single unaffiliated reinsurer has a material
obligation to the Company nor is the Company’s business substantially dependent upon any reinsurance contracts. The Company is
contingently liable with respect to ceded reinsurance should any reinsurer be unable to meet its obligations under these agreements.
 

MICC’s workers’ compensation business is reinsured through a 100% quota-share agreement with The Travelers Indemnity
Company, an insurance subsidiary of The Travelers Companies, Inc.
 

Effective July 1, 2000, MetLife Connecticut reinsured 90% of its individual long-term care insurance business with Genworth Life
Insurance Company (“GLIC,” formerly known as General Electric Capital Assurance Company), and its subsidiary, in the form of
indemnity reinsurance agreements. In accordance with the terms of the reinsurance agreement, GLIC will effect assumption and novation
of the reinsured contracts, to the extent permitted by law, no later than July 1, 2008. Effective June 30, 2005, MetLife Connecticut
entered into an agreement with CIHC to effectively transfer the remaining results from the long-term care block of business from
MetLife Connecticut to CIHC. Under the terms of this agreement, any gains remaining are payable to CIHC and any losses remaining are
reimbursable from CIHC. MetLife Connecticut does, however, retain limited investment exposure related to the reinsured contracts.
Citigroup unconditionally guarantees the performance of its subsidiary, CIHC.
 

The Company reinsures the new production of fixed annuities and the riders containing benefit guarantees related to variable
annuities to affiliated and non-affiliated reinsurers. The Company reinsures its risk associated with the secondary death benefit guarantee
rider on certain universal life contracts to an affiliate. See Note 19.
 

The amounts in the consolidated statements of income are presented net of reinsurance ceded. Information regarding the effect of
reinsurance is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Direct premiums  $ 599  $ 413  $ 13 
Reinsurance assumed   21   38   — 
Reinsurance ceded   (312)   (170)   (4)
             

Net premiums  $ 308  $ 281  $ 9 
             

Reinsurance recoverables netted against policyholder benefits and claims  $ 635  $ 560  $ (1)
             

 

Reinsurance recoverables, included in premiums and other receivables, were $4.6 billion and $4.3 billion at December 31, 2006 and
2005, respectively, including $3.0 billion and $2.8 billion at December 31, 2006 and 2005, respectively, relating to reinsurance on the
runoff of long-term care business and $1.3 billion and $1.4 billion at December 31, 2006 and 2005, respectively, relating to reinsurance
on the runoff of workers compensation business. Reinsurance and ceded commissions payables, included in other liabilities were
$99 million and $64 million at December 31, 2006 and 2005, respectively.
 

For the year ended December 31, 2006, both reinsurance ceded and assumed include affiliated transactions of $21 million. For the
year ended December 31, 2005, reinsurance ceded and assumed include affiliated transactions
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of $12 million and $38 million, respectively. For the year ended December 31, 2004, both reinsurance ceded and assumed include
affiliated transactions of $1 million.
 

10.  Long-term Debt — Affiliated
 

Long-term debt outstanding is as follows:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Surplus notes, interest rate 7.349%, due 2035  $400  $400 
Surplus notes, interest rate 5%, due upon request   25   25 
Surplus notes, interest rate LIBOR plus 0.75%, due upon request   10   10 
         

Total long-term debt — affiliated  $435  $435 
         

 

Payments of interest and principal on these surplus notes, which are subordinate to all other debt, may be made only with the prior
approval of the Delaware Insurance Commissioner.
 

MetLife is the holder of a surplus note issued by MLI-USA in the amount of $400 million at December 31, 2006 and 2005.
 

MLIG is the holder of two surplus notes issued by MLI-USA in the amounts of $25 million and $10 million at both December 31,
2006 and 2005. These surplus notes may be redeemed, in whole or in part, at the election of the Company at any time, subject to the prior
approval of the Delaware Insurance Commissioner.
 

The aggregate maturities of long-term debt as of December 31, 2006 are $400 million in 2035, and $35 million payable upon
request and regulatory approval.
 

Interest expense related to the Company’s indebtedness, included in other expenses, was $31 million, $25 million and $2 million for
the years ended December 31, 2006, 2005 and 2004, respectively.
 

11.  Income Tax
 

The provision for income tax from continuing operations is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Current:             
Federal  $ 18  $ (3)  $ (91)
State   —   (2)   4 

             

Subtotal   18   (5)   (87)
             

Deferred:             
Federal   212   162   100 
State   (2)   (1)   4 

             

Subtotal   210   161   104 
             

Provision for income tax  $228  $156  $ 17 
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The reconciliation of the income tax provision at the U.S. statutory rate to the provision for income tax as reported for continuing
operations is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Tax provision at U.S. statutory rate  $288  $191  $ 15 
Tax effect of:             

Tax-exempt investment income   (62)   (27)   (3)
Prior year tax   (9)   (9)   (1)
Foreign operations, net of foreign income tax   12   —   — 
State tax, net of federal benefit   —   2   6 
Other, net   (1)   (1)   — 

             

Provision for income tax  $228  $156  $ 17 
             

 

Deferred income tax represents the tax effect of the differences between the book and tax basis of assets and liabilities. Net deferred
income tax assets and liabilities consisted of the following:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Deferred income tax assets:         
Benefit, reinsurance and other reserves  $ 2,238  $ 2,346 
Net unrealized investment losses   171   224 
Capital loss carryforwards   155   92 
Investments   63   — 
Operating lease reserves   13   13 
Net operating loss carryforwards   10   — 
Employee benefits   3   3 
Litigation-related   1   — 
Other   20   25 

         

   2,674   2,703 
Less: Valuation allowance   4   — 

         

   2,670   2,703 
         

Deferred income tax liabilities:         
DAC and VOBA   (1,663)   (1,558)
Investments   —   (25)

         

   (1,663)   (1,583)
         

Net deferred income tax asset  $ 1,007  $ 1,120 
         

 

At December 31, 2006, the Company has a net deferred income tax asset. If the Company determines that any of its deferred
income tax assets will not result in future tax benefits, a valuation allowance must be established for the portion of these assets that are
not expected to be realized. Based predominantly upon a review of the Company’s anticipated future taxable income, but also including
all other available evidence, both positive and negative, the
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Company’s management concluded that it is “more likely than not” that the net deferred income tax assets will be realized.
 

Domestic net operating loss carryforwards amount to $15 million at December 31, 2006 and will expire beginning in 2025. Foreign
net operating loss carryforwards amount to $35 million at December 31, 2006 with an expiration period of infinity. Capital loss
carryforwards amount to $443 million at December 31, 2006 and will expire beginning in 2010.
 

The Company has recorded a valuation allowance related to tax benefits of certain foreign net operating loss carryforwards. The
valuation allowance reflects management’s assessment, based on available information, that it is more likely than not that the deferred
income tax asset for certain foreign net operating loss carryforwards will not be realized. The tax benefit will be recognized when
management believes that it is more likely than not that these deferred income tax assets are realizable. In 2006, the Company recorded a
$4 million deferred income tax valuation allowance related to certain foreign net operating loss carryforwards.
 

The Company will file a consolidated tax return with its includable life insurance subsidiaries. Non-includable subsidiaries file
either a separate individual corporate tax return or a separate consolidated tax return. Under the Tax Allocation Agreement, the federal
income tax will be allocated between the companies on a separate return basis and adjusted for credits and other amounts required by the
Tax Allocation Agreement.
 

12.  Contingencies, Commitments and Guarantees
 

Contingencies
 

Litigation
 

The Company is a defendant in a number of litigation matters. In some of the matters, large and/or indeterminate amounts,
including punitive and treble damages, are sought. Modern pleading practice in the United States permits considerable variation in the
assertion of monetary damages or other relief. Jurisdictions may permit claimants not to specify the monetary damages sought or may
permit claimants to state only that the amount sought is sufficient to invoke the jurisdiction of the trial court. In addition, jurisdictions
may permit plaintiffs to allege monetary damages in amounts well exceeding reasonably possible verdicts in the jurisdiction for similar
matters. This variability in pleadings, together with the actual experience of the Company in litigating or resolving through settlement
numerous claims over an extended period of time, demonstrate to management that the monetary relief which may be specified in a
lawsuit or claim bears little relevance to its merits or disposition value. Thus, unless stated below, the specific monetary relief sought is
not noted.
 

Due to the vagaries of litigation, the outcome of a litigation matter and the amount or range of potential loss at particular points in
time may normally be inherently impossible to ascertain with any degree of certainty. Inherent uncertainties can include how fact finders
will view individually and in their totality documentary evidence, the credibility and effectiveness of witnesses’ testimony, and how trial
and appellate courts will apply the law in the context of the pleadings or evidence presented, whether by motion practice, or at trial or on
appeal. Disposition valuations are also subject to the uncertainty of how opposing parties and their counsel will themselves view the
relevant evidence and applicable law.
 

On a quarterly and yearly basis, the Company reviews relevant information with respect to liabilities for litigation and
contingencies to be reflected in the Company’s consolidated financial statements. The review includes senior legal and financial
personnel. Unless stated below, estimates of possible additional losses or ranges of loss for particular matters cannot in the ordinary
course be made with a reasonable degree of certainty. Liabilities are established when it is probable that a loss has been incurred and the
amount of the loss can be reasonably estimated. Liabilities have been established for a number of the matters noted below. It is possible
that some of the
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matters could require the Company to pay damages or make other expenditures or establish accruals in amounts that could not be
estimated as of December 31, 2006.
 

Macomber, et al. v. Travelers Property Casualty Corp., et al. (Conn. Super. Ct., Hartford, filed April 7, 1999).  An amended putative
class action complaint was filed against MLAC, Travelers Equity Sales, Inc. and certain former affiliates. The amended complaint alleges
Travelers Property Casualty Corporation, a former MLAC affiliate, purchased structured settlement annuities from MLAC and spent less
on the purchase of those structured settlement annuities than agreed with claimants, and that commissions paid to brokers for the
structured settlement annuities, including an affiliate of MLAC, were paid in part to Travelers Property Casualty Corporation. On
May 26, 2004, the Connecticut Superior Court certified a nationwide class action involving the following claims against MLAC:
violation of the Connecticut Unfair Trade Practice Statute, unjust enrichment, and civil conspiracy. On June 15, 2004, the defendants
appealed the class certification order. In March 2006, the Connecticut Supreme Court reversed the trial court’s certification of a class.
Plaintiff may seek to file another motion for class certification. Defendants have moved for summary judgment.
 

A former registered representative of Tower Square Securities, Inc. (“Tower Square”), a broker-dealer subsidiary of MICC, is
alleged to have defrauded individuals by diverting funds for his personal use. In June 2005, the SEC issued a formal order of
investigation with respect to Tower Square and served Tower Square with a subpoena. The Securities and Business Investments Division
of the Connecticut Department of Banking and NASD are also reviewing this matter. On April 18, 2006, the Connecticut Department of
Banking issued a notice to Tower Square asking it to demonstrate its prior compliance with applicable Connecticut securities laws and
regulations. In the context of the above, a number of NASD arbitration matters and litigation matters were commenced in 2005 and 2006
against Tower Square. It is reasonably possible that other actions will be brought regarding this matter. Tower Square intends to fully
cooperate with the SEC, NASD and the Connecticut Department of Banking, as appropriate, with respect to the matters described above.
 

Regulatory bodies have contacted the Company and have requested information relating to various regulatory issues regarding
mutual funds and variable insurance products, including the marketing of such products. The Company believes that many of these
inquiries are similar to those made to many financial services companies as part of industry-wide investigations by various regulatory
agencies. The Company is fully cooperating with regard to these information requests and investigations. The Company at the present
time is not aware of any systemic problems with respect to such matters that may have a material adverse effect on the Company’s
consolidated financial position.
 

In addition, the Company is a defendant or co-defendant in various other litigation matters in the normal course of business. These
may include civil actions, arbitration proceedings and other matters arising in the normal course of business out of activities as an
insurance company, a broker and dealer in securities or otherwise. Further, state insurance regulatory authorities and other federal and
state authorities may make inquiries and conduct investigations concerning the Company’s compliance with applicable insurance and
other laws and regulations.
 

In the opinion of the Company’s management, the ultimate resolution of these legal and regulatory proceedings would not be likely
to have a material adverse effect on the Company’s consolidated financial position or liquidity, but, if involving monetary liability, may
be material to the Company’s operating results for any particular period.
 

Insolvency Assessments
 

Most of the jurisdictions in which the Company is admitted to transact business require life insurers doing business within the
jurisdiction to participate in guaranty associations, which are organized to pay contractual benefits owed pursuant to insurance policies
issued by impaired, insolvent or failed life insurers. These associations levy assessments, up to prescribed limits, on all member insurers
in a particular state on the basis of the
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proportionate share of the premiums written by member insurers in the lines of business in which the impaired, insolvent or failed insurer
engaged. Some states permit member insurers to recover assessments paid through full or partial premium tax offsets. Assets and
liabilities held for insolvency assessments are as follows:
 
         

  December 31,  
  2006   2005  
  (In millions)  

 

Other Assets:         
Premium tax offset for future undiscounted assessments  $ 9  $ 9 
Premium tax offsets currently available for paid assessments   1   2 

         

  $ 10  $ 11 
         

Liability:         
Insolvency assessments  $ 19  $ 19 

         

 

Assessments levied against the Company were less than $1 million for each of the years ended December 31, 2006, 2005 and 2004.
 

Commitments
 

Leases
 

The Company, as lessee, has entered into lease agreements for office space. Future sublease income is projected to be insignificant.
Future minimum rental income and minimum gross rental payments relating to these lease agreements are as follows:
 
         

  Rental   Gross Rental  
  Income   Payments  
  (In millions)  

 

2007  $ 1  $ 15 
2008  $ 1  $ 15 
2009  $ 1  $ 8 
2010  $ 1  $ 6 
2011  $ —  $ 6 
 

Commitments to Fund Partnership Investments
 

The Company makes commitments to fund partnership investments in the normal course of business. The amounts of these
unfunded commitments were $616 million and $715 million at December 31, 2006 and 2005, respectively. The Company anticipates that
these amounts will be invested in partnerships over the next five years.
 

Mortgage Loan Commitments
 

The Company commits to lend funds under mortgage loan commitments. The amounts of these mortgage loan commitments were
$665 million and $339 million at December 31, 2006 and 2005, respectively.
 

Commitments to Fund Bank Credit Facilities
 

The Company commits to lend funds under bank credit facilities. The amount of these unfunded commitments was $173 million at
December 31, 2006. The Company did not have any unfunded commitments related to bank credit facilities at December 31, 2005.
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Other Commitments
 

MICC is a member of the Federal Home Loan Bank of Boston (“FHLB of Boston”) and holds $70 million of common stock of the
FHLB of Boston, which is included in equity securities on the Company’s consolidated balance sheets. MICC has also entered into
several funding agreements with the FHLB of Boston whereby MICC has issued such funding agreements in exchange for cash and for
which the FHLB of Boston has been granted a blanket lien on certain MICC assets, including residential mortgages, mortgage-backed
securities, obligations of or guaranteed by the United States, state and municipal obligations and corporate debt, to collateralize MICC’s
obligations under the funding agreements. MICC maintains control over these pledged assets, and may use, commingle, encumber or
dispose of any portion of the collateral as long as there is no event of default and the remaining qualified collateral is sufficient to satisfy
the collateral maintenance level. The funding agreements and the related security agreement represented by this blanket lien provide that
upon any event of default by MICC, the FHLB of Boston’s recovery is limited to the amount of MICC’s liability to the FHLB of Boston.
The amount of the Company’s liability for funding agreements with the FHLB of Boston was $926 million and $1.1 billion at
December 31, 2006 and 2005, respectively, which is included in PABs.
 

Guarantees
 

In the normal course of its business, the Company has provided certain indemnities, guarantees and commitments to third parties
pursuant to which it may be required to make payments now or in the future. In the context of acquisition, disposition, investment and
other transactions, the Company has provided indemnities and guarantees, including those related to tax, environmental and other
specific liabilities, and other indemnities and guarantees that are triggered by, among other things, breaches of representations, warranties
or covenants provided by the Company. In addition, in the normal course of business, the Company provides indemnifications to
counterparties in contracts with triggers similar to the foregoing, as well as for certain other liabilities, such as third party lawsuits. These
obligations are often subject to time limitations that vary in duration, including contractual limitations and those that arise by operation of
law, such as applicable statutes of limitation. In some cases, the maximum potential obligation under the indemnities and guarantees is
subject to a contractual limitation, such as in the case of MetLife International Insurance Company, Ltd. (“MLII,” formerly, Citicorp
International Life Insurance Company, Ltd.), an affiliate, discussed below, while in other cases such limitations are not specified or
applicable. Since certain of these obligations are not subject to limitations, the Company does not believe that it is possible to determine
the maximum potential amount that could become due under these guarantees in the future.
 

The Company has provided a guarantee on behalf of MLII. This guarantee is triggered if MLII cannot pay claims because of
insolvency, liquidation or rehabilitation. The agreement was terminated as of December 31, 2004, but termination does not affect policies
previously guaranteed. Life insurance coverage in-force under this guarantee was $444 million and $447 million at December 31, 2006
and 2005, respectively. The Company does not hold any collateral related to this guarantee.
 

In addition, the Company indemnifies its directors and officers as provided in its charters and by-laws. Also, the Company
indemnifies its agents for liabilities incurred as a result of their representation of the Company’s interests. Since these indemnities are
generally not subject to limitation with respect to duration or amount, the Company does not believe that it is possible to determine the
maximum potential amount that could become due under these indemnities in the future.
 

In connection with synthetically created investment transactions, the Company writes credit default swap obligations requiring
payment of principal due in exchange for the referenced credit obligation, depending on the nature or occurrence of specified credit
events for the referenced entities. In the event of a specified credit event, the Company’s maximum amount at risk, assuming the value of
the referenced credits becomes worthless, was $54 million at December 31, 2006. The credit default swaps expire at various times during
the next two years.
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13.  Employee Benefit Plans
 

Subsequent to the Acquisition, the Company became a participating affiliate in qualified and non-qualified, noncontributory defined
benefit pension and other postretirement plans sponsored by Metropolitan Life. Employees were credited with prior service recognized
by Citigroup, solely (with regard to pension purposes) for the purpose of determining eligibility and vesting under the Metropolitan Life
Retirement Plan for United States Employees (“Plan”), a noncontributory qualified defined benefit pension plan, with respect to benefits
earned under the Plan subsequent to the Acquisition Date. Net periodic expense related to these plans is based on the employee
population as of the valuation date at the beginning of the year. Pension expense of $8 million related to the Metropolitan Life plans was
allocated to the Company for the year ended December 31, 2006. There were no expenses allocated to the Company for the six months
ended December 31, 2005.
 

14.  Equity
 

Common Stock
 

The Company has 40,000,000 authorized shares of common stock, 34,595,317 shares of which are outstanding as of December 31,
2006. Of such outstanding shares, 30,000,000 shares are owned directly by MetLife and the remaining shares are owned by MLIG. The
par value of the common stock presented in the statement of stockholders’ equity prior to the Acquisition Date has been adjusted to
reflect the par value of MetLife Connecticut’s shares issued to MLIG in exchange for MLI-USA’s outstanding common stock. See
Note 3.
 

Dividend Restrictions
 

The table below sets forth the dividends permitted to be paid to MetLife without insurance regulatory approval and actual dividends
paid to MetLife:
 
                 

  2005   2006   2007  
        Permitted w/o   Permitted w/o  
Company  Paid(1)   Paid(1)   Approval (2)   Approval(3)  

  (In millions)  
 

MetLife Insurance Company of Connecticut  $ —  $ 917(4) $ —  $ 690 
 

 

(1) Includes amounts paid including those requiring regulatory approval.
 

(2) Reflects dividend amounts paid during the relevant year without prior regulatory approval.
 

(3) Reflects dividend amounts that may be paid during 2007 without prior regulatory approval. If paid before a specified date during
2007, some or all of such dividend amounts may require regulatory approval.

 

(4) Includes a return of capital of $259 million.
 

Under Connecticut State Insurance Law, MetLife Connecticut is permitted, without prior insurance regulatory clearance, to pay
stockholder dividends to its parent as long as the amount of such dividends, when aggregated with all other dividends in the preceding
12 months, does not exceed the greater of (i) 10% of its surplus to policyholders as of the end of the immediately preceding calendar
year; or (ii) its statutory net gain from operations for the immediately preceding calendar year. MetLife Connecticut will be permitted to
pay a cash dividend in excess of the greater of such two amounts only if it files notice of its declaration of such a dividend and the
amount thereof with the Connecticut Commissioner of Insurance (“Connecticut Commissioner”) and the Connecticut Commissioner does
not disapprove the payment within 30 days after notice. In addition, any dividend that exceeds earned surplus (unassigned funds, reduced
by 25% of unrealized appreciation in value or revaluation of assets or unrealized profits on investments) as of the last filed annual
statutory statement requires insurance regulatory approval. Under Connecticut State Insurance Law, the Connecticut Commissioner has
broad discretion in determining whether the financial condition of a stock life insurance company would support the payment of such
dividends to its stockholders. The Connecticut State Insurance Law requires prior approval for any dividends for a period of two years
following a change in control. As a result of the
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Acquisition on July 1, 2005, under Connecticut State Insurance Law, all dividend payments by MetLife Connecticut through June 30,
2007 require prior approval of the Connecticut Commissioner.
 

Dividend Restrictions of Subsidiaries
 

MLAC is regulated under Connecticut State Insurance Law as described above. As a result of the acquisition on July 1, 2005, under
Connecticut State Insurance Law all dividend payments by MLAC through June 30, 2007 to the Company require prior approval of the
Connecticut Commissioner. MLAC did not pay any dividends in 2006. Since MLAC’s statutory unassigned funds surplus is negative,
MLAC cannot pay any dividends without prior approval of the Commissioner.
 

Under Delaware State Insurance Law, MLI-USA is permitted, without prior insurance regulatory clearance, to pay a stockholder
dividend to its parent as long as the amount of the dividend when aggregated with all other dividends in the preceding 12 months does
not exceed the greater of (i) 10% of its surplus to policyholders as of the end of the immediately preceding calendar year; or (ii) its
statutory net gain from operations for the immediately preceding calendar year (excluding realized capital gains). MLI-USA will be
permitted to pay a cash dividend to MetLife Connecticut in excess of the greater of such two amounts only if it files notice of the
declaration of such a dividend and the amount thereof with the Delaware Commissioner of Insurance (“Delaware Commissioner”) and
the Delaware Commissioner does not disapprove the distribution within 30 days of its filing. In addition, any dividend that exceeds
earned surplus (defined as unassigned funds) as of the last filed annual statutory statement requires insurance regulatory approval. Under
Delaware State Insurance Law, the Delaware Commissioner has broad discretion in determining whether the financial condition of a
stock life insurance company would support the payment of such dividends to its stockholders. MLI-USA did not pay dividends for the
year ended December 31, 2006. Since MLI-USA’s statutory unassigned funds surplus is negative, MLI-USA cannot pay any dividends
without prior approval of the Delaware Commissioner.
 

Capital Contributions
 

On September 30, 2006, MLI-USA received a capital contribution from MetLife of $162 million in the form of intangible assets
related to VODA, and the associated deferred income tax liability, which is more fully described in Note 8.
 

See also Note 3 for information related to the change in the reporting entity.
 

MLI-USA received a cash contribution of $300 million from MLIG during the year ended December 31, 2004.
 

Statutory Equity and Income
 

Each insurance company’s state of domicile imposes minimum risk-based capital (“RBC”) requirements that were developed by the
National Association of Insurance Commissioners (“NAIC”). The formulas for determining the amount of RBC specify various
weighting factors that are applied to financial balances or various levels of activity based on the perceived degree of risk. Regulatory
compliance is determined by a ratio of total adjusted capital, as defined by the NAIC, to authorized control level RBC, as defined by the
NAIC. Companies below specific trigger points or ratios are classified within certain levels, each of which requires specified corrective
action. The Company and its insurance subsidiaries each exceeded the minimum RBC requirements for all periods presented herein.
 

The NAIC adopted the Codification of Statutory Accounting Principles (“Codification”) in 2001. Codification was intended to
standardize regulatory accounting and reporting to state insurance departments. However, statutory accounting principles continue to be
established by individual state laws and permitted practices. The Connecticut Insurance Department and the Delaware Insurance
Department have adopted Codification with certain modifications for the preparation of statutory financial statements of insurance
companies in Connecticut and
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Delaware, respectively. Modifications by the various state insurance departments may impact the effect of Codification on the statutory
capital and surplus of MetLife Connecticut and each of its insurance subsidiaries.
 

Statutory accounting principles differ from GAAP primarily by charging policy acquisition costs to expense as incurred,
establishing future policy benefit liabilities using different actuarial assumptions, reporting surplus notes as surplus instead of debt and
valuing securities on a different basis.
 

In addition, certain assets are not admitted under statutory accounting principles and are charged directly to surplus. The most
significant assets not admitted by the Company is the net deferred income tax assets resulting from temporary differences between
statutory accounting principles basis and tax basis not expected to reverse and become recoverable within a year.
 

Further, statutory accounting principles do not give recognition to purchase accounting adjustments made as a result of the
Acquisition.
 

Statutory net income of MetLife Connecticut, a Connecticut domiciled insurer, was $749 million, $1.0 billion and $975 million for
the years ended December 31, 2006, 2005 and 2004, respectively. Statutory capital and surplus, as filed with the Connecticut Insurance
Department, was $4.1 billion and $4.0 billion at December 31, 2006 and 2005, respectively.
 

Statutory net income (loss) of MLAC, a Connecticut domiciled insurer, was $107 million, ($97) million and ($211) million for the
years ended December 31, 2006, 2005 and 2004, respectively. Statutory capital and surplus, as filed with the Connecticut Insurance
Department, was $740 million and $765 million at December 31, 2006 and 2005, respectively.
 

Statutory net income (loss) of MLI-USA, a Delaware domiciled insurer, was ($116) million, ($227) million and ($201) million for
the years ended December 31, 2006, 2005 and 2004, respectively. Statutory capital and surplus, as filed with the Delaware Insurance
Department, was $575 million and $555 million at December 31, 2006 and 2005, respectively.
 

Other Comprehensive Income (Loss)
 

The following table sets forth the reclassification adjustments required for the years ended December 31, 2006, 2005 and 2004, in
other comprehensive income (loss) that are included as part of net income for the current year that have been reported as a part of other
comprehensive income (loss) in the current or prior year:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Holding gains (losses) on investments arising during the year  $(434)  $(1,148)  $(37)
Income tax effect of holding gains (losses)   147   402   14 
Reclassification adjustments:             

Recognized holding (gains) losses included in current year income   487   295   2 
Amortization of premiums and accretion of discounts associated with investments   60   96   21 
Income tax effect   (186)   (137)   (8)

Allocation of holding losses on investments relating to other policyholder amounts   42   71   10 
Income tax effect of allocation of holding losses to other policyholder amounts   (14)   (25)   (4)
             

Net unrealized investment gains (losses)   102   (446)   (2)
             

Foreign currency translation adjustment   (2)   2   — 
             

Other comprehensive income (loss)  $ 100  $ (444)  $ (2)
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15.  Other Expenses
 

Information on other expenses is as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
     (In millions)     

 

Compensation  $ 211  $ 100  $ — 
Commissions   712   931   237 
Interest and debt issue costs   31   25   2 
Amortization of DAC and VOBA   488   288   115 
Capitalization of DAC   (721)   (886)   (281)
Rent, net of sublease income   11   7   — 
Minority interest   26   1   — 
Insurance tax   42   10   3 
Other   373   202   103 
             

Total other expenses  $1,173  $ 678  $ 179 
             

 

16.  Business Segment Information
 

Prior to the acquisition of MetLife Connecticut by MetLife, MLI-USA operated as a single segment. On the Acquisition Date,
MetLife reorganized the Company’s operations into two operating segments, Individual and Institutional, as well as Corporate & Other,
so as to more closely align the acquired business with the manner in which MetLife manages its existing businesses. Individual offers a
wide variety of protection and asset accumulation products, including life insurance, annuities and mutual funds. Institutional offers a
broad range of group insurance and retirement & savings products and services, including group life insurance and other insurance
products and services. These segments are managed separately because they either provide different products and services, require
different strategies or have different technology requirements. Corporate & Other contains the excess capital not allocated to the business
segments, various start-up entities and run-off business, the Company’s ancillary international operations, interest expense related to the
majority of the Company’s outstanding debt, expenses associated with certain legal proceedings and the elimination of intersegment
transactions.
 

Economic capital is an internally developed risk capital model, the purpose of which is to measure the risk in the business and to
provide a basis upon which capital is deployed. The economic capital model accounts for the unique and specific nature of the risks
inherent in the Company’s businesses. As a part of the economic capital process, a portion of net investment income is credited to the
segments based on the level of allocated equity.
 

The accounting policies of the segments are the same as those of the Company, except for the method of capital allocation and the
accounting for gains (losses) from intercompany sales, which are eliminated in consolidation. Subsequent to the Acquisition Date, the
Company allocates equity to each segment based upon the economic capital model used by MetLife that allows MetLife and the
Company to effectively manage its capital. The Company evaluates the performance of each segment based upon net income excluding
net investment gains (losses), net of income tax, and adjustments related to net investment gains (losses), net of income tax.
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Set forth in the tables below is certain financial information with respect to the Company’s segments, as well as Corporate & Other,
for the years ended December 31, 2006 and 2005.
 
                 

        Corporate &     
For the Year Ended December 31, 2006  Individual   Institutional   Other   Total  

  (In millions)  
 

Statement of Income:                 
Premiums  $ 218  $ 65  $ 25  $ 308 
Universal life and investment-type product policy fees   1,244   24   —   1,268 
Net investment income   985   1,449   405   2,839 
Other revenues   195   15   2   212 
Net investment gains (losses)   (194)   (282)   (45)   (521)
Policyholder benefits and claims   315   450   27   792 
Interest credited to policyholder account balances   669   647   —   1,316 
Other expenses   1,045   16   112   1,173 
                 

Income before provision for income tax   419   158   248   825 
Provision for income tax   145   55   28   228 
                 

Net income  $ 274  $ 103  $ 220  $ 597 
                 

Balance Sheet:                 
Total assets  $ 76,897  $ 35,982  $ 11,208  $124,087 
DAC and VOBA  $ 4,946  $ 165  $ —  $ 5,111 
Goodwill  $ 234  $ 312  $ 407  $ 953 
Separate account assets  $ 47,566  $ 2,501  $ —  $ 50,067 
Policyholder liabilities  $ 24,429  $ 27,391  $ 4,446  $ 56,266 
Separate account liabilities  $ 47,566  $ 2,501  $ —  $ 50,067 
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        Corporate &     
For the Year Ended December 31, 2005(1)  Individual   Institutional   Other   Total  

  (In millions)  
 

Statement of Income:                 
Premiums  $ 152  $ 116  $ 13  $ 281 
Universal life and investment-type product policy fees   845   17   —   862 
Net investment income   530   712   196   1,438 
Other revenues   121   10   1   132 
Net investment gains (losses)   (113)   (87)   2   (198)
Policyholder benefits and claims   224   324   22   570 
Interest credited to policyholder account balances   417   303   —   720 
Other expenses   640   30   8   678 
                 

Income before provision for income tax   254   111   182   547 
Provision for income tax   53   38   65   156 
                 

Net income  $ 201  $ 73  $ 117  $ 391 
                 

Balance Sheet:                 
Total assets  $ 71,385  $ 38,072  $ 11,791  $121,248 
DAC and VOBA  $ 4,753  $ 161  $ —  $ 4,914 
Goodwill  $ 227  $ 305  $ 392  $ 924 
Separate account assets  $ 41,347  $ 3,177  $ —  $ 44,524 
Policyholder liabilities  $ 24,855  $ 28,340  $ 4,282  $ 57,477 
Separate account liabilities  $ 41,347  $ 3,177  $ —  $ 44,524 
 

 

(1) Includes six months of results for MetLife Connecticut and its subsidiaries and twelve months of results for MLI-USA.
 

Net investment income and net investment gains (losses) are based upon the actual results of each segment’s specifically
identifiable asset portfolio adjusted for allocated equity. Other costs are allocated to each of the segments based upon: (i) a review of the
nature of such costs; (ii) time studies analyzing the amount of employee compensation costs incurred by each segment; and (iii) cost
estimates included in the Company’s product pricing.
 

Revenues derived from any customer did not exceed 10% of consolidated revenues for the years ended December 31, 2006, 2005
and 2004. Substantially all of the Company’s revenues originated in the United States.
 

17.  Discontinued Operations
 

Real Estate
 

The Company actively manages its real estate portfolio with the objective of maximizing earnings through selective acquisitions
and dispositions. Income related to real estate classified as held-for-sale or sold is presented in discontinued operations. These assets are
carried at the lower of depreciated cost or fair value less expected disposition costs.
 

In the Institutional segment, the Company had $1 million of investment income and $1 million of investment expense related to
discontinued operations resulting in no change to net investment income for the year ended December 31, 2006. The Company had no
investment income or expense related to discontinued operations for the years ended December 31, 2005 and 2004.
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The carrying value of real estate related to discontinued operations was $7 million and $5 million at December 31, 2006 and 2005,
respectively.
 

18.  Fair Value Information
 

The estimated fair value of financial instruments have been determined by using available market information and the valuation
methodologies described below. Considerable judgment is often required in interpreting market data to develop estimates of fair value.
Accordingly, the estimates presented herein may not necessarily be indicative of amounts that could be realized in a current market
exchange. The use of different assumptions or valuation methodologies may have a material effect on the estimated fair value amounts.
 

Amounts related to the Company’s financial instruments are as follows:
 
             

  Notional   Carrying   Estimated  
December 31, 2006  Amount   Value   Fair Value  

  (In millions)  
 

Assets:             
Fixed maturity securities      $47,846  $ 47,846 
Equity securities      $ 795  $ 795 
Mortgage and consumer loans      $ 3,595  $ 3,547 
Policy loans      $ 918  $ 918 
Short-term investments      $ 777  $ 777 
Cash and cash equivalents      $ 649  $ 649 
Accrued investment income      $ 597  $ 597 
Mortgage loan commitments  $ 665  $ —  $ 1 
Commitments to fund bank credit facilities  $ 173  $ —  $ — 

Liabilities:             
Policyholder account balances      $29,780  $ 28,028 
Long-term debt — affiliated      $ 435  $ 425 
Payables for collateral under securities loaned and other transactions      $ 9,155  $ 9,155 

 
             

  Notional   Carrying   Estimated  
December 31, 2005  Amount   Value   Fair Value  

  (In millions)  
 

Assets:             
Fixed maturity securities      $52,589  $ 52,589 
Trading Securities      $ 452  $ 452 
Equity securities      $ 421  $ 421 
Mortgage and consumer loans      $ 2,543  $ 2,553 
Policy loans      $ 916  $ 916 
Short-term investments      $ 1,769  $ 1,769 
Cash and cash equivalents      $ 571  $ 571 
Accrued investment income      $ 602  $ 602 
Mortgage loan commitments  $ 339  $ —  $ (2)

Liabilities:             
Policyholder account balances      $32,877  $ 31,621 
Long-term debt — affiliated      $ 435  $ 443 
Payables for collateral under securities loaned and other transactions      $ 9,737  $ 9,737 

F-66



 

 

METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

 

The methods and assumptions used to estimate the fair value of financial instruments are summarized as follows:
 

Fixed Maturity Securities, Trading Securities and Equity Securities
 

The fair values of publicly held fixed maturity securities and publicly held equity securities are based on quoted market prices or
estimates from independent pricing services. However, in cases where quoted market prices are not available, such as for private fixed
maturity securities, fair values are estimated using present value or valuation techniques. The determination of fair values is based on:
(i) valuation methodologies; (ii) securities the Company deems to be comparable; and (iii) assumptions deemed appropriate given the
circumstances. The fair value estimates are based on available market information and judgments about financial instruments, including
estimates of the timing and amounts of expected future cash flows and the credit standing of the issuer or counterparty. Factors
considered in estimating fair value include: coupon rate, maturity, estimated duration, call provisions, sinking fund requirements, credit
rating, industry sector of the issuer, and quoted market prices of comparable securities.
 

Mortgage and Consumer Loans, Mortgage Loan Commitments and Commitments to Fund Bank Credit Facilities
 

Fair values for mortgage and consumer loans are estimated by discounting expected future cash flows, using current interest rates
for similar loans with similar credit risk. For mortgage loan commitments and commitments to fund bank credit facilities, the estimated
fair value is the net premium or discount of the commitments.
 

Policy Loans
 

The carrying values for policy loans approximate fair value.
 

Cash and Cash Equivalents and Short-term Investments
 

The carrying values for cash and cash equivalents and short-term investments approximated fair values due to the short-term
maturities of these instruments.
 

Accrued Investment Income
 

The carrying value for accrued investment income approximates fair value.
 

Policyholder Account Balances
 

The fair value of PABs which have final contractual maturities are estimated by discounting expected future cash flows based upon
interest rates currently being offered for similar contracts with maturities consistent with those remaining for the agreements being
valued. The fair value of PABs without final contractual maturities are assumed to equal their current net surrender value.
 

Long-Term Debt
 

The fair values of long-term debt are determined by discounting expected future cash flows using risk rates currently available for
debt with similar terms and remaining maturities.
 

Payables for Collateral Under Securities Loaned and Other Transactions
 

The carrying value for payables for collateral under securities loaned and other transactions approximate fair value.
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Derivative Financial Instruments
 

The fair value of derivative financial instruments, including financial futures, financial forwards, interest rate, credit default and
foreign currency swaps, foreign currency forwards, caps, floors, and options are based upon quotations obtained from dealers or other
reliable sources. See Note 5 for derivative fair value disclosures.
 

19.  Related Party Transactions
 

Service Agreements
 

The Company has entered into a Master Service Agreement with Metropolitan Life who provides administrative, accounting, legal
and similar services to the Company. Metropolitan Life charged the Company $167 million, $15 million and $14 million, included in
other expenses, for services performed under the Master Service Agreement for the years ended December 31, 2006, 2005 and 2004,
respectively.
 

The Company entered into a Service Agreement with MetLife Group, Inc. (“MetLife Group”), a wholly-owned subsidiary of
MetLife, under which MetLife Group provides personnel services, as needed, to support the activities of the Company. MetLife Group
charged the Company $154 million, $49 million and $43 million, included in other expenses, for services performed under the Service
Agreement for the years ended December 31, 2006, 2005 and 2004, respectively.
 

The Company has entered into various agreements with other affiliates for services necessary to conduct its activities. Typical
services provided under these agreements include management, policy administrative functions, investment advice and distribution
services. Expenses and fees incurred with affiliates related to these agreements, recorded in other expenses, were $190 million,
$48 million and $52 million for the years ended December 31, 2006, 2005 and 2004, respectively.
 

In 2005, MLI-USA entered into Broker-Dealer Wholesale Sales Agreements with several affiliates (“Distributors”), in which the
Distributors agree to sell, on MLI-USA’s behalf, fixed rate insurance products through authorized retailers. MLI-USA agrees to
compensate the Distributors for the sale and servicing of such insurance products in accordance with the terms of the agreements. The
Distributors charged MLI-USA $65 million, included in other expenses, for the year ended December 31, 2006. MLI-USA did not incur
any such expenses for the years ended December 31, 2005 and 2004.
 

The Company had payables from affiliates of $9 million and $3 million at December 31, 2006 and 2005, respectively, excluding
affiliated reinsurance balances discussed below.
 

Investment Transactions
 

As of December 31, 2006 and 2005, the Company held $581 million and $346 million, respectively, of its total invested assets in
the MetLife Money Market Pool and the MetLife Intermediate Income Pool which are affiliated partnerships. These amounts are
included in short-term investments.
 

In the normal course of business, the Company transfers invested assets, primarily consisting of fixed maturity securities, to and
from affiliates. Assets transferred to and from affiliates, inclusive of amounts related to reinsurance agreements, are as follows:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Fair market value of assets transferred to affiliates  $164  $ 79  $320 
Amortized cost of assets transferred to affiliates  $164  $ 78  $324 
Net investment gains (losses) recognized on transfers  $ —  $ 1  $ (4)
Fair market value of assets transferred from affiliates  $ 89  $830  $ — 
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Reinsurance Transactions
 

As of December 1, 2006, the Company acquired a block of structured settlement business from Texas Life Insurance Company
(“Texas Life”), a wholly-owned subsidiary of MetLife, through an assumptive reinsurance agreement. This transaction increased future
policyholder benefits of the Company by $1.3 billion and decreased deferred income tax liabilities by $142 million. A receivable at
December 31, 2006 was held by the Company of $1.2 billion, related to premiums and other consideration which is expected to be paid
by Texas Life during the first quarter of 2007.
 

The Company also has reinsurance agreements with MetLife and certain of its subsidiaries, including Metropolitan Life,
Reinsurance Group of America, Incorporated, MetLife Reinsurance Company of South Carolina, Exeter Reassurance Company, Ltd.,
General American Life Insurance Company (“GALIC”), and Mitsui Sumitomo MetLife Insurance Co., Ltd. As of December 31, 2006,
the Company had reinsurance related assets and liabilities from these agreements totaling $2.8 billion and $1.2 billion, respectively.
Prior-year comparable assets and liabilities were $2.5 billion and $1.2 billion, respectively.
 

Effective January 1, 2005, MLI-USA entered into a reinsurance agreement to assume an in-force block of business from GALIC.
This agreement covered certain term and universal life policies issued by GALIC on and after January 1, 2000 through December 31,
2004. This agreement also covers certain term and universal life policies issued on or after January 1, 2005. Under this agreement
GALIC transferred $797 million of liabilities and $411 million in assets to MLI-USA related to the policies in-force as of December 31,
2004. MLI-USA also paid and deferred 100% of a ceding commission to GALIC of $386 million resulting in no gain or loss on the
transfer of the in-force business as of January 1, 2005.
 

The following tables reflect related party reinsurance information:
 
             

  Years Ended December 31,  
  2006   2005   2004  
  (In millions)  

 

Assumed premiums  $ 21  $ 37  $ — 
Assumed fees, included in universal life and investment-type product policy fees   65   194   — 
Assumed fees, included in net investment gains (losses)   —   6   — 
Assumed benefits, included in policyholder benefits and claims   11   32   — 
Assumed benefits, included in interest credited to policyholder account balances   49   42   — 
Assumed fees, included in other expenses   39   543   — 
Assumed deferred acquisition costs, included in other expenses   19   (432)   — 
             

Total assumed  $204  $ 422  $ — 
             

Ceded premiums  $ 21  $ 12  $ 1 
Ceded fees, included in universal life and investment-type product policy fees   130   93   37 
Ceded fees, included in other revenues   68   55   12 
Ceded benefits, included in policyholder benefits and claims   86   92   19 
Ceded fees, included in other expenses   64   97   — 
Ceded deferred acquisition costs, included in other expenses   13   85   — 
Ceded derivative gains (loss), included in net investment gains (losses)   (31)   5   — 
             

Total ceded  $351  $ 439  $ 69 
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  December 31,  
  2006   2005  
  (In millions)  

 

Reinsurance recoverables, included in premiums and other receivables  $2,359  $2,079 
Reinsurance recoverables, included in other assets  $ 89  $ 88 
Assumed (ceded) deferred acquisition costs, included in DAC  $ 306  $ 342 
Assumed liabilities, included in other liabilities  $ 8  $ 24 
Ceded balances payable, included in other liabilities  $ 55  $ 140 
Derivative liabilities, included in policyholder account balances  $ (57)  $ (23)
Assumed liabilities, included in future policy benefits  $ 26  $ 23 
Assumed liabilities, included in other policyholder funds  $1,182  $1,001 
 

20.  Subsequent Event
 

On March 27, 2007, the Company entered into a secured demand note with MetLife Securities, Inc. (“MSI”) under which the
Company agreed to fund MSI with up to $60 million of cash upon MSI’s request. In connection with this agreement, the Company
transferred securities with a fair value of $71 million to an MSI custody account to secure the note.
 

On September 28, 2007, the Board of Directors declared a dividend of up to $690 million. On October 22, 2007, MICC paid a
$690 million dividend, of which $404 million was a return of capital.
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DECEMBER 31, 2006

(In millions)
 
             

        Amount at  
  Cost or   Estimated   Which Shown on  
  Amortized Cost(1)   Fair Value   Balance Sheet  

 

Type of Investments             
Fixed Maturity Securities:             

Bonds:             
U.S. Treasury/agency securities  $ 5,455  $ 5,336  $ 5,336 
State and political subdivision securities   1,062   1,030   1,030 
Foreign government securities   533   573   573 
Public utilities   2,274   2,233   2,233 
All other corporate bonds   19,390   19,057   19,057 

Mortgage-backed and other asset-backed securities   18,462   18,400   18,400 
Redeemable preferred stock   1,230   1,217   1,217 

             

Total fixed maturity securities   48,406   47,846   47,846 
             

Equity Securities:             
Common stock:             

Banks, trust and insurance companies   1   1   1 
Industrial, miscellaneous and all other   105   110   110 

Non-redeemable preferred stock   671   684   684 
             

Total equity securities   777   795   795 
             

Mortgage and consumer loans   3,595       3,595 
Policy loans   918       918 
Real estate and real estate joint ventures   180       180 
Other limited partnership interests   1,082       1,082 
Short-term investments   777       777 
Other invested assets   1,241       1,241 
             

Total investments  $ 56,976      $ 56,434 
             

 

 

(1) Cost for fixed maturity securities and mortgage and consumer loans represents original cost reduced by repayments, net valuation
allowances and writedowns from other-than-temporary declines in value and adjusted for amortization of premiums or accretion
of discount; for equity securities, cost represents original cost reduced by writedowns from other-than-temporary declines in
value; for real estate, cost represents original cost reduced by writedowns and adjusted for valuation allowances and depreciation;
cost for real estate joint ventures and other limited partnership interests represents original cost reduced for other-than-temporary
impairments or original cost adjusted for equity in earnings and distributions.
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(In millions)
 
         

  2006   2005  
 

Condensed Balance Sheets         
Assets         
Investments:         

Fixed maturity securities available-for-sale, at estimated fair value (amortized cost: $38,293 and $42,526,
respectively)  $37,794  $41,947 

Equity securities available-for-sale, at estimated fair value (cost: $703 and $418, respectively)   719   415 
Mortgage and consumer loans   2,822   1,837 
Policy loans   825   843 
Real estate and real estate joint ventures held-for-investment   143   71 
Real estate held-for-sale   7   — 
Other limited partnership interests   884   1,106 
Short-term investments   186   1,219 
Investment in subsidiaries   3,499   3,187 
Other invested assets   893   698 

         

Total investments   47,772   51,323 
Cash and cash equivalents   291   331 
Accrued investment income   473   474 
Premiums and other receivables   6,128   4,706 
Deferred policy acquisition costs and value of business acquired   1,849   1,924 
Current income tax recoverable   —   56 
Deferred income tax assets   1,281   1,113 
Goodwill   646   612 
Other assets   129   102 
Separate account assets   19,205   19,058 
         

Total assets  $77,774  $79,699 
         

         
Liabilities and Stockholders’ Equity         
Liabilities:         

Future policy benefits  $17,613  $16,337 
Policyholder account balances   24,764   27,298 
Other policyholder funds   213   219 
Current income taxes payable   46   — 
Payables for collateral under securities loaned and other transactions   8,152   8,620 
Other liabilities   366   734 
Separate account liabilities   19,205   19,058 

         

Total liabilities   70,359   72,266 
         

Stockholders’ Equity:         
Common stock, par value $2.50 per share; 40,000,000 shares authorized; 34,595,317 shares issued and

outstanding at December 31, 2006 and 2005   86   86 
Additional paid-in capital   7,123   7,180 
Retained earnings   520   581 
Accumulated other comprehensive income (loss)   (314)   (414)
         

Total stockholders’ equity   7,415   7,433 
         

Total liabilities and stockholders’ equity  $77,774  $79,699 
         

 

See accompanying notes to condensed financial information.
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FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

 

(In millions)
 
         

  Years Ended December 31,  
  2006   2005  

 

Condensed Statements of Income         
Revenues         
Premiums  $ 176  $ 206 
Universal life and investment-type product policy fees   381   185 
Net investment income   2,167   1,044 
Equity in earnings of subsidiaries   277   225 
Other revenues   42   32 
Net investment gains (losses)   (397)   (159)
         

Total revenues   2,646   1,533 
         

Expenses         
Policyholder benefits and claims   599   433 
Interest credited to policyholder account balances   926   429 
Other expenses   388   195 
         

Total expenses   1,913   1,057 
         

Income before provision for income tax   733   476 
Provision for income tax   136   85 
         

Net income  $ 597  $ 391 
         

 

See accompanying notes to condensed financial information.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

 

SCHEDULE II
 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT — (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

 

(In millions)
 
         

  Years Ended December 31,  
  2006   2005  

 

Condensed Statement of Cash Flows         
Net cash provided by operating activities  $ 899  $ 2,000 
         

Cash flows from investing activities         
Sales, maturities and repayments of:         

Fixed maturity securities   22,406   18,453 
Equity securities   218   181 
Mortgage and consumer loans   878   687 
Real estate and real estate joint ventures   127   44 
Other limited partnership interests   537   152 

Purchases of:         
Fixed maturity securities   (19,021)   (26,517)
Equity securities   (62)   — 
Mortgage and consumer loans   (1,870)   (460)
Real estate and real estate joint ventures   (53)   — 
Other limited partnership interests   (295)   (233)

Net change in policy loans   18   5 
Net change in short-term investments   1,033   633 
Net change in other invested assets   (129)   (728)
Other, net   (1)   17 

         

Net cash provided by (used in) investing activities  $ 3,786  $ (7,766)
         

Cash flows from financing activities         
Policyholder account balances:         

Deposits  $ 1,633  $ 7,075 
Withdrawals   (4,936)   (8,682)

Net change in payables for collateral under securities loaned and other transactions   (468)   7,458 
Dividends on common stock   (917)   — 
Other, net   (37)   (61)

         

Net cash (used in) provided by financing activities   (4,725)   5,790 
         

Change in cash and cash equivalents   (40)   24 
Cash and cash equivalents, beginning of period   331   307 
         

Cash and cash equivalents, end of period  $ 291  $ 331 
         

Supplemental disclosures of cash flow information:         
Net cash paid during the year for:         

Income tax  $ 88  $ 51 
         

Non-cash transactions during the period:         
Contribution of other intangible assets, net of income tax  $ 162  $ — 
Contribution of goodwill from MetLife, Inc.  $ 32  $ — 
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

 

SCHEDULE II
 

NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT
 

1.  Summary of Accounting Policies
 

Business
 

“MICC” or the “Company” refers to MetLife Insurance Company of Connecticut (formerly, The Travelers Insurance Company), a
Connecticut corporation incorporated in 1863 (“MetLife Connecticut”), and its subsidiaries, including MetLife Life and Annuity
Company of Connecticut (“MLAC,” formerly The Travelers Life and Annuity Company) and MetLife Investors USA Insurance
Company (“MLI-USA”). The Company is a subsidiary of MetLife, Inc. (“MetLife”). The Company offers individual annuities,
individual life insurance, and institutional protection and asset accumulation products.
 

On July 1, 2005 (the “Acquisition Date”), MetLife Connecticut became a wholly-owned subsidiary of MetLife. MetLife
Connecticut, together with substantially all of Citigroup Inc.’s (“Citigroup”) international insurance businesses, excluding Primerica Life
Insurance Company and its subsidiaries (“Primerica”) (collectively, “Travelers”), were acquired by MetLife from Citigroup (the
“Acquisition”) for $12.1 billion. See Note 2 of the consolidated financial statements for further information on the Acquisition.
 

On October 11, 2006, MetLife Connecticut and MetLife Investors Group, Inc. (“MLIG”), both subsidiaries of MetLife, entered into
a Transfer Agreement (“Transfer Agreement”), pursuant to which MetLife Connecticut agreed to acquire all of the outstanding stock of
MLI-USA from MLIG in exchange for shares of MetLife Connecticut’s common stock. To effectuate the exchange of shares, MetLife
returned 10,000,000 shares just prior to the closing of the transaction and retained 30,000,000 shares representing 100% of the issued and
outstanding shares of MetLife Connecticut. MetLife Connecticut issued 4,595,317 new shares to MLIG in exchange for all of the
outstanding common stock of MLI-USA. After the closing of the transaction, 34,595,317 shares of MetLife Connecticut’s common stock
are outstanding, of which MLIG holds 4,595,317 shares, with the remaining shares held by MetLife.
 

The transfer of MLI-USA to MetLife Connecticut was a transaction between entities under common control. Since MLI-USA was
the original entity under common control, for financial statement reporting purposes, MLI-USA is considered the accounting acquirer of
MetLife Connecticut. Accordingly, financial information of the registrant has been provided for periods subsequent to the Acquisition
Date only.
 

Basis of Presentation
 

The condensed financial information of MetLife Connecticut should be read in conjunction with the Consolidated Financial
Statements of MICC and the notes thereto (the “Consolidated Financial Statements”). These condensed nonconsolidated financial
statements reflect the results of operations, financial condition and cash flows for MetLife Connecticut. Investments in subsidiaries are
accounted for using the equity method of accounting prescribed by Accounting Principles Board (“APB”) Opinion No. 18, The Equity
Method of Accounting for Investments in Common Stock. The condensed statement of income and statement of cash flows for the year
ended December 31, 2005 included herein reflect the full year of operating results for MLI-USA in equity in earnings of subsidiaries.
 

MetLife Connecticut’s financial statements are prepared in conformity with accounting principles generally accepted in the United
States of America (“GAAP”) except as stated above which requires management to make certain estimates and assumptions. The most
important of these estimates and assumptions relate to fair value measurements, the accounting for goodwill and identifiable intangible
assets and the provision for potential losses that may arise from litigation and regulatory proceedings and tax audits, which may affect the
amounts reported in the condensed financial statements and accompanying notes. Actual results could differ materially from these
estimates.
 

For information on the following, refer to the indicated Notes to the Consolidated Financial Statements of MICC:
 

 • Business, Basis of Presentation and Summary of Significant Accounting Policies (Note 1)
 

 • Acquisition of MetLife Insurance Company of Connecticut by MetLife, Inc. from Citigroup Inc. (Note 2)
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 • Contingencies, Commitments and Guarantees (Note 12)
 

 • Equity (Note 14)
 

2.  Support Agreement
 

MetLife Connecticut entered into a net worth maintenance agreement with its indirect subsidiary, MetLife Europe Limited, an Irish
company (“MetLife Europe”), in connection with MetLife Europe’s formation. Under the agreement, MetLife Connecticut has agreed,
without limitation as to amount, to cause MetLife Europe to have a minimum capital and surplus of the greater of EUR 14 million or an
amount sufficient to provide solvency cover equal to 200% of the minimum solvency cover required by applicable law and regulation, as
interpreted by the Irish Financial Services Regulatory Authority or any successor body, during MetLife Europe’s first three years of
operation and 150% thereafter, and liquidity necessary to enable it to meet its current obligations on a timely basis. At December 31,
2006, the capital and surplus of MetLife Europe was in excess of the minimum capital and surplus amount referenced above.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

 

SCHEDULE III
 

CONSOLIDATED SUPPLEMENTARY INSURANCE INFORMATION
AS OF DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 
                 

  DAC   Future Policy   Policyholder     
  and   Benefits and Other   Account   Unearned  
Segment  VOBA   Policyholder Funds   Balances   Revenue(1)  
 

2006                 
Individual  $4,946  $ 3,769  $ 20,660  $ 260 
Institutional   165   12,895   14,496   3 
Corporate & Other   —   4,503   (57)   — 
                 

  $5,111  $ 21,167  $ 35,099  $ 263 
                 

2005                 
Individual  $4,753  $ 3,452  $ 21,403  $ 141 
Institutional   161   11,880   16,460   1 
Corporate & Other   —   4,305   (23)   — 
                 

  $4,914  $ 19,637  $ 37,840  $ 142 
                 

2004(2)  $ 678  $ 149  $ 4,591  $ 6 
                 

 

 

(1) Amounts are included within the future policy benefits and other policyholder funds column.
 

 

(2) Prior to the Acquisition of MetLife Connecticut by MetLife, MLI-USA operated as a single segment.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

 

SCHEDULE III
 

CONSOLIDATED SUPPLEMENTARY INSURANCE INFORMATION
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 
                         

  Premium      Policyholder   Amortization of        
  Revenue   Net   Benefits and   DAC and VOBA   Other   Premiums  
  and Policy   Investment   Interest   Charged to   Operating   Written  
Segment  Charges   Income   Credited   Other Expenses   Expenses(1)   (Excluding Life)  
 

2006
Individual  $ 1,462  $ 985  $ 984  $ 481  $ 564  $ — 
Institutional   89   1,449   1,097   6   10   9 
Corporate & Other   25   405   27   1   111   25 
                         

  $ 1,576  $ 2,839  $ 2,108  $ 488  $ 685  $ 34 
                         

2005(2)
Individual  $ 997  $ 530  $ 641  $ 287  $ 353  $ — 
Institutional   133   712   627   1   29   9 
Corporate & Other   13   196   22   —   8   13 
                         

  $ 1,143  $ 1,438  $ 1,290  $ 288  $ 390  $ 22 
                         

2004(3)  $ 168  $ 207  $ 171  $ 115  $ 64  $ — 
                         

 

 

(1) Includes other expenses excluding amortization of deferred acquisition costs and value of business acquired charged to other
expenses.

 

(2) Includes six months of results for MetLife Connecticut and twelve months of results for MLI-USA.
 

(3) Prior to the acquisition of MetLife Connecticut by MetLife, MLI-USA operated as a single segment.
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METLIFE INSURANCE COMPANY OF CONNECTICUT
(A Wholly-Owned Subsidiary of MetLife, Inc.)

 

SCHEDULE IV
 

CONSOLIDATED REINSURANCE
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In millions)
 
                     

              % Amount  
              Assumed  
  Gross Amount   Ceded   Assumed   Net Amount   to Net  
 

2006                     
Life insurance in force  $ 153,390  $119,281  $14,374  $ 48,483   29.6%
                     

Insurance premium                     
Life insurance  $ 323  $ 72  $ 21  $ 272   7.7%
Accident and health   276   240   —   36   —%
                     

Total insurance premium  $ 599  $ 312  $ 21  $ 308   6.8%
                     

 
                     

              % Amount  
              Assumed  
  Gross Amount   Ceded   Assumed   Net Amount   to Net  
 

2005                     
Life insurance in force  $ 126,362  $93,686  $16,921  $ 49,597   34.1%
                     

Insurance premium                     
Life insurance  $ 269  $ 45  $ 38  $ 262   14.5%
Accident and health   144   125   —   19   —%
                     

Total insurance premium  $ 413  $ 170  $ 38  $ 281   13.5%
                     

 
                     

              % Amount  
              Assumed  
  Gross Amount   Ceded   Assumed   Net Amount   to Net  
 

2004                     
Life insurance in force  $ 4,310  $2,759  $ —  $ 1,551   —%
                     

Insurance premium                     
Life insurance  $ 13  $ 4  $ —  $ 9   —%
                     

Total insurance premium  $ 13  $ 4  $ —  $ 9   —%
                     

 

For the year ended December 31, 2006, both reinsurance ceded and assumed include affiliated transactions of $21 million. For the
year ended December 31, 2005, reinsurance ceded and assumed include affiliated transactions of $12 million and $38 million,
respectively. For the year ended December 31, 2004, both reinsurance ceded and assumed include affiliated transactions of $1 million.
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