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AFFIRMATION

I, Richard D. Fergesen, swear that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedule pertaining to Woodbury Financial Services, Inc. and Subsidiaries (the
“Company”) as of and for the year ended December 31, 2004 are true and correct. I further swear (or affirm)
that, to the best of my knowledge and belief, neither the Company nor any officer or director has any
proprietary interest in any account classified solely as that of a customer.

/M//

Richérd D. Fergesen
Senior Vice President and Chie 1nan01a1 Officer

Subscribed to before me this day of February 28, 2005.

ZZA&Z__@ML&Z&W—

Notary Public

R \ CAROL DAV ARDERACHER |
£ Notary Public ’

. g Minnesota .
. My Commlssson Expwes Jan 31. 2010 ‘
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INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholder
Woodbury Financial Services, Inc. and Subsidiaries

We have audited the accompanying consolidated statement of financial condition of Woodbury Financial
Services, Inc. and Subsidiaries (the “Company”) as of December 31, 2004, and the related consolidated
statements of operations, cash flows, and changes in stockholder’s equity for the year then ended that you are
filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These consolidated financial

- statements are the responsibility of the Company’s management. Our responsibility is to express an opinion

on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes 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 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 audit provides a reasonable basis

for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Woodbury Financial Services, Inc. and Subsidiaries at December 31, 2004, and the results of their
operations and their cash flows for the year then ended in confonmty with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The supplemental schedule (g) listed in the accompanying table of contents is
presented for purposes of additional analysis and is not a required part of the basic consolidated financial
statements, but is supplementary information required by Rule 17a-5 under the Securities Exchange Act of
1934, This schedule is the responsibility of the Company’s management. Such schedule has been subjected
to the auditing procedures applied in our audit of the basic consolidated financial statements and, in our
opinion, is fairly stated in all material respects when considered in relation to the basic consolidated financial
statements taken as a whole.

M¢}@M¢o€

February 28, 2005

Member of
Deloitte Touche Tohmatsu



WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

ASSETS

Cash and equivalents

Receivables:
Affiliated companies
Unaffiliated companies

Investment in mutual funds—at fair value
Deferred tax asset—due from affiliate
Other assets

TOTAL

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES:
Accounts payable:
Customers
Affiliated companies
Federal income taxes payable to affiliate

Accrued expenses

Accrued commissions

Agent deferred compensation
Other liabilities

Total liabilities
STOCKHOLDER'S EQUITY:
Common stock, par value 31 per share—authorized, 50,000
shares; issued and outstanding, 25,000 shares
Additional paid-in capital
Accumulated deficit
Total stockholder’s equity
TOTAL

See notes to consolidated financial statements.

5 36618738

6,525,090
1,772,582

8,297,672

8,061,110
113,973,584
1,123,302

$ 50,556
2,658,941
685084

3,394,581

4,960,073
8,898,518
6,445,844

313,796

24012812

25,000
396,067,658

(252,031,064)

144,061,594

S 168,074,406



WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2004

REVENUES:
Product revenue:
Sales commissions and dealer concessions
Trail commissions
Marketing allowances
Advisory fees
Other product revenue

Other revenue:
Net investment income
Net gains on investments

Total revenues

EXPENSES:
Representative commissions
Employee compensation and benefits
Facilities and equipment
Sales promotion and awards
Other general and administrative

Total expenses

INCOME BEFORE INCOME TAXES

INCOME TAX BENEFIT

NET INCOME

See notes to consolidated financial statements.

$120,158,885
15,528,619
10,070,097
3,442,673

125,639

149,325,913

325,725

797,247

150,448,885

117,172,743
- 23,369,025
2,218,009
3,850,120

3,838,988

150,448,885

30,746

$ 30,746



WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by

operating activities:

Net gain on investments

Decrease in deferred tax asset due from affiliate

Changes in operating assets and liabilities:
Decrease in affiliated company receivables
Increase in unaffiliated company receivables
Decrease in other assets
Decrease in customer payables
Increase in affiliate company payables
Increase in accrued expenses
Increase in accrued commissions
Increase in agent deferred compensation
Decrease in other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of mutunal funds
Sales of mutual funds

Net cash used in investing activities

NET INCREASE IN CASH AND EQUIVALENTS

CASH AND EQUIVALENTS—Beginning of year
CASH AND EQUIVALENTS—End of year

SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION—
Income taxes received from affiliate

See notes to consolidated financial statements.

$ 30,746

(835,290)
11,986,752

1,420,367
(210,802)
29,285
(336,953)
1,214,202
859,431
2,330,231
1,673,495

(309,231)
17,852,233

(1,925,828)
50,997 -
(1,874,831)
15,977,402
20,641,336

$ 36,618,738

$ 12240,083



WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDER'’S EQUITY

Common Additional Accumulated
Stock Paid-in Capital Deficit Total
BALANCE-—December 31, 2003 $ 25,000 $ 396,067,658 $(252,061,810) $ 144,030,848
Net income ‘ - - , 30,746 30,746
BALANCE—December 31, 2004 $ 25,000 $ 396,067,658 $(252,031,064) $ 144,061,594
See notes to consolidated financial statements.
-5-



WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2004

1. NATURE OF OPERATIONS

Woodbury Financial Services, Inc. (“WFS” or the “Company”) is a registered broker/dealer under the
Securities Exchange Act of 1934 that distributes, principally, shares of affiliated and unaffiliated mutual
funds and variable annuity and variable universal life insurance products. The Company is a wholly
owned subsidiary of Hartford Life and Accident Insurance Company (“HLA”). HLA is ultimately a
wholly owned subsidiary of The Hartford Financial Services Group, Inc. (“The Hartford”).

The Company has one agency subsidiary established in a state that requires a legal entity to be
incorporated in that state in order to sell insurance products. The subsidiary is Woodbury Financial
Agency Massachusetts, Inc.

The Company had two additional state agency subsidiaries established in states that required a legal
entity to be incorporated in that state in order to sell insurance products. Due to recent changes in these
states’ requirements, the Company no longer needs a legal entity in these two states. On July 14, 2004,
the Company dissolved one of these subsidiaries, Woodbury Financial Agency Texas, Inc., and on
October 15, 2004, the Company dissolved another of its subsidiaries, Woodbury Financial Agency New
Mexico, Inc.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The consolidated financial statements are prepared in accordance with
accounting principles generally accepted in the United States of America and include the accounts of
the Company and its agency subsidiary named above. All intercompany accounts and balances have
been eliminated in consolidation.

Use of Estimates—The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual resuilts could differ from those estimates. The most significant
estimates made by management include those used to accrue for commissions receivable and payable.

Revenue and Expense Recognition—Commission income and expense on customer purchases of
shares of affiliated mutual funds are recorded on a trade-date basis. Commission income from sales of
other mutual fund shares, variable annuity and variable universal life products, and the related
commission and other expenses on such income are recognized when the commissions are earned.

Cash and Equivalents—Cash and equivalents are defined as cash in banks and liquid investments with
original maturities of three months or less. Cost approximates the market value of cash equivalents.

Investments in Mutual Funds—Mutual fund investments with a cost of $6,925,182 are carried at
market value. The market value of investments in mutual funds is determined based on the quoted value



of these funds in established markets. Changes in the market value of mutual funds are recorded in the
results of operations.

Income Taxes—The Company accounts for income taxes in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 109, Accounting for Income Taxes, which requires the use of the
liability method of accounting for deferred income taxes. Deferred tax assets are recognized for
deductible temporary differences and operating loss and tax credit carryforwards, and deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are
reduced by a valuation allowance when, in the opinion of management, some portion of the deferred tax
assets may not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in
tax laws and rates on the date of enactment.

RELATED-PARTY TRANSACTIONS

The Company incurs significant costs associated with its distribution of mutual funds, annuities, and
life insurance products manufactured by affiliated life insurance and mutual fund companies as
described in Note 1. Certain revenues generated by these insurance and investment products, such as
asset management and other policy, contract, and account fees, generally accrue to the affiliated product
manufacturers. Because of the results of operations arising from this relationship, The Hartford ‘
provides to the Company additional revenues to achieve break-even results on a pretax basts. Such
additional revenues were approximately $6,536,000 in 2004 and are included in marketing allowances.
Revenues from the sales of affiliated products totaled approxxmately $116,736,000 in 2004, which
includes the additional revenues.

The Company reimburses HLA for operating expenses paid by them on its behalf and various allocated
costs which include payroll, pension, and overhead costs. The Company reimbursed HLA
approximately $30,890,000 for these costs in 2004. The results of operations of the Company are not
necessarily indicative of the results that might occur if the Company were operating independently.

As of December 31, 2004, the Company had payables due to the following affiliated entity:

Fortis Insurance Co. o $ - 99
Hartford Life and Accident 2,658,842
$ 2,658,941

As of December 31, 2004, the Company had receivables due from the following affiliated entities:

Hartford Life and Annuity $ 5,721,865
Hartford Investment Financial Services Co. 301,555
Hartford Administrative Services Company 400,177
Hartford Life Insurance Company 229
Fortis Benefits Insurance Company 101,264

$ 6,525,090

In addition, $685,084 due to The Hartford related to income taxes is payable and $113,973,584 due
from The Hartford is related to a deferred tax asset at December 31, 2004 (see Note 7).




BENEFIT PLANS

Employees of the Company are included in The Hartford’s noncontributory defined benefit pension
plans. These plans provide pension benefits that are based on years of service and the employee’s
compensation during the last 10 years of employment. The Hartford’s funding policy is to contribute
annually an amount between the minimum funding requirements set forth in the Employee Retirement
Income Security Act of 1974, as amended, and the maximum amount that can be deducted for U.S.
federal income tax purposes. Generally, pension costs are funded through the purchase of group
pension contracts sold by affiliates of The Hartford.

The Hartford provides certain health care and life insurance benefits for eligible retired employees. The
contribution for health care benefits depends on the retiree’s date of retirement and years of service. In
addition, this benefit plan has a defined dollar cap which limits average company contributions.

Employees of the Company are eligible to participate in The Hartford’s Investment and Savings Plan,
which is a defined contribution savings plan operated in accordance with Section 401 of the Internal
Revenue Code. Under this plan, contributions, which may be invested in Class A common stock of The
Hartford and certain other investments, are matched to a limit of 3 percent of compensation. The cost
allocated to the Company for pension-related expenses, health care and life insurance benefits, and
contributions to The Hartford’s Investment and Savings Plan, along with other employee benefits which
include unemployment and social security costs, were approximately $4,456,000 during 2004. This
allocation is included in the reimbursement to HLA described in Note 3.

Eligible registered representatives of the Company are able to participate in the Woodbury Financial
Services, Inc. General Agents’ and Writing Agents’ Deferred Compensation Plan (the “Plan”). The
Plan was established effective January 1, 1999, and, as a nonqualified plan, is not subject to the
Employee Retirement Income Security Act of 1974. Under the Plan, the Company makes contributions

. on behalf of eligible registered representatives based upon production levels, which vest over a period

of years if future minimum production requirements are met. These contributions are expensed by the
Company over the period estimated to approximate the vesting schedule. The contributions are directed
to a variety of mutual fund investment options chosen by the eligible participants, and these
investments are held by the Company until they are ultimately paid to the participants. Changes in the
market value of the investment will increase or reduce the amount of payment to the plan participants
and are recognized by the Company in the year which the market value change occurs. At

December 31, 2004, the Company had $6,445,844 recorded as agent deferred compensation liability
related to this Plan since its inception. The fair value of assets held by the Company at December 31,
2004, was $8,061,110, and investment income related to these assets was $32,898 and unrealized and
realized gains were $797,247 during 2004. The difference between the liability and asset results from
timing of the vesting of the deferred compensation. The Company contributed approximately
$1,933,000 to the Plan and expensed approximately $1,673,000 during 2004.

NET CAPITAL REQUIREMENTS

The Company, as a registered broker/dealer in securities, is subject to the Securities and Exchange
Commission’s (the “Commission”) Uniform Net Capital Rule (Rule 15¢3-1) which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital,
both as defined under such provisions, shall not exceed 15 to 1. In addition, the Company may be
prohibited from expanding its business or paying cash dividends if its ratio of aggregate indebtedness to
net capital is greater than 10 to 1. At December 31, 2004, the Company’s net capital of $18,910,660
was $17,309,806 in excess of the required net capital of $1,600,854. The Company’s ratio of aggregate
indebtedness to net capital was 1.27 to 1.



RESERVE REQUIREMENTS

The Company does not carry any customer accounts and is exernpt from Securities and Exchange
Rule 15¢3-3 under paragraph k(2)(1).

INCOME TAXES

The Company is included in the consolidated U.S. federal income tax return filed by The Hartford. The
Company will remit to (receive from) The Hartford an income tax provision (benefit) computed as if
the Company filed a separate federal income tax return in accordance with the formal tax-sharing
agreement between The Hartford and its subsidiaries.

The Company accounts for income taxes using the asset and liability method. Under this method,
deferred income tax assets and liabilities are established for the “temporary differences” between
amounts of assets and liabilities for reporting purposes and such amounts measured by tax laws and
regulations. The Company’s temporary differences relate primarily to goodwill which is being
amortized over 15 years for tax purposes, but which has been fully written off for book purposes.

Income tax benefit for the years ended December 31, 2004, consists of the following:

Federal:
Current $ 12,017,498
Deferred (11,986,752)
Income tax benefit $ 30,746

Significant components of the Company’s net deferred tax asset as of December 31, 2004, result from
differences between tax basis and book basis of items such as goodwill and deferred compensation. The
Company has not recorded a valuation allowance for its deferred tax assets because management
believes that it expects to realize the benefits of the assets through its tax-sharing agreement with The
Hartford. ‘

CONTINGENT LIABILITIES

The Company and its subsidiaries are defendants in various lawsuits incidental to their business.
Pursuant to the Stock Purchase Agreement entered into between Fortis, Inc. and HLA dated January 25,
2001, Fortis, Inc. agreed to indemmify The Hartford for liabilities arising from acts that occurred prior
to The Hartford’s purchase of the Company. Since Fortis, Inc. has agreed to manage the individual
lawsuits as well as directly pay any associated settlements, management of the Company has not
established an accrual for the potential liability in the financial statements. In the opinion of
management, any liability resulting from such proceedings and any other litigation subsequent to The
Hartford’s purchase of the Company would not have a material adverse effect on the Company’s
financial position or results of operations.

¥ % ok *x k *k
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WOODBURY FINANCIAL SERVICES, INC. AND SUBSIDIARIES

COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1
UNDER THE SECURITIES EXCHANGE ACT OF 1934
DECEMBER 31, 2004

TOTAL STOCKHOLDER’S EQUITY

DEDUCTIONS AND/OR CHARGES:
Nonallowable assets:

Accounts receivable:
Affiliated companies
Unaffiliated companies
Affiliated mutual funds

Deferred tax asset

Other assets

NET CAPITAL BEFORE HAIRCUTS ON SECURITIES

HAIRCUTS ON SECURITIES

NET CAPITAL

MINIMUM CAPITAL REQUIRED (the greater of
$250,000 or 6-2/3% of aggregate indebtedness)

EXCESS NET CAPITAL

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL .

: AGGREGATE INDEBTEDNESS—

Total liabilities from the statement of financial condition

Reconciliation with Company’s computation (included in Part II of Form X-17A-5
as of December 31, 2004)
Net capital—as reported in Company’s Part II (unaudrted) FOCUS report
Audit adjustment—income tax accrual

Net caprtal—per above

Aggregate indebtedness—as reported in Company’s Part 11 (unaudrted)
FOCUS report

Audit adjustment—income tax accrual

Aggregate indebtedness—per above

-11-

$144,061,594

6,124,912
1,772,582
220,000
113,973,584

1,123,302

123,214,380

20,847,214

1,936,554

- 18,910,660

1,600,854

5 17.309.806

127101

§ 19,595,744
(685,084)

$ 23,327,728
685,084

5 24,012,812
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February 28, 2005

Board of Directors and Stockholder
Woodbury Financial Services, Inc.

In planning and performing our audit of the consolidated financial statements of Woodbury Financial
Services, Inc. and Subsidiaries (the “Company”) for the year ended December 31, 2004 (on which we issued
our report dated February 28, 2005), we considered its internal control in order to determine our audijting
procedures for the purpose of expressing our opinion on the consolidated financial statements and not to
provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company that we considered relevant to the objectives stated in Rule 17a-5(g): (1) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and (2) for determining
compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures
followed by the Company in making quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13 or in complying with the
requirements for prompt payment for securities under Section 8 of Regulation T of the Board of Governors
of the Federal Reserve System, because the Company does not carry security accounts for customers or
perform custodial functions relating to customer securities. '

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of internal control
and of the practices and procedures, and to assess whether those practices and procedures can be expected to
achieve the Security and Exchange Commission’s (the “Commission’) above-mentioned objectives. Two of
the objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized acquisition, use, or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with accounting principles generally accepted in the United States of America. Rule -
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control or of such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practices or
procedures may deteriorate.

Member of
Deloitte Touche Tohmatsu



Board of Directors and Stockholder
February 28, 2005
Page 2

Our consideration of the Company’s internal control would not necessarily disclose all matters in the

- Company’s internal control that might be material weaknesses under standards established by the American

Institute of Certified Public Accountants. A material weakness is a condition in which the design or operation
of one or more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving the Company’s
internal control and its operation, including control activities for safeguarding securities, that we consider to
be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second ‘
paragraph of this report are considered by the Commission to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2004, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, and other regulatory agencies that rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to
be and should not be used by anyone other than these specified parties.

Yours truly,

W’”Jw—égzccﬂ




