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Assurant Specialty Property businesses

are leading providers of creditor-placed homeowners
insurance, collateral protection programs, renters
insurance and related outsourcing services. They develop,
underwrite, market and administer specialty property
and personal lines of insurance through collaborative
relationships with leading home mortgage companies,
manufactured home builders and dealers, auto finance
companies, property management companies and
managing general agents.

5$379.2 Mitlion

Assurant Specialty Property

Assurant Health specializes in meeting the
health insurance needs of individuals and small
business owners. Primary products include individual
medical, small group, short-term and student health
insurance products, consumer-choice products such as
Health Savings Accounts and Health Reimbursement
Arrangements, as well as non-insurance products.

$151.7 Million

highlights

Assurant Health

1-Exchudes Corporate and Other segment, net realized gains {or lusses) on investments and other non-recurring andfor infrcquunl items.




highlights by business

Assurant Employee Benefits specializes in
quality employee benefits and services for small and
mid-sized employers, including long-term and short-term
disability, life and accidental death and dismemberment
insurance, dental coverage, and disability reinsurance
management services. Assurant Employee Benefits also
offers voluntary (employee-paid) disability, life and
dental plans.

587.0 million

Assurant Employee Benefits

NET OPERATING INCOME BY BUSINESS®
U.5. Dollars in Millions | Year Ended 12.31.07

Assurant Solutions businesses develap,
underwrite and market specialty insurance, extended
service contracts and other risk management solutions
in coltaborative relationships with leading financial
institutions, retailers, automobile dealers, utilities,
funeral homes and other entities. Principal lines of
business include debt protection administration, credit
insurance, preneed life insurance, and warranties and
extended service contracts on appliances, consumer
electronics, automobiles, recreational vehicles and boats.

$143.9 Million

Assurant Solutions
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Assurant is a premier provider of specialized insurance

products and related services in North America and selected
ather international markets. The four key businesses—Assurant
Solutions; Assurant Specialty Properly; Assurant Health; and
Assurant Employee Benefits —have partnered with clients who are
leaders in their industries and have built leadership positions in

a number of specialty insurance market segments in the U.S.

and selected international markets. The Assurant business units
provide debt protection administration; credit-related insurance;
warranties and service contracts; pre-funded funeral insurance;
creditor-placed homeowners insurance; manufactured housing
homepwners insurance; individual health and small emptoyer
group health insurance; group dental insurance; group disability
insurance; and group life insurance, Assurant, a Fortune 500
company and a member of the S&P 500, is traded on the New York
Stock Exchange under the symbol AlZ, Assurant has more than

$25 billion in assets and $7 billion in annual revenue. Assurant has
more than 13,000 employees worldwide and is headquartered in
New York's financialt district. www.assurant.com




L.5. Dollars in Milliens 07 06 % CHANGE
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TOTAL REVENUE $8,454 $8,071 5
NET EARNED PREMIUMS 7,408 6,844 8
i NET INVESTMENT INCOME 799 737 8
| ove rV]eW NET OPERATING INCOME! 694 603 15
' SHAREHOLDERS' EQUITY* 4,035 3,745 8

1~Assurant uses net operating income (a non-GAAP financial measure} as an impertant measure of the company’s
i operating performance. Net operating income equals net income excluding net realized gains (or losses) on
investments and other non-recurring and/or infrequent iterns.

2~Excluding accumulated other comprehensive income (AOCI). Recelved SE C
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Our proven model comprises
businesses that are characterized by
cyclically diverse and uncorrelated
risks but share core strengths inherent
in our specialty strategy.

Highly Disciplined Risk Management

The cornerstone of Assurant’s capabilities, disciplined
risk managernent is used within each specialty business
to identify, cultivate and execute targeted growth
opportunities over the long term, Assurant actively
monitors and manages each facet of its business to
ensure pricing, underwriting, contract design and other
key elements are appropriate to local market conditions.
Assurant alse maintains a catastrophic reinsurance
program in its Specialty Property business to mitigate
catastrophe risks and protect the capital base of

the company.

Strong Relationships with Market Leaders
Assurant’s ability to align with market teaders in each
specialty business is an essential element of its focus on
m 0 ld ed fo r Su Ccess long-term profitable growth. This strategy positions Assurant
well, especially in markets that are consolidating, to
leverage these relationships and achieve greater market
share. Assurant partners with six of the largest 10
consumer electrenics and appliance retailers, is aligned
with 17 of the top 25 prime loan servicers and 14 of the
top 25 subprime loan servicers. Exclusive agreements
with industry leaders in other business segments enable
Assurant to make its products widely available through
partners’ well-established distribution networks.

Integrating Complex Administrative Systems
Assurant is committed to providing tailored, customer-
centric preducts and services to clients in a timely and
efficient manner. Proprietary and advanced tracking
technologies allows Assurant to provide the right solution
at the right time. Because the company is known for its
expertise in this area, Assurant has become the virtual
"back office” for many of its partners. in addition,
Assurant'’s technological know-how is scalable and
transferable—allowing successful "best practice”
strategies to be shared across Assurant and around

the world, applied to other business segments, and
customized and implemented at the local level.

Assurant Annual Report S




In 2007, Assurant Employee Benefits began to see the early returns of its focus on
addressing the needs of smaller employers (those with fewer than 500 employees).
The business continued executing on its strategy and worked diligently to make

doing business with Assurant easy for brokers and customers. Coverage options were
added that address the needs of smaller businesses. The business expanded its dental
network—providing more choice to its customers—and continued to forge relationships
with broker partners who emphasize the small employer market.

channeled fo

The realignment of Assurant Employee Benefits to focus
on the small business market and capture the emerging
growth opportunities was one of the first steps along the
way to impiementing its long-term strategy. The business
model and targeted product offering are built to address
the critical needs of small businesses—even in changing
market conditions. Macroeconomic factors played a

role in the business results for the year. New claims and
unemployment were down, and the business was successful
in helping more claimants return to the workplace. In the
event of a broader economic slowdown—as was evidenced
in 2007—employers with fewer than 500 employees tend
to have more favorable risk characteristics than larger
companies. Moreover, because smaller companies employ
about half of the private sector workforce in the United
States, Assurant Employee Benefits believes the approach
is sound and the outlook for continued growth is promising.
The business will continue to execute on the specialty
strategy and build strong relationships that will help
deliver the desired results.

A look at 2007 performance shows that the strategy is
working. New case sales in the business's targeted growth
market were up 25% overall compared to the prior year.
Enhancing the business's performance is the strength
found in its expanded Dental PPO network—which now
ranks as one of the largest in the country thanks to the
network access agreement launched with Aetna in January
2007. The growth in the network over the past year has
helped to improve Assurant’s success rate in winning

new business.

The business was also successful in growing its sales force
in 2007, a sates force that has been trained to specifically
understand "all the ins and outs” of its local markets as
well as the unique needs of small employers. In addition
to fielding a larger dedicated sales force, Assurant’s

“life experience hire" strategy—initiated two years prior—
began to reap benefits in 2007. By identifying individuals
with a passion 1o learn and excel, the business was able
to recruit and retain people that draw on their broader
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life experience, skills and interests. In both philosopﬁy
and execution, this strategy places an emphasis on
training, coaching and mentoring. The program has a
dual goal of sharing successful sales tactics while actively
nurturing both professional and personat development.
The new sales approach also extends to customer-facing
interactions, as Assurant sales personnel now take a more
customized, consultative approach. |

Thanks to customer-focused product development and
administrative innovation, Assurant can offer a wider
range of coverage options and plan features than are:
typically offered to small business owners and can make
employee benefits easier by minimizing the administrative
burden. These initiatives reflect and reinforce an over-
arching strategic and operational objective: to become
the carrier of choice for brokers and small businesses by
making it easier for them to do business with Assurant.

Assurant Annual Report 7
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Like water that is befng brought to a boil, Assurant ‘
Solutions’ long-term growth strategy is being realized
steadily over time. The priorities for 2007 were uncHanged
from the previous year, and the business continued ﬂo
diligently advance them: investing for growth, leverjaging
successful products and services across markets, capit%alizing
on targeted acquisition opportunities and implementing
with energy, passion and excellence. The impact of
slowing economic growth in the retail sector presented
challenges for the market as a whole during the year.
However, these developments and expected runoffs|

in other noncore businesses did not distract Assurant
Solutions from its strategic priorities. !

Assurant Solutions delivered solid top-line growth in

2007, with a 10% increase in net earned premiums over
the prior year. These results were driven primarily by
domestic and international extended service contracts.
Expansion through targeted, strategic acquisition
broadened reach and improved competitive positioning
for the long term, In 2007, Assurant acquired Swansu.i:re
and Centrepoint in the United Kingdom; the combination
expands distribution in the UK for the business’s mortgage
payment protection products. The business also completed
its acquisition of Mayflower National Life Insurancé
Company and extended its exclusive preneed distribution

J
|
|

In 2007, Assurant Solutions continued

to pursue its targeted growth areas:
international expansion, extended service
contracts and preneed. Highly focused
acquisitions, the extension of an exclusive
distribution partnership and disciplined
execution highlighted our activities.

agreement with Service Corporation International (SCI)—
a key strategic partner through which the business’s
prefunded funeral plans are distributed.

The strength of the Assurant business model is most
revealed in trying economic times. Argentina offers a
prime example of the benefits of long-term focus and

a patient, persistent approach. In 2002, as the country
grappled with an economic and currency crisis, many of
Assurant's competitors left the market while Assurant
rode out the storm. By delivering flexible, customized
solutions that help build the value of clients’ businesses,
Assurant was able to create solid, long-term partnerships
with market leaders. By 2007, five years after the crisis,
Assurant had captured 65% of the extended service contract
market and had established relationships with the leading
private banks for its credit insurance products. With its
infrastructure firmly in place, Assurant is well positioned
for long-term profitable growth in Latin and South
America beyond 2007.

The core elements that make Assurant as a whole a
compelling investment are found within Assurant Solutions.
Disciplined risk management, focused expertise and
detailed execution of the strategy allow Solutions to create
value for sharehelders, customers and employees over the
long term.

Assurant Annual Report 9
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| in 2007, Assurant Specialty Property
leveraged its leading market position in
creditor-placed homeowners insurance
and a mild hurricane season to deliver
strong return on equity, 57% year-over-
year growth in net operating income and
39% growth in net earned premiums.

Entering 2007, Assurant Specialty Property looked to
continue riding the wave of positive momentum the
business had generated in prior years. Although market
conditions remained fluid and dynamic, the investments
the business had made to differentiate itself from its
competitors—in people, processes and advanced toan
tracking technology-—combined with its customer-centric
focus, proved to be effective differentiators again in 2007.
Leading the way was the creditor-placed homeowners
business. Growth in the product was driven {argely by an
increase in total average insured values and an increase
in policy penetration rates. As lenders sought additional
policy coverage from Assurant, the business was able

to meet evolving client needs with timely and customized
solutions. The cumulative effect of these market forces
and an unusually mild hurricane season resulted in
considerable growth in our top and bottom lines.

Behind the scenes, the business continued to take
additional steps to generate future growth by leveraging
its unique capabilities and extending them to logical,
adjacent market opportunities. Assurant now actively
tracks more than 30 million mortgage loans for adequate
insurance coverage every day. The business will continue
to apply administrative and technological advantages to
emerging market segments such as creditor-placed auto,
renters and equipment leasing. By maintaining a diverse
spread of risk, a strong balance sheet and close alignment
with industry leaders, the business is executing on its
specialty strategy today and is well equipped to deliver
continued growth over the long term.

The business also demonstrated its commitment to service
excellence during the tragic wildfires that impacted
Southern California residents in late 2007, Equipped with
satellite communication and processing technology, the
Assurant Catastrophe Team and its rapid response unit
were mobilized immediately to the area, and the business
was able to adjust and settle over 90% of its dwelling,
fire and homeowners claims within the first 30 days. Of
all the achievements in 2007, the business is most proud
of being there for its clients’ customers when they were

' most needed.

Assurant Annual Report 11




In an increasingly competitive market environment, Assurant Health took proactive
steps in 2007 to ensure the business is well positioned to achieve long-term growth.
The business continued to introduce product innovations that address emerging
customer needs, as well as process efficiencies that help agents respond to their
clients with timely, targeted solutions. The business is focused on creating preference
with agent partners by making it easier than ever to do business with Assurant Health.

prepare

The essential elements for Assurant Health’s long-term
growth strategy can be found in its enduring relationships
and everyday transactions with agents throughout the
United States. The first priority is to identify, meet and
support their needs and give them the tools they need to
be successful in a competitive marketplace. For Assurant
Health, this requires a commitment to continuous innovation
to keep agents ahead of the curve with industry-leading
products, processes and personal service,

With more than 115 years of service, the business is
fortunate to be able to draw on a large reservoir of
experience and expertise to address the challenges and
opportunities of the current marketplace. In addition, the
business’s broad product mix, strong distribution network
and in-depth understanding of risk management offer a
solid foundation for growth.

Today more than ever, prompt, responsible application
decisions are critical for agents and their clients. No one
wants to be waiting days or weeks for an answer about
coverage. As Advantage Agent demonstrated in 2006, the
streamlining of the application process allowed agents
to be more responsive to their customers, which in turn
helped to build the agents’ businesses. This agent and
customer-centric focus allowed the business to take

another step forward in 2007 with the introduction of
ExpressYes!™, which offered even more rapid issue of
insurance cards and coverage to gqualified individuals,
Leveraging core capabilities in technology, administration
and data management, this latest innovation offers an
additional and unique turnaround time advantage to
agents. By focusing on making it easier, faster and more
convenient to do business with Assurant, the business

is helping agents gain a competitive advantage while
protecting customers from unforeseen illness and injury.

As the healthcare market continues to evolve, Assurant
is continuing to take a leadership role at the state and
federal level to ensure affordability and accessibility—
proactively engaging key audiences, listening to
customers and working on new solutions with agents
and advocacy groups. Current market dynamics and
forecasted trends continue to show Individual Medical
as an attractive long-term growth opportunity: the U.S.
population is aging and living longer; small employers
are dropping health coverage to a greater extent; and
baby boomers are exiting the workforce and considering
early retirement. With a focus on disciplined execution,
Assurant has the expertise, tools and people to serve the
healthcare market efficiently and effectively for many
years to come.
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dear shareholders: A test of strength. !
In many ways, 2007 was exactly that f(:)r
Assurant—a test of our core and enduring
strengths: our business model, our long-
term growth strategies and the talent,‘
depth and breadth of our Assurant teal‘m.
QOur people responded—and it showed in
the results they generated. Despite a |
slowing economy, we were able to del%ver
15% growth in net operating income al:wd
an increase of 8% in net earned premil.;lms,
while maintaining top-quartile ROEs. 'I;his
performance demonstrates the durability
of our diversified specialty insurance |
strategy. it reaffirms our approach of
pursuing targeted growth areas for
Assurant products. And it underscores the
exceptional skill sets of extraordinary!
people throughout our organization wrllo
execute these strategies every day |
with excellence, ‘

|

r

|

Letter to Shareholders

2007: Sustained Focus. Continued Performance.

In a year that saw numerous twists and turns—~like a
river winding its way through changing terrain—one thing
remained constant: Assurant’s unwavering commitment
and continued execution of our diversified specialty
insurance strategy. We remain focused on pursuing
targeted opportunities that will deliver profitable grawth
and increase shareholder value over the long term. While
we believe our ongoing disciplined approach is a key
reason Assurant is well positioned to achieve future
growth, it also has delivered results for our shareholders
in the near term. Amid initial signs of a slowdown in the
economy, net operating income was up 15% over the past
year, rising from $602.7 million (54.68 per diluted share)
to $694.2 million ($5.72 per diluted share). At the same
time, net earned premiums climbed 8% year over year,
to $7.41 billion from $6.84 billion in 2006. Assurant also
earned its highest-ever operating return on equity as a
public company, 17.8%, which again places us in the top
quartite of ROE performance in the industry, Our book
value per share also rose to an all-time high of $33.73

in 2007 from $29.97 in 2006—a 13% increase. By almost
any measure, Assurant enjoyed solid financial performance
in 2007.

Of course, many hands are responsible for producing
these results. In particular, | would like to take a moment
to acknowledge the remarkable contributions of Kerry
Clayton, who served as interim CEO during the latter part
of 2007. Because of his extraordinary leadership and the
strength of the cohesive, tenured management team he
helped assemble, we never missed a beat, The benefits of
building cur depth of management talent and cultivating
the potential of our people have never been more timely
or apparent. On behalf of our employees, customers and
shareholders, | thank Kerry for his generous and tireless
service to Assurant. We all wish him the best for a happy
and healthy retirement. | also would be remiss if | didn’t
mention the thousands of other Assurant employees that

Assurant Annual Report 15



The mix of our businesses and their contributions toward net operating income

will change over time—it is an expected characteristic and a unique strength

of our diversified strategy. The effectiveness of our model is reflected in the

year-over-year growth of Assurant as a whole, which has experienced 26%

compound annual growth rate in net operating income since 2004.

answered the call over the past year. Their responsiveness
and achievements amidst difficult circumstances are a
testament to the strength and leadership we have
throughout the organization—from the management
committee to the business segment leadership to the
sales and service professionals all around the world. With
sincere gratitude and great pride, | thank all of you for
everything you do for Assurant. As we approach 2008 and
the years to come, | have no doubt that the people of
Assurant will continue to be a vital strategic asset—adding
value, applying expertise and building relationships every
step of the way.

Staying on Strategy. Executing on Opportunities.

Closer examination of our results reveals some of the key
reasons for our success. We always are looking for areas
where we can apply and leverage our core capabilities

to achieve competitive advantage: our risk management
expertise, strategic relationships with market leaders and
the integration of complex administrative systems. As
such, our diverse specialty businesses continue to identify
and focus on long-term, profitable growth opportunities
within each business unit. In Assurant Specialty Property,
creditor-placed homeowners insurance was a primary
driver in the business’s $379.2 million contribution toward
Assurant's net operating income in 2007, We anticipate
this product, along with logical extensions in markets
such as creditor-placed auto insurance and renters,

will continue to offer attractive growth potential. For
Assurant Solutions, which produced $143.9 million of

net operating income, extended service contracts,
international expansion and preneed insurance continue
to be compelling growth opportunities. Assurant Health
delivered $151.7 million of net operating income in

2007, fueled by our concentration on individual medical,
while Assurant Employee Benefits posted $87.0 million

in net operating income, driven by increased traction

in the small case (fewer than 500 lives) employee
benefits market. Moving forward, Assurant will need to
continue executing on these opportunities and identifying

additional, profitable growth platforms that fit within
our specialty strategy. Each business can point to

significant accomplishments, progress and potential in
2007—in spite of some challenging market conditions.

Assurant Specialty Property

Assurant Specialty Property had a phenomenal year

on both the top and bottom lines, delivering record

net earned premiums and excellent profitability.

As previously mentioned, net operating income was
$379.2 million—up a remarkable 57%. Investment
income for the business also increased 35% year over
year. These results were driven primarily by continued
organic growth in creditor-placed homeowners
insurance. Overall, the business experienced a 39%
increase in net earned premiums to $1.68 billion for
the year. In addition to excellent growth in creditor-
placed homeowners insurance, Specialty Property also
benefited from exceptionally mild weather, excellent
combined ratios and our ability to leverage the benefits
of scale—enhanced by the acquisition of Safeco FI5,
which we completed in 2006. We also saw an increase
in the average insured value per property and improved
penetration rates in our subprime loan portfolios. By
winning new subprime loan business over the course of
the year, we helped to offset 630,000 loans lost through
industry consolidation. Qur catastrophe losses from

the California wildfires totaled $22.2 million after tax,
net of reinsurance.

For Assurant Specialty Property, the challenge in 2008 will
be maintaining momentum. We have reason to believe we
will continue to be successful. We have built a leadership
position in the creditor-placed homeowners market and
have grown our portfolio of loans tracked from 22 million
in 2004 to over 30 million in 2007. We are aligned with
market leaders, which should enable us to benefit from
potential future consolidations in the industry. Moreover,
our geographic spread of risk has remained favorable, and
we will continue to manage our position actively.
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Operations More than Five Years Old

. Operations Less than Five Years Old

Assurant Solutions continued to focus on international expansion in 200
Countries of operation include Argentina, Brazil, Canada, China, Denmark
Germany, Ireland, ltalv. Mexico, Spai ited Kiped jited S




Assurant Solutions

Assurant Solutions took important strategic steps andi
made considerable progress in pursuit of its targeted‘
growth areas in 2007—international, extended service
contracts and preneed. Net earned premiums rase 7% to
$2.53 billion. Gross written premiums increased 22% year
over year for international and service contracts gair:led
16%. These advancements are being driven by continued
growth in our domestic and international service contract
business. In 2007, Solutions’ net operating income wés
down 9% from the prior year to 5143.9 million, resultling
in part from the loss of a debt deferment client and |
higher domestic and international combined ratios. ‘r

We continue to extend our proven business model to;
pursue long-term profitable growth opportunities in ?elect
markets internationally. In 2007, Solutions executed Ithree
fold-in acquisitions that support and advance our long-
term growth strategy. Two of the acquisitions—Swanéure
Group and Centrepoint Insurance—were made in theI

UK to expand our distribution and geographic footprint,
to further our niche play of selling credit insurance
threugh mortgage intermediaries and to build scale ftlar our
administrative servicing platform. In the United Stati';'s,
we completed our acquisition of Mayflower and extended
our exclusive partnership with Service Corporation
International through 2013, which greatly enhances the
prospects for our prefunded funeral insurance busingss.
We are also encouraged by what we see as continued
growth in warrantable goods in new specialty niches'such

. | .
as motorcycles, RV, powersports and wireless electronics.

Assurant Health I

In a very competitive marketplace, Assurant Health :
sharpened its focus in 2007 to concentrate on individual
medical—our targeted growth driver for the business,
which saw a 7% increase in sales and a 6% rise in net

earned premiums. Net operating income for Health '

Letter to Shareholders

was down 10% from 2006 to $151.7 million, and net
earned premiums were down 2% to 52.05 billion, largely
because of a decline in small group insurance. However,
we continue to deliver strong ROEs (36.7%) and maintain
excellent combined ratios (92% for 2007, an increase

of 60 basis points compared to 2006). As the health
insurance market continues to evolve toward a more
consumer-driven environment, we are well positioned
to compete long term based on our deep knowledge

of the healthcare marketplace and by leveraging our
advanced technology platforms.

Advantage Agent is a great example of Assurant Health's
ability to adapt, respond and deliver to meet the needs
of an evolving marketplace. Being able to provide a
comprehensive portfolio of individual products and timely
answers at the fingertips of our agent partners helps to
create preference for the Assurant offering. By continuing
to nurture our relationships and reach customers through
a variety of distribution channels, we are confident of,
and committed to, profitable growth over the long term,

Assurant Employee Benefits

Assurant Employee Benefits made a solid contribution

to profits in 2007, producing $87 million in net operating
income--an increase of 4% over the prior year. These
encouraging results were driven largely by favorable
overall loss experience, with especially strong performance
in group disability. For the year, net earned premiums
decreased 3% to 51.14 billion, due mainly to the continued
execution of our small case strategy and adherence to our
pricing discipline. In cases fewer than 500 lives—Assurant
Employee Benefits’ targeted growth area—we generated
positive sales momentum during the year, achieving a

25% increase in the number of cases sold, including a 44%
increase in dental. The agreement we launched last year
with Aetna, tapping into their broad national dental PPO
network, contributed significantly to our growth in dental
and improved our success rate in winning new business,

Assurant Annual Report 19



| with our disciplined approach to capital management, we made acquisitions

| Since Assurant went public in 2004, our dividend per share has increased 71%.
I In 2007, strong operating performance and the Mayflower consolidation
| allowed our subsidiaries to dividend more than $400 million. In keeping

totaling approximately $200 million, increased our quarterly dividend, and
repurchased 5.7 million shares for $313 million.

We believe the small businesses we have chosen to

focus on have more favorable risk characteristics than do
larger employers, especially in these times of economic
uncertainty. With every passing quarter, we're gaining
more traction in the marketplace. With our sales force
now completely aligned around the small case strategy
and our attractive, growing portfolio of tailored products
for small business, we’re optimistic that we’ll see net
earned premium growth during the coming year.

Delivering “the Next”

We've accomplished a great deal since our initial public
offering in 2004, We've grown our revenues by more than
$1 billion and increased our operating earnings per share,
operating return on equity and book value per share
each year. In keeping with our commitment to improve
transparency and provide investors better insight into our
businesses, we have expanded our statistical supplement
several times, have held three investor days and, in
2007, our first investor workshop at Assurant Specialty
Property’s facility in Springfield, Ohio. These all are
noteworthy achievements, but what has made Assurant
great, and will continue to drive our success, is that we
are already focused on "the next.” The next platform

for targeted growth that will build shareholder value for
the long term...the next product that will leverage our
core competencies in a specialty niche...the next market
where we can apply our expertise and disciplined risk
management. Like a powerful river, Assurant is always
moving forward—the strength of the current helping to
shape and create the strength of the future. On behalf
of Assurant’s 13,000 employees worldwide, thank you for
your continued support.

Sincerely,
NN\ AN

Robert B. Pollock
President and Chief Executive Officer
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FORWARD-LOOKING STATEMENTS

Some of the statements under “Business,” “Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” and elsewhere in this report may contain forward-looking statements which reflects
our current views with respect to, among other things, future events and financial performance. You can identify
these forward-looking statements by the use of forward-locking words such as “outlook,” “believes,” “expects,”
*potential,” “continues,” *may,” “will,” “should,” “seeks,” “approximately,” “predicts,” “intends,” “plans,”
“estimates,” “anticipates” or the negative version of those words or other comparable words. Any forward-
locking statements contained in this report are based upon our historical performance and on current plans,
estimates and expectations. The inclusion of this forward-looking information should not be regarded as a
representation by us or any other person that the future plans, estimates or expectations contemplated by us will
be achieved. Such forward-looking statements are subject to various risks and uncertainties. Accordingly, there
are or will be important factors that could cause our actual results to differ materially from those indicated in this
report. We believe that these factors include but are not limited to those described under the subsection entitled
“Risk Factors™ in “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
These factors should not be construed as exhaustive and should be read in conjunction with the other cautionary
statements that are included in this report. We undertake no obligation to publicly update or review any forward-
looking statement, whether as a result of new information, future developments or otherwise.

LIS M o, ” s "o " ae

If one or more of these or other risks or uncertainties materialize, or if our underlying assumptions prove to
be incorrect, actual results may vary materially from what we projected. Any forward-looking statements you
read in this report reflect our current views with respect to future events and are subject to these and other risks,
uncertainties and assumptions relating to our operations, results of operations, financial condition, growth
strategy and liquidity.




PART1
Item 1. Business
Legal Organization

Assurant, Inc. (“Assurant” or “the Company”) is a Delaware corporation, formed in connection with the
Initial Public Offering (“IPO™) of its common stock, which began trading on the New York Stock Exchange
("NYSE"”) on February 5, 2004. Prior to the IPO, Fortis, Inc., a Nevada corporation, had formed Assurant and
merged into it on February 4, 2004. The merger was executed in order to redomesticate Fortis, Inc. from Nevada
to Delaware and to change its name. As a result of the merger, Assurant is the successor to the business
operations and obligations of Fortis, Inc.

Prior to the PO, 100% of the outstanding common stock of Fortis, Inc. was owned indirectly by Fortis
N.V., a public company with limited liability incorporated as naamloze vennootschap under Dutch law, and
Fortis SA/ NV, a public company with limited liability incorporated as société anonyme/naamloze vennootschap
under Belgian law.

On January 21, 2005, Fortis owned approximately 36% (50,199,130 shares) of the Company based on the
number of shares outstanding on that day and sold 27,200,000 of those shares in a secondary offering to the
public. The Company did not receive any of the proceeds from the sale of common stock by Fortis. Fortis
concurrently sold exchangeable bonds, due January 26, 2008, that were mandatorily exchangeable for up to
22,999,116 of the shares of Assurant that continued to be held by Fortis.

On January 28, 2008, Fortis distributed 18,851,690 shares of Assurant common stock to the holders of the
mandatorily exchangeable bonds. The shares of the Company’s common stock distributed to such holders were
not registered at the time Fortis sold the exchangeable bonds but became freely transferable by such holders upon
distribution. Following this transaction, Fortis owned 4,147,440, or 3.5% of Assurant’s shares outstanding.

[T

In this report, references to the “Company,” “Assurant,” “we,” “us” or “our” refer to (1) Fortis, Inc. and its
subsidiaries, and (2) Assurant, Inc. and its subsidiaries after the consummation of the merger described above.
References to “Fortis” refer collectively to Fortis N.V. and Fortis SA/ NV. References to our “separation” from
Fortis refer to the fact that Fortis reduced its ownership of our common stock in connection with the secondary
offering.

Amounts are presented in United States of America (“U.S.") dollars and all amounts are in thousands,
except number of shares, per share amounts, registered holders, number of employees and beneficial owners.

Business Organization

Assurant’s mission is to be the premier provider of specialized insurance products and related services in
North America and selected international markets. To achieve this mission, we focus on the following areas:

+ Building and maintaining a portfolio of diverse, specialty insurance businesses

* Leveraging a set of core capabilities—managing risk; managing relationships with large distribution
partners; and integrating complex administrative systems—for competitive advantage

* Managing targeted growth initiatives
+ Identifying and adapting to evolving market needs

* Centralizing certain key functions in the Corporate segment to achieve economies of scale
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Building and maintaining a portfolio of diverse, specialty insurance businesses—We currently are made up
of four operaling segments, Assurant Solutions, Assurant Specialty Property, Assurant Health and Assurant
Employee Benefits, each focused on serving specific segments of the insurance market. We believe that the
uncorrelated nature of the risks in our businesses allows us 10 maintain a greater level of financial stability since
our businesses will likely not be affected in the same way by the same economic and operating trends.

Leveraging a set of core capabilities for competitive advantage—We pursue a differentiated strategy of
building leading positions in specialized market segments for insurance products and related services in North
America and selected international markets. These markets are generally complex, have a relatively limited
number of competitors and, we believe, offer attractive long-term profitable growth opportunities. In these
markets, we leverage the experience of our management team and apply our core capabilities for competitive
advantage—managing risk; managing relationships with large distribution partners; and integrating complex
administrative systems. These core capabilities represent areas of expertise which are evident within each of our
businesses. We seek to generate insurance industry top-quartile returns by building on specialized market
knowledge, well-established distribution relationships and economies of scale. As a result of our strategy, we are
a leader in many of our chosen markets and products.

Managing targeted growth initiatives—Our approach to mergers, acquisitions and other growth
opportunities reflects our prudent and disciplined approach to managing our business. We make decisions based
on strict guidelines ensuring that any new business will support our business model. We have established
perfermance goals related to short-term incentive compensation for senior management based on those and other
initiatives.

Identifying and adapting to evolving market needs—Assurant’s businesses adapt quickly to changing market
conditions by tailoring product and service offerings to specific client and customer needs. This flexibility was
developed, in part, as a result of our entrepreneurial culture and the encouragement of management autonomy at
each operating segment. By understanding the dynamics of our core markets, we design innovative products and
services and seek to sustain long-term profitable growth and market leading positions.

Centralizing certain key functions in the Corporate segment to achieve economies of scale—At the
Corporate level, Assurant, Inc, provides strategic management and key resources for its operating segments,
inctuding asset management, employee benefits, finance, treasury, tax, accounting, legal, organizational and
leadership development, mergers and acquisitions and communications. We also provide support services in such
areas as information technology, financial and human resources systems management, enabling the operating
segments to focus on their target markets and distribution relationships while enjoying the economies of scale
realized by operating these businesses together and benefiting from being part of a larger, diversified specialty
insurance company. Our overall strategy and financial objectives are set and continuously monitored at the
corporate level to ensure that our capital resources are being properly allocated.

Competition

Assurant’s businesses focus on niche segments within broader insurance markets. While we face
competition in each of our businesses, we believe that no single competitor competes against us in all of our
business lines and the business lines in which we operate are generally characterized by a limited number of
competitors. Competition in our operating segments is based on a number of factors, including: quality of
service, product features, price, scope of distribution, financial strength ratings and name recognition. The
relative importance of these factors depends on the particular product and market. We compete for customers and
distributors with insurance companies and other financial services companies in our various businesses.

The Assurant Solutions and Assurant Specialty Property segments face competition in their product lines,
but we believe that no other company participates in all of the same lines or offers comparable comprehensive
capabilities as do these two segments. Competitors include insurance companies, financial institutions and, in the
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case of preneed life insurance regional insurers. Assurant Health’s main competitors are other health insurance
companies, Health Maintenance Organizations (“*HMOs™) and the Blue Cross/Blue Shield plans in states where
we write business. Assurant Employee Benefits” competitors include other benefit and life insurance companies,
dental managed care entities and not-for-profit dental plans.

Sepments

On April 1, 2006, the Company separated its Assurant Solutions segment into two segments: Assurant
Solutions and Assurant Specialty Property. In addition, concurrent with the creation of the new Assurant
Solutions and Assurant Specialty Property segments, the Company realigned the Preneed segment under the new
Assurant Solutions segment.

Assurant Solutions

For the Years Ended
December 31, 2007 December 31, 2006

Gross Written Premium for selected product groupings (1):

Domestic credit . ... .00ttt e $ 656,975 $ 714,791
Intemnational credit . .. .. ..o $ 833,804 $ 680,097
Domestic extended service contracts (2) .. ...t 31,828,048 $1,600,588
International extended service contracts (2) .....ovi e $ 422,669 $ 341,886
Preneed (face sales) . ... ... ... ... ... .. . ... e $ 395,790 $ 433,510
Net earned premiums and other considerations ... .................... $2,530,445 $2,371,605
Segment netincome .. ... i e $ 143,921 $ 198,893
EqQuity (3) . v ittt i e e e $1,595,083 $1,564,795

(1) Gross written premium does not necessarily translate to an equal amount of subsequent net earned
premiums since Assurant Solutions reinsures a portion of its premiums to third parties and to insurance
subsidiaries of its clients.

(2) Extended service contracts include warranty contracts for products such as personal computers, consumer
electronics and appliances.

(3) Eguity excludes accumulated other comprehensive income.

Producits and Services

Assurant Solutions targets growth in three key product areas: domestic extended service contracts (“ESC”)
and warranties; preneed life insurance sales; and international credit insurance and ESC. In addition, we offer
debt protection debt deferment services through financial institutions.

ESC and Warranties: Through partnerships with leading retailers, we underwrite and provide administrative
services for extended service contracts and warranties. These contracts provide consumers with coverage on
appliances, consumer electronics, personal computers, cellular phones, automobiles and recreational vehicles,
protecting them from certain covered losses. We pay the cost of repairing or replacing customers’ property in the
event of damages due to mechanical breakdown, accidental damage, and casualty losses such as theft, fire, and
water damage. Our strategy is to seamiessly provide a total solution to our clients that addresses all aspects of the
warranty or extended service contract, incleding program design and marketing strategy. We provide
technologically advanced administration, claims handling and customer service. We believe that we maintain a
differentiated position in the marketplace as a provider of both the required administrative infrastructure and
insurance underwriting capabilities. ‘

Preneed Life Insurance: Preneed life insurance allows individuals to prepay for a funeral in a single
payment or in multiple payments over a fixed number of years. The insurance policy proceeds are used to address
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funeral costs at death. These products are generally structured as whole life insurance policies in the U.S. and as
annuity products in Canada.

Credit Insurance: Our credit insurance programs provide our clients’ customers with products that offer
protection from life events and uncertainties that arise in purchasing and borrowing transactions thereby
providing the consumer peace of mind. Credit insurance programs generally offer consumers a convenient option
to protect a credit card balance or installment loan in the event of death, involuntary unemployment or disability
and are generally available to all consumers without the underwriting restrictions that apply to term life
insurance.

Debt Protection/Debt Deferment: The debt protection/debt deferment is a coverage offered by the lender
with respect to credit card accounts, installment loans and lines of credit. It waives or defers all or a portion of
the monthly payments, monthly interest, or the actual debt for the account holder for a covered event such as
death, disability, unempioyment and family leave. It is similar to credit life, disability and involuntary
unemployment insurance except it is not necessary to have an insurance company underwrite the program and
can include a variety of coverages.

This product is offered by our clients to their customers and is typically underwritten by the credit issuer or
funds the loan. Due to regulatory changes and the resulting shift to debt deferment products by financial
institutions, we have seen a reduction in domestic written premium generated in the credit insurance market.
Consequently, the largest credit card issuing institutions and lenders have migrated from credit insurance towards
debt protection programs. We have worked with our clients to offer alternative products such as debt deferment
and protection services. Our debt protection programs generate fee income.

Marketing and Distribution

Assurant Solutions focuses on establishing strong, tong-term distribution relationships with market leaders.
We partner with five of the top ten largest credit card companies to market our credit insurance and debt
protection programs and five of the ten largest consumer electronics and appliance retailers {based on combined
product sales) to market our warranties and extended service contracts.

Several of our distribution agreerments are exclusive. Typically these agreements have terms of one to five
years and allow us to integrate our administrative systems with those of our clients. This integration enables us to
exchange information in an almost real-time environment.

In addition to our domestic market, we operate in Canada, the United Kingdom (“U.K."), Denmark, Chile,
Germany, Spain, Italy, Argentina, Brazil, Mexico and Puerto Rico. In these markets, we primarily sell extended
service contracts and credit insurance products through agreements with financial institutions, retailers and
cellular phone companies. Although there has been shrinkage in the domestic credit insurance market, the
international markets are experiencing growth in the credit insurance business. Expertise gained in the domestic
credit insurance market has enabled us to extend our administrative infrastructure internationally. Systems,
training, computer hardware and the overall market development approach are customized to fit the particular
needs of each targeted international market.

Our preneed life insurance policies are marketed in the U.S. and Canada. In November 9, 2005 we sold our
U.S. independent distribution business to Forethought Life Insurance Company (“Forethought™) to allow us to
focus on our exclusive distribution partnership with Service Corporation International (“SCI”") and continue to
develop our other growth area; independent business in Canada. We are the sole provider through September 30,
2013 of preneed life insurance for SCI, the largest funeral provider in the U.S. based on total revenue. In Canada,
we market our prenced programs through independent and corporate funeral homes and selected third-party
general agencies. On July 1, 2007, we acquired 100% of the outstanding stock of Mayflower National Life
Insurance Company (“Mayflower™) from SCI. We subsequently merged Mayflower, a leading provider of
preneed insurance products and services, into one of our existing preneed life insurers, American Memonal Life
Insurance Company.



On July 12, 2007 we acquired 100% of the outstanding stock of Swansure Group (“Swansure”), a privately
held company in the U.K. Swansure owns D&D Homecare Limited and Adminicle Limited. D&D Homecare
Limited designs and distributes general insurance products, including mortgage payment protection and buildings
and contents insurance. Adminicle Limited provides a range of insurance administration and outsourcing
services.

In addition, on October 1, 2007 we acquired 100% of the outstanding stock of Centrepoint Insurance
Services Limited (“Centrepoint”), a privately held company in the U.X. Centrepoint is a leading insurance broker
of building and contents and mortgage payment protection insurance.

These acquisitions ptace Assurant Sclutions as a leader in the U.K. intermediary market.

Underwriting and Risk Management

We write a significant portion of our contracts on a retrospective commission basis. This allows us to adjust
commissions based on claims experience. Under this commission arrangement, as permitted by law,
compensation (o the financial institutions and other clients is predicated upon the actual losses incurred compared
to premiums earned after a specific net allowance to us. We believe that this aligns our clients’ interests with ours
and helps us to better manage risk exposure. A distinct characteristic of our credit insurance program is that the
majority of these products have relatively low exposures per incident. This is because policy size is equal to the
size of the installment loan or credit card balance. Thus, catastrophic loss severity for most of this business is low
relative to insurance companies writing more traditional lines of property insurance.

Our claims processing is automated and combines the efficiency of centralized claims handling, customer
service centers and the flexibility of field representatives. This flexibility adds savings and efficiencies to the
claims-handling process. Our claims department also provides continuous automated feedback to the
underwriting team to help with risk assessment and pricing.

We have extensive knowledge-based experience and risk management expertise in the extended service
contract and warranty areas and utilize an integrated model to address the complexities of pricing, marketing,
training, risk retention and client service.

Profitability generated through our preneed life insurance programs is generally earned from interest rate
spreads—the difference between the death benefit growth rates on underlying policies and the investment returns
generated on the assets we hold related to those policies. To manage those spreads, we monitor the movement in
new money Yyields and evaluate monthly our actual net new achievable yields among other technigues.

Assurant Specialty Property

For the Years Ended
December 31, 2007  December 31, 2006

Net Earned Premiums and Other Considerations by Major Product

Grouping:

Homeowners (creditor placed and voluntary) ..............0covnnnn.. $1,188,090 $ 753,169
Manufactured housing (creditor placed and voluntary) ................ 200,104 214,461
L0 1117 (1 T P 285,072 240,681

0 ) $1,682,266 $1,208,311
Segment NetiNCOME . ... ...ttt e e i een e ieee e iieeaaaanannns $ 379,240 $ 241,121
| 0773 4 Lo I (2 32.6% 33.8%
Expenseratio (3) ... ..ot e e 40.5% 44.0%
Combined ratio (4) . ... ..o i i e i i 72.2% 76.5%
BqQuity (5) . o i it e e e $1,158,074 $ 752913




(1) This primarily includes flood, agricultural, specialty auto, and renters insurance products.

(2) The loss ratio is equal to policyholder benefits divided by net earned premiums and other considerations.

(3) The expense ratio is equal to selling, underwriting and general expenses divided by net earned premiums
and other considerations and fees and other income.

(4) The combined ratio is equal to total benefits, losses and expenses divided by net eamed premiums and other
considerations and fees and other income.

(5) Equity excludes accumulated other comprehensive income.

Products and Services

Assurant Specialty Property is pursuing long-term profitable growth in creditor-placed homeowners
insurance and seeks to extend this medel into other emerging markets, such as creditor-placed automobile and
renters insurance and also writes other specialty products.

Creditor-placed and voluntary homeowners insurance: The largest product line within Assurant Speciatty
Property is homeowners insurance consisting principally of fire and dwelling hazard insurance offered primarily
through our creditor-placed programs. The creditor-placed program provides collateral protection to our
mortgage lender clients in the event that a homeowner does not purchase or renew its homeowners insurance on a
mortgaged dwelling.

We use a proprietary insurance tracking administration system to continuously moniter a client’s morigage
portfolio to verify the existence of insurance on each mortgaged property. In the event that a mortgagee is not
maintaining adequate insurance coverage, they will be notified and, if the situation continues, we will issue an
insurance policy on the property on behalf of the creditor. This process works through the integration of our
proprietary loan tracking systems with the back offices and systems of our clients.

The creditor-placed programs are administered separately for homeowner mortgages and manufactured
housing loans. Qur hazard products can also be purchased on a voluntary basis. In addition, we provide fee-based
administration services for some of the largest montgage lenders and servicers, manufactured housing lenders,
dealers and vertically integrated builders and equipment leasing institutions in the U.S. Manufactured housing
retailers use our proprietary premium rating technolegy which allows them to sell property coverages at the point
of sale.

We believe this proven business model will allow us to continue our growth due to seamless integration
with our ¢lients and the inherent efficiencies of this integration. Additicnally, we are optimistic about the
opportunities before us to expand this business model with the addition of new clients, new products for existing
clients, adjacent products and services and the potential acquisition of new businesses. We calculated our market
share of first mortgage loans tracked to be in excess of 65%.

Creditor-placed auto and renters insurance: We have developed products using our creditor-placed
business model to meet similar needs in adjacent and emerging markets, such as the creditor-placed automobile
and mandatory insurance rental markets. Both of these markets have been expanding in recent years. The
creditor-placed automobile market has benefited from improvements made in technology and product offerings
thus making this a more attractive market. The mandatory insurance rental market continues to expand as more
property management companies mandate tenant liability coverage.

As a result of our efficiency in handling certain back-office functions, the vast majority of our mortgage
lender and servicing clients outsource their insurance processing to us. We also act as an administrator for the
Federal Government under the voluntary National Flood Insurance Program for which we eam an expense
reimbursement for collecting premiums and processing claims. This is a public flood insurance program and is
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restricted as to rates, underwriting, coverages and claims management procedures. We do not assume any
underwriting risk with respect to this program; however, we underwrite a smaller separate creditor-placed flood
insurance program.

Marketing and Distribution

Qur marketing strategy is to establish relationships with institutions that are leaders in their chosen markets.
Our creditor-placed homeowners program is marketed through financial institutions and other mortgage lenders.
Our clients in this program consist of a majority of the top 25 mortgage servicers.

We offer our manufactured housing insurance programs primarily through three channels: manufactured
housing lenders, manufactured housing retailers and independent specialty agents. The independent specialty
agents distribute our products to individuals subsequent to new home purchases.

Underwriting and Risk Management

We maintain a disciplined approach to the management of our product lines. Our creditor-placed
homeowners insurance program is unique in that it is not underwritten on an individual property basis. Contracts
with our clients require us to automatically issue these policies, after notice, when a homeowners policy lapses or
is terminated. These products are priced after factoring in this inherent underwriting risk.

As part of our overall risk management focus, we continually monitor pricing adequacy on a product by
region, state, risk and producer. We proactively seek to make timely commission, premium and coverage
modifications, subject to regulatory considerations, where we determine them to be appropriate. In addition, we
maintain a diligent risk management practice that concentrates on catastrophic exposure management, the
adequacy and pricing of reinsurance coverage and continuous analytical review of risk retention and subsequent
profitability in the property lines. For the lines where there is exposure to catastrophes (e.g. homeowners
policies), we monitor and manage our aggregate risk exposure by geographic area and, when appropriate, enter
into reinsurance contracls 10 manage our exposure to catastrophic events. Additionally, in the event of a
catastrophic loss, we have the mechanism in place to reinstate, as needed, reinsurance coverages for protection
from potential subsequent catastrophic events within the policy year.

Assurant Health

For the Years Ended
December 31, 2007 December 31, 2006

Net Earned Premiums and Other Considerations:
Individual markets:

Individual medical ........ ... ... ... i $1,283,32] $1,213,677
Short-term medical ... ... .. e 96,837 101,454
Subtotal ... e 1,380,158 1,315,131
Smallemployergroup ..........o i e 670,122 768,826
Total .o e i e e $2,050,280 $2,083,957
Segment net iNCOME . .. ... ... ... i $ 151,743 5 167919
Lossmatio (1) ..o i e e 63.2% 62.4%
Expenseratio (2) . ... e e 30.0% 302%
Combined ratio (3) ... ..o i e 92.0% 91.4%
Bquity () .o e $ 410,897 $ 416,765




{1) The loss ratio is equal to policyholder benefits divided by net earned premiums and other considerations.

{(2) The expense ratio is equal to selling, underwriting and general expenses divided by net earned premiums
and other considerations and fees and other income.

(3) The combined ratio is equal to total benefits, losses and expenses divided by net earned premiums and other
considerations and fees and other income.

(4) Equity excludes accumulated other comprehensive income.

Product and Services

In business since 1892, Assurant Health is focused on pursuing long-term profitable growth opportunities in
the individual medical market by offering traditional medical insurance, short-term medical insurance and
student medical plans to individuals and families. Products are offered with different plan options to meet a broad
range of customer needs. Assurant Health also offers traditional medical insurance to small employer groups.

Individual Medical: Qur medical insurance products are sold to individuals, primarily between the ages of
18 and 64 years, and their families who do not have employer-sponsored coverage. We emphasize the sale of
individual products through associations and trusts that act as the master policyholder for such products. Products
marketed and sold through associations and trusts offer flexibility in pricing and product design which increase
our ability to respond to market changes.

Substantially all of the individual health insurance products we sell are Preferred Provider Organization
(“PPQ") plans, which offer members the ability to select from a wide range of health care providers. Coverage is
typically available with a variety of co-payment, deductible and coinsurance options, with the total benefit for
covered services limited by certain policy maximums. Members can also add a Health Savings Account (“HSA™)
option with their high deductible health plan. We offer extensive HSA training to our independent agents and
offer internet-hased HS A tools making it easter for our customers to integrate their HSA into the plan of their
choice and better manage their health care spending. These products are individually underwritten, taXing into
account the member’s medical history and other factors. The remaining products we sell are indemnity, or
fee-for-service plans. Indemnity plans offer a member the ability to select any health care provider for covered
Services.

Short-term Medical Insurance and Student Health Insurance: The short-term medical insurance product is
designed for individuals who are between jobs or seeking interim coverage before their major medical coverage
becomes effective. Short-term medical insurance products are generally sold to individuals in order to fill gaps in
coverage of twelve months or less. Student health coverage plans are medical insurance plans sold to full-time
college students who are not covered by their parents’ health insurance, are no longer eligible for dependant
coverage, or are secking a more comprehensive alternative to a college-sponsored plan.

Small Group Medical: Our group medical insurance sold to small empltoyers focuses primarily on
companies with two to fifty employees, although larger employer coverage is available. As of December 31,
2007, our average group size was approximately five employees. In the case of our small employer group health
insurance, we underwrite the entire group and examine the medical risk factors of the individual groups for
pricing purposes only. Substantially all of the small employer health insurance products that we sold in 2007 and
2006 were PPO products. We also offer HSA and Health Reimbursement Account (*HRA”) options and a variety
of ancillary products to meet the demands of small employers for life insurance, short-term disability insurance
and dental insurance.

Marketing and Distribution

Breadth and depth of distribution is a key competitive advantage for Assurant Health. Our health insurance
products are principally marketed through an extensive network of independent agents by our distributors. We
also market our products to individuals through a variety of exclusive and non-exclusive national account
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relationships and direct distribution channels. In addition, we market our products through NorthStar Marketing,
a wholly owned affiliate that proactively seeks business directly from independent agents. Since 2000, we have
had an exclusive national marketing agreement with a major mutual insurance company, pursuant to which their
captive agents market our individual health products. Captive agents are representatives of a single insurer or
group of insurers who are obligated to submit business only to that insurer, or at a minimum, give that insurer
first refusal rights on a sale. The term of this agreement will expire in June 2008, but may be extended if agreed
to by both parties. We also have a solid relationship with a well-known association. Through our agreement with
this well-known association’s administrator, we provide many of our individual health insurance products. The
term of the agreement with this administrator will expire in September 2008, but will be automatically extended
for an additional two-year term unless prior notice of a party’s intent to terminate is given to the other party. We
also have a long-term relationship with a national marketing organization with more than 50 offices. We, and our
direct writing agents, also sell short-term medical insurance plans through the internet.

In 2006, we launched Advantage Agent, an array of new products, tools and capabilities designed to make it
easy for agents to do business with Assurant Health. These capabilities resulted in an easier policy application
process and shortened approval periods, while maintaining the integrity of our disciplined risk management
requirements. In 2007, we enhanced this platform so that we are able to issue coverage to up to 20% of individual
applicants immediately while they are still in the agent’s office, complete with medical identification card. Qur
state of the art application and underwriting technology altows us to fully underwrite healthy applicants instantly,
and to date we have serviced approximately 20% of our individual applicants with this instant issuance
capability.

Underwriting and Risk Management

Our underwriting and risk management capabilities include pricing discipline, policy underwriting and
renewal optimization, development and retention of provider networks, product development and claims
processing. In establishing premium rates for our health care plans, we use underwriting criteria based upon our
accumulated actuarial data, with adjustments for factors such as claims experience and member demographics to
evaluate anticipated health care costs. Our pricing considers the expected frequency and severity of claims and
the costs of providing the necessary coverage, including the cost of administering policy benefits, sales and other
administrative costs.

We also utilize a broad range of focused traditional cost containment and care management processes across
our various product lines to manage risk and to lower costs. These include case management, disease
management and pharmacy benefits management programs. We retain provider networks through a variety of
relationships. These relationships generally include leased networks, such as Private Health Care Systems, Inc,
{“PHCS"), which contract directly with individual health care providers. Assurant Health was a co-founder of
PHCS. Although we sold our equity interest in PHCS during 2006, we continue to have access to the PHCS
network. Pharmacy benefits management is provided by Medco Health Solutions (“*Medco™). Medco has
established itself as a leader in its industry with almost 60,000 participating retail pharmacies nationwide and its
extensive mail-order service. Through Medco's advanced technology platforms, Assurant Health is able to access
information about customer utilization patterns on a timelier basis to improve its risk management capabilities. In
addition to the technology-based advantages, Medco allows us to purchase our pharmacy benefits at competitive
prices. Our agreement with Medco expires June 30, 2010, but will be automatically extended for additional
one-year terms unless prior notice of a party’s intent to terminate is given to the other party, We also utilize
co-payments and deductibles to reduce prescription drug costs.




Assurant Employee Benefits

For the Years Ended
December 31, 2007  December 31, 2006

Net Earned Premiums and Other Considerations:

Groupdental ....... ... e $ 412,810 $ 428218
Group disability single premiums for closed blocks (1) ................. 49,456 46,313
All other group disability . . .......... oo i 467,490 480,924
Grouplife .. ... e 214,983 224,447
0T $1,144,739 $1.179,902
Segment netincome . ...... . ... i $ 87,021 $ 83,603
Loss a0 (2) . it e e e e 69.1% 70.1%
Expenseratio (3} .. ..o ot e 35.2% 34.0%
EQuity (8) oot $ 605358 $ 615612

(1) This represents single premium on closed blocks of group disability business.

(2) The loss ratio is equal to policyholder benefits divided by net earned premiums and other considerations.

(3) The expense ratio is equal to selling, underwriting and general expenses divided by net eamed premiums
and other considerations and fees and other income,

(4) Equity excludes accumulated other comprehensive income.

Products and Services

We focus our group business around the needs of the small employer, which we define as businesses with
fewer than 500 employees. We believe that our core capabilities around small group risk selection, administrative
systems that can efficiently handle thousands of cases, and our strong relationships with brokers who work
primarily with small businesses give us a competitive advantage over other companies.

We offer a full range of group disability, demtal, life and voluntary products as well as individual dental
products. The group products are offered with funding options ranging from fully employer paid to fully
employee paid (voluntary).

Group Disability: Group disability insurance provides partial replacement of lost earnings for insured
employees who become disabled as defined by their plan provisions. Our group disability products include both
short-and long-term disability coverage options. We also reinsure disability policies written by other carriers
managed through our subsidiary, Disability Reinsurance Management Services, Inc. (“DRMS™),

Group long-term disability insurance provides income protection for extended work absences due to
sickness or injury. Most policies commence benefits following 90- or 180-day waiting periods, with benefits
limited to specified maximums as a percentage of income. Group short-term disability insures temporary loss of
income due to sickness or injury, and often provides benefits immediately for disabilities caused by accidents or
after one week for disabilities caused by sickness. The insured receives a weekly benefit while disabled for a
period of up to 26 weeks depending on the plan,

Group Dental: Dental benefit plans provide funding for necessary or elective dental care. Customers may
select a traditional indemnity arrangement, a PPO arrangement, or a prepaid or managed care arrangement.
Coverage is subject to deductibles, coinsurance and annual or lifetime maximums. In a prepaid plan, members
must use participating dentists in order to receive benefits.

In addition to fully insured and managed care dental benefits, we offer Administrative Services Only
{*“AS0") for self-funded dental plans. Under the ASO arrangement, an employer or plan sponsor pays us a fee to
provide administrative services.
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Success in the group dental business requires strong provider network development and management, a
focus on expense management and a claim system capable of efficiently and accurately adjudicating high
volumes of transactions. These success factors are the cornerstone of our dental business.

In 2006, we entered a joint network leasing agreement with Aetna which strengthened our Dental PPO
network position beginning in 2007. Aetna added to its PPO offerings the dentists contracted with Dental Health
Alliance, L.L.C.®, the dental PPO operated by Assurant Employee Benefits. Assurant Employee Benefits began
marketing a network comprised of the Dental Health Alliance® and the Aetna Dental Access® networks in 2007.
This agreement opened up over 30 dental PPO markets and, we believe, enhances the attractiveness of our dental
offerings to the small employers.

Group Life: Group term life insurance provided through the workplace provides financial coverage in the
event of premature death. Accidental death and dismemberment {“*AD&D") insurance, as well as coverage for
spouses, children or domestic partners is also available. Insurance consists primarily of renewable term life
insurance with the amount of coverage either a flat amount, a multiple of the employee’s earnings, or a
combination of the two.

Marketing and Distribution

Our insurance products and services are distributed through a group sales force strategically positioned in 35
U.S. offices located near major metropolitan areas. These company employees distribute our products and
services through independent employee benefits advisors, including brokers and other intermediaries, and are
compensated through a salary and incentive package. Daily account management is provided through the local
sales offtce, further supported by one of four regional sales service centers and a home office customer relations
department. Compensation to brokers is generally provided monthly, and in some cases includes an annual
performance incentive, based on volume and retention of business,

Marketing efforts concentrate on the identification of our target customers’ benefit needs, the development
and communication of products and services tailored to meet those needs, alignment of our Company with select
high-potential brokers and other intermediaries who value our approach to the market, and the promotion of the
Assurant Employee Benefits brand.

DRMS, our wholly owned subsidiary, assists customers by providing reinsurance for carriers that want to
supplement their core product offerings with a turnkey group disability insurance solution. Services are provided
for a fee and may include product development, state insurance regulatory filings, underwriting, claims
management or any of the other functions typically performed by an insurer’s back office. The risks written by
DRMS’ various clients are reinsured into a pool, with the clients generally retaining shares ranging from 20% to
60% of the risk. Because DRMS’ clients operate in niches not often reached through our traditional distribution,
our participation in the pools enables us 10 reach new customers.

Underwriting and Risk Management

The pricing of our produets is based on the expected cost of benefits, calculated using assumptions for
mortality, morbidity, interest, expenses and persistency, depending upon the specific product features. Group
underwriting takes into account demographic factors such as age, gender and occupation of members of the
group as well as the geographic location and concentration of the group. Some policies limit the payment of
benefits for certain defined or pre-existing conditions, or in other ways seek to limit the risk from adverse
selection. Our block of business is highly diversified by industry and geographic location, which serves to limit
some of the risks associated with changing economic conditions.

Disability claims management focuses on facilitating a positive return-to-work program through a
supportive network of services that may include physical therapy, vocational rehabilitation, and workplace
accommodation.
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In addition to claims specialists, we also employ or contract with a staff of doctors, nurses and vocational
rehabilitation specialists, and use a broad range of additional outside medical and vocational experts for
independent evaluations and local vocational services.

Our dental business uses a highly automated claims system focused on rapid handling of claims.

Ratings

Rating organizations continually review the financial strength of insurers, including our insurance
subsidiaries. Insurance companies are assigned financial strength ratings by independent rating agencies based
upon factors relevant to policyholders. Ratings provide both industry participants and insurance consumers
meaningful information on specific insurance companies and are an important factor in establishing the
competitive position of insurance companies. Most of our active domestic operating insurance subsidiaries are
rated by A.M. Best. A,M. Best maintains a letter scale rating system ranging from “A++" (Supertor) to “S8”
(Suspended). Six of our domestic operating insurance subsidiaries are also rated by Moody’s Investor Services
(*Moody’s"). In addition, seven of our domestic operating insurance subsidiaries are rated by Standard & Poors
Inc, a division of McGraw-Hill Companies, Inc (“S&P").

All of our domestic operating insurance subsidiaries rated by A.M. Best have financial strength ratings of A
(“Excellent”), which is the second highest of ten ratings categories and the highest within the category based on
meodifiers (i.e., A and A- are “Excellent”™), or A- (“Excellent™), which is the second highest of ten ratings
categories and the lowest within the category based on modifiers.

The Moody’s financial strength rating for six of our domestic operating insurance subsidiaries is
A2 (“Good™), which is the third highest of nine ratings categories and mid-range within the category based on
modifiers (i.e., Al, A2 and A3 are “Good™).

The S&P financial strength rating for four of our domestic operating insurance subsidiaries is A (“Strong™),
which is the third highest of nine ratings categories and mid-range within the category based on modifiers (ie.,
A+, A and A- are “Strong”}, and for three of our domestic operating insurance subsidiaries is A- (“Strong”),
which is the third highest of nine ratings categories and the lowest within the category based on modifiers.

As a result of their concerns related to the ongoing Securities and Exchange Commission (“SEC”)
investigation (see Item 3. Legal Proceedings for more information), both A.M. Best and S&P have placed a
negative outlook on our ratings. Currently Moody's has our ratings under review for possible downgrade. If there
is a negative event, outcome or action as a result of the SEC investigation, our ratings may be downgraded. We
do not expect this negative outlook by A.M. Best and S&P and the review for possible downgrade from Moody's
1o significantly affect our borrowing capacity; however, a significant downgrade in ratings may increase the cost
of borrowing for the Company or limit the Company’s access to capital.

The objective of A.M. Best’s, Moody’s and S&P’s ratings systems is to assist policyholders and to provide
an opinion of an insurer’s financial strength, operating performance, strategic position and ability 10 meet
ongoing obligations to its policyholders. These ratings reflect the opinions of A.M. Best, Moody’s and §&P of
our ability 1o pay policyholder claims, are not applicable te our common stock or debt securities and are not a
recommendation to buy, sell or hold any security, including our common stock or debt securities. These ratings
are subject to periodic review by and may be revised upward, downward or revoked at the sole discration of
AM. Best, Moody’s and S&P.

Employees

We had approximately 14,000 employees as of February 15, 2008. Assurant Solutions has employees in
Argentina, Brazil, Italy and Mexico that are represented by labor unions and trade organizations.
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Available Information

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, the
Statements of Beneficial Ownership of Securities on Forms 3, 4 and 5 for our Directors and Officers and all
amendments to such reports, filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, are available free of charge at the Securities and Exchange Commission (“SEC”) website at
www.sec.gov. These documents are also available free of charge through our website at www.assurant.com.




Item 1A. Risk Factors
Risks Related to Qur Company

Our income and profitability may decline if we are unable to maintain our relationships with significant
clients, distributors and other parties important to the success of our business.

Our relationships and contractual arrangements with significant clients, distributors and other parties with
whom we do business are important to the success of our segments. Many of these arrangements are exclusive.
For example, in Assurant Solutions, we have exclusive relationships with retailers and financial and other
institutions through which we distribute our products, including an exclusive distribution relationship with SCI
relating to the distribution of our preneed insurance policies. In Assurant Specialty Property, we have exclusive
relationships with mortgage lenders and manufactured housing. In Assurant Health, we have exclusive
distribution relationships for our individual health insurance products with a major mutual insurance company as
well as a relationship with a well-known association through which we provide many of our individual health
insurance products. We also maintain contractual relationships with several separate networks of health and
dental care providers, each referred 1o as a PPO, through which we obtain discounts. Typically, these
relationships and contractual arrangements have terms ranging from one to five years.

Although we believe we have generally been successful in maintaining our client, distribution and
associated relationships, if these parties decline to renew or seek to terminate these arrangements or seek 10
renew these contracts on terms less favorable to us, our results of operations and financial condition could be
materially adversely affected. For example, a loss of one or more of the discount arrangements with PPOs could
lead 1o higher medical or dental costs and/or a loss of members to other medical or dental plans. In addition, we
are subject to the risk that these parties may face financial difficulties, reputational issues or problems with
respect to their own products and services, which may lead to decreased sales of our products and services.
Moreover, if one or more of our clients or distributors consolidate or align themselves with other companies, we
may lose business or suffer decreased revenues.

Sales of our products and services may be reduced if we are unable to attract and retain sales representatives
or develop and maintain distribution sources.

We distribute our insurance products and services through a variety of distribution channels, including
independent employee benefits specialists, brokers, managing general agents, life agents, financial institutions,
mortgage lenders and servicers, retailers, funeral homes, association groups and other third-party marketing
organizations.

Our relationships with these various distributors are significant both for our revenues and profits. We
generally do not distribute our insurance products and services through captive or affiliated agents. In Assurant
Health, we depend in large part on the services of independent agents and brokers and on associations in the
marketing of our products. In Assurant Employee Benefits, independent agents and brokers who act as advisors
to our customers market and distribute our products. Strong competition exists among insurers to form
relationships with agents and brokers of demonstrated ability. We compete with other insurers for relationships
with agents, brokers, and other intermediaries primarily on the basis of our financial position, support services,
product features, and more generally through our ability to meet the needs of their clients, our customers.
Independent agents and brokers are typically not exclusively dedicated to us, but instead usually also market the
products of cur competitors and therefore we face continued competition from our competitors’ products.
Moreover, our ability to market our products and services depends on our ability to tailor our channels of
distribution to comply with changes in the regulatory environment in which we and such agents and brokers
operate, For example, in the past, both the marketing of health insurance through association groups and broker
compensation arrangements have come under increased scrutiny. An interruption in, or changes to, cur
relationships with various third-party distributors or our inability to respond to regulatory changes that threaten to
disrupt our distribution processes could impair our ability to compete and market our insurance products and
services that could cavse a material adverse effect on our results of operations and financial condition.
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We have our own sales representatives whose distribution process varies by segment. We depend in large
part on our sales representatives to develop and maintain client relationships. Our inability to attract and retain
effective sales representatives could materially adversely affect our results of operations and financial condition.

General economic, financial market and political conditions may adversely affect our results of operations
and financial condition.

General economic, financial market and political conditions may have a material adverse effect on our
results of operations and financial condition. These conditions include economic cycles such as insurance
industry cycles, levels of employment, levels of consumer lending, levels of consumer spending, levels of
inflation and movements of the financial markets.

Fluctuations in interest rates, mertgage rates, monetary policy, demographics, and legislative and
competitive factors also influence our performance. Our expansion into foreign countries may result in similar
risks, including currency fluctuations, unstable political climates, and governmental and competitive factors.
During periods of economic downturn:

* individuals and businesses (i} may choose not to purchase our insurance products and other related
products and services, (ii) may terminate existing policies or contracts or permit them to lapse, (iii) may
choose to reduce the amount of coverage purchased or, (iv) in the case of business customers of
Assurant Health or Assurant Employee Benefits, may have fewer employees requiring insurance
coverage due to reductions in their staffing levels;

*» disability insurance claims and claims on other specialized insurance products tend to rise;

+ there is a higher loss ratio on credit card and installment loan insurance due to rising unemployment and
disability levels;

* insureds tend to increase their utilization of health and dental benefits if they anticipate becoming
unemployed or losing benefits; and

+ substantial decreases in loan availability and origination could have a long-term effect on premium
writings.

In addition, general inflationary pressures may affect the costs of medical and dental care, as well as repair
and replacement costs on our real and personal property lines, increasing the costs of paying claims. Inflationary
pressures may also affect the costs associated with our preneed insurance policies, particularly those that are
guaranteed to grow with the Consumer Price index (“CPI”).

Our actual claims losses may exceed our reserves for claims, which may require us to establish additional
reserves that may materially reduce our earnings, profitability and capital.

We maintain reserves to cover our estimated ultimate exposure for claims and claim adjustment expenses
with respect to reported claims and incurred but not reported claims ("IBNR™) as of the end of each accounting
period. Reserves, whether calculated, in the U.S., under accounting principles generally accepted in the United
States (“GAAP"), Statutory Accounting Principles (“SAP”) or accounting principles required in foreign
jurisdictions, do not represent an exact calculation of exposure, but instead represent our best estimates, generally
involving actuarial projections at a given time, of what we expect the ultimate settlement and administration of a
claim or group of claims will cost based on our assessment of facts and circumstances then known. The adequacy
of reserves will be impacted by future trends in claims severity, frequency, judicial theories of liability and other
factors. These variables are affected by both external and internal events, such as changes in the economic cycle,
changes in the social perception of the value of work, emerging medical perceptions regarding physiological or
psychological causes of disability, emerging health issues and new methods of treatment or accommodation,
inflation, judicial trends, legislative changes and claims handling procedures. Many of these items are not
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directly quantifiable, particularly on a prospective basis. Reserve estimates are refined as experience develops.
Adjustments to reserves, both positive and negative, are reflected in the statemnent of operations of the period in
which such estimates are updated. Because establishment of reserves is an inherently uncertain process involving
estimates of future losses, there can be no certainty that ultimate losses will not exceed existing claims reserves.
In addition, future loss development could require reserves to be increased, which could have a material adverse
effect on our earnings in the periods in which such increases are made.

We may be unable to accurately predict benefits, claims and other costs or to manage such costs through our
loss mitigation methods, which could have a material adverse effect on our resulis of operations and financial
condition. :

Qur profitability could vary depending on our ability to predict benefits, claims and other costs, including
medical and dental costs, and predictions regarding the frequency and magnitude of claims on our disability and
property coverages. It also depends on our ability to manage future benefit and other costs through product
design, underwriting criteria, utilization review or claims management and, in health and dental insurance,
negotiation of favorable provider contracts. Utilization review is a process designed to control and limit medical
expenses, which includes, among other things, requiring certification for admission to a health care facility and
cost-effective ways of handling patients with catastrophic illnesses. Claims management entails the use of a
variety of means to mitigate the extent of losses incurred by insureds and the corresponding benefit cost, which
includes efforts to improve the quality of medical care provided to insureds and to assist them with vocational
services. Our ability to predict and manage costs and claims, as well as our business, results of operations and
financial condition may be adversely affected by changes in heaith and dental care practices, inflation, new
technologies, the cost of prescription drugs, clusters of high cost cases, changes in the regulatory envirenment,
economic factors, the occurrence of catastrophes and increased construction and repair related costs,

The judicial and regulatory environments, changes in the composition of the kinds of work available in the
economy, market conditions and numerous other factors may also materiaily adversely affect our ability to
manage <laim costs. The aging of the population, other demographic characteristics and advances in medical
technology continue to contribute to rising health care costs. As a result of one or more of these factors or other
factors, claims could substantially exceed our expectations, which could have a material adverse effect on our
results of operations and financial condition.

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and
unintended issues relating to claims and coverage may emerge. These issues could materially adversely affect our
results of operations and financial condition by either extending coverage beyond our underwriting intent or by
increasing the number or size of claims or both. We may be limited in our ability to respond to such changes, by
insurance regulations, existing contract terms, contract filing requirements, market conditions or other factors.

Our investment portfolio is subject to several risks that may diminish the value of our invested assets and
affect our profitability.

Our investment porifolio may suffer reduced returns or losses that could reduce our profitability.

Investment returns are an important part of our overall profitability and significant fluctuations in the fixed
maturity market could impair our profitability, financial condition and/or cash flows. Qur investments are subject
to market-wide risks and fluctuations, as well as to risks inherent in particular securities. In particular, volatility
of claims may force us to liquidate securities prior to maturity, which may cause us to incur capital losses. If we
do not structure our investment portfolio so that it is appropriately matched with our insurance liabilities, we may
be forced to liquidate investments prior to maturity at a significant loss to cover such liabilities. Our net
investment income and net realized (losses)/gains on investments collectively accounted for approximately 9% of
our total revenues during the year ending December 31, 2007 and 11% of our total revenues during the year
ending December 31, 2006. See “Ttem 7—Management’s Discussion and Analysis of Financial Condition and
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Results of Operations—Investments” and “Item 7A—Quantitative and Qualitative Disclosures About Market
Risk” for additional information on our investment porifolio and related risks.

The U.5. secondary mortgage market has experienced unprecedented disruptions resulting from credit
quality deterioration in a significant portion of loans originated, primarily to non-prime and sub-prime borrowers.
This has led to reduced investor demand for mortgage loans and mortgage-backed securities and increased
investor yield requirements for those loans and securities. Recently, the industry problem with subprime
mortgages has created a volatile secondary market for other high-risk products, especially alternative
documentation loans (typically offered to qualified borrowers who have relatively high credit scores but are not
required to provide full documentation to support personal income and assets owned). These conditions may
continue or worsen in the future. Although at December 31, 2007, only a small portion of our mortgage-backed
securities were secured by sub-prime mortgage collateral, if the market disruption continues and/or expands
beyond the U.S. sub-prime residential mortgage markets, these events could ultimately impact our fixed maturity
and commercial mortgage loan portfolio and may have a material adverse effect on the value of our investment
portfolio, our results of operations, financial position and cash flows.

The performance of our investment portfolio is subject to fluctuations due to changes in interest rates and market
conditions.

Changes in interest rates can negatively affect the performance of some of our investments, Interest rate
volatility can increase or reduce unrealized gains or unrealized losses in our portfolios. Interest rates are highly
sensitive to many factors, including governmental monetary policies, domestic and international economic and
political conditions and other factors beyond our control. Fixed maturity and short-term investments represented
77% of the fair value of our total investments as of December 31, 2007 and 76% of the fair value of cur total
investments as of December 31, 2006. See “Ttem 7—Management's Discussion and Analysis of Financial
Condition and Results of Operations—Investments” and “Item 7A—Quantitative and Qualitative Disclosures
About Market Risk” for additional information on the effect of fluctuations in interest rates.

The fair market value of the fixed maturity securities in our portfolio and the investment income from these
securities fluctuate depending on general economic and market conditions. Because all of our fixed maturity
securities are classified as available for sale, changes in the market value of these securities are reflected in our
balance sheet. The fair market value generally increases or decreases in an inverse relationship with fluctuations
in interest rates, while net investment income realized by us from future investments in fixed maturity securities
will generally increase or decrease with interest rates. In addition, actual net investment income and/or cash
flows from investments that carry prepayment risk, such as mortgage-backed and other asset-backed securities,
may differ from those anticipated at the time of investment as a result of interest rate fluctuations. In periods of
declining interest rates, mortgage prepayments generally increase and mortgage-backed securities, commercial
mortgage obligations and bonds in our investment portfolio are more likely to be prepaid or redeemed as
borrowers seek to borrow at lower interest rates, and we may be required to reinvest those funds in lower
interest-bearing investments. As of December 31, 2007, mortgage-backed securities represented $1,020,614, or
7%, of the fair value of our total investments.

We employ asset/liability management strategies to reduce the adverse effecis of interest rate volatility and
to ensure that cash flows are available to pay claims as they become due. Our asset/liability management
strategies include asset/liability duration management, structuring our bond and commercial mortgage loan
portfolios to limit the effects of prepayments and consistent monitoring of, and appropriate changes to, the
pricing of our products.

Asset/liability management strategies may fail to eliminate or reduce the adverse effects of interest rate
volatility, and no assurances can be given that significant fluctuations in the level of interest rates will not have a
material adverse effect on our results of operations and financial condition.
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In addition, our preneed insurance policies are generally whole life insurance policies with increasing death
benefits. In extended periods of declining interest rates or high inflation, there may be compression in the spread
between the death benefit growth rates on these pelicies and the investment earnings that we can earn, resulting
in a negative spread. As a result, declining interest rates or high inflation rates may have a material adverse effect
on our results of operations and our overall financial condition. See “Item 7A—CQuantitative and Qualitative
Disclosures About Market Risk—Inflation Risk™ for additional information,

Assurant Employee Benefits calculates reserves for long-term disability and life waiver of premium claims
using net present value calculations based on current interest rates at the time claims are funded and expectations
regarding future interest rates. Waiver of premium refers to a provision in a life insurance policy pursoant to
which an insured with a disability that lasts for a specified period no longer has to pay premiums for the duration
of the disability or for a stated period, during which time the life insurance coverage provides continued
coverage. If interest rates decline, reserves for open and/or new claims in Assurant Employee Benefits would
need to be calculated using lower discount rates thereby increasing the net present value of those claims and the
required reserves, Depending on the magnitude of the deciine, this could have a material adverse effect on our
results of operations and financial condition. In addition, investment income may be lower than that assuined in
setting premium rates.

Our investment portfolio is subject to credit risk.

We are subject to credit risk in our investment portfolio, primarily from our investments in corporate bonds
and preferred stocks. Defaulis by third parties in the payment or performance of their obligations could reduce
our investment income and realized investment gains or result in investment losses. Further, the value of any
particular fixed maturity security is subject to impairment based on the creditworthiness of a given issuer. As of
December 31, 2007, fixed maturity securities represented 73% of the fair value of our total invested assets. Qur
fixed maturity portfolio also includes below investment grade securities (rated “BB” or lower by nationally
recognized securities rating organizations). These investments comprise approximately 6% of the fair value of
our total investments as of December 31, 2007 and generally provide higher expected returns, but present greater
risk and can be less liquid than investment grade securities. A significant increase in defaults and impairments on
our fixed maturity investment portfolio could materially adversely affect our results of operations and financial
cendition. See “Item 7A—~Quantitative and Qualitative Disclosures About Market Risk—Credit Risk” for
additional information on the composition of our fixed maturity investment portfolio.

We currently invest in a small amount of equity securities (approximately 5% of the fair value of our total
investments as of December 31, 2007). However, we have had higher percentages in the past and may make
more such investments in the future. Investments in equity securities generally provide higher expected totat
returns, but present greater risk to preservation of principal than our fixed maturity investments.

In addition, while we currently do not utilize derivative instruments to hedge or manage our interest rate or
equity risk, we may do so in the future. Derivative instruments generally present greater risk than fixed maturity
investments or equity investments because of their greater sensitivity to market fluctuations. Since August 1,
2003, we have been utilizing derivative instruments to manage the exposure to inflation risk created by our
preneed insurance policies that are tied to the CP1. However, we would not be fully protected by the derivative
instruments if there were a sharp increase in infiaticn on a sustained long-term basis which could have a material
adverse effect on our results of operations and financial condition.

Our commercial mortgage loans and real estate investments subject us to liquidity risk.

Cur commercial mortgage loans on real estate investments (which represented approximately 10% of the
fair value of our total investments as of December 31, 2007) are relatively iltiquid, thus increasing our liquidity
risk. In addition, if we require extremely large amounts of cash on short notice, we may have difficulty selling
these investments at attractive prices, in a timely manner, or both,
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The risk parameters of our investment portfolio may not target an appropriate level of risk, thereby reducing our
profitability and diminishing our ability to compete and grow.

We seek to earn returns on our investments to enhance our ability to offer competitive rates and prices to
our customers. Accordingly, our investment decisions and objectives are a function of the underlying risks and
product profiles of each of our operating segments. However, if we do not succeed in targeting an appropriate
overall risk level for our investment portfolio, the return on our investments may be insufficient to meet our
profit targets over the long term, thereby reducing our profitability. If, in response, we choose to increase our
product prices 10 maintain profitability, we may diminish our ability to compete and grow.

Environmental liakility exposure may result from our commercial mortgage loan portfolio and real estate
investments.

Liability under environmental protection laws resulting from our commercial mortgage loan portfolio and
real estate investments may harm our financial strength and reduce our profitability. Under the laws of several
states, contamination of a property may give rise to a lien on the property to secure recovery of the costs of the
cleanup. In some states, this kind of lien has priority over the lien of an existing mortgage against the property,
which would impair our ability to foreclose on that property should the related loan be in default. In addition,
under the laws of some states and under the federal Comprehensive Environmental Response, Compensation and
Liability Act of 1980, under certain circumstances, we may be liable for costs of addressing releases or
threatened releases of hazardous substances that require remedy at a property securing a mortgage loan held by
us. We also may face this lability after foreclosing on a property securing a mortgage loan held by us after a loan
default.

Catastrophe losses, including man-made catastrophe losses, could materially reduce our profitability and have
a material adverse effect on our results of operations and financial condition.

Our insurance operations expose us to claims arising out of catastrophes, particularly in our homeowners,
life and other personal lines of business. We have experienced, and expect in the future to experience,
catastrophe losses that may materially reduce our profitability or have a material adverse effect on our results of
operations and financial condition. Catastrophes can be caused by various natural events, including, but not
Hmited to, hurricanes, windslorms, earthquakes, hailstorms, severe winter weather, fires and epidemics, or can be
man-made catastrophes, including terrorist attacks or accidents such as airplane crashes. The frequency and
severity of catastrophes are inherently unpredictable. Catastrophe losses can vary widely and could significantly
exceed our recent historic results. It is possible that both the frequency and severity of man-made catastrophes
will increase and that we will not be able to implement exclusions from coverage in our policies or obtain
reinsurance for such catastrophes.

The extent of losses from a catastrophe is a function of both the total amount of insured exposure in the area
affected by the event and the severity of the event. Most of our catastrophe claims in the past have related o
homeowners and other personal lines coverages, which, for the year ended December 31, 2007, represented
approximately 87% of our net earned premiums in our Assurant Specialty Property segment. In addition, as of
December 31, 2007, approximately 39% of the insurance in force in our homeowners and other persenal lines
related to propertics located in California, Florida and Texas. As a result of our creditor-placed homeowners and
creditor-placed manufactured housing insurance products, which automatically provide coverage against an
insured’s property being destroyed or damaged by various perils, our concentration in these areas may increase in
the future. If other insurers withdraw coverage in these or other states, this may lead to adverse selection and
increased utilization of our creditor-placed homeowners or creditor-placed manufactured housing insurance in
these areas and may negatively impact loss experience. Adverse selection refers to the process by which an
applicant who believes him or herself to be uninsurable, or at greater than average risk, seeks to obtain an
insurance policy at a standard premium rate. Claims resulting from natural or man-made catastrophes could cause
substantial volatility in our financial results for any fiscal quarter or year and could materially reduce our
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profitability or harm our financial condition. Our ability to write new business also could be affected. Increases
in the value and geographic concentration of insured property and the effects of inflation could increase the
severity of claims from catastrophes in the future.

Pre-tax catastrophe losses in excess of 35,000 (before the benefits of reinsurance) that we have experienced
in recent years include (total losses do not include amounts paid in connection with the National Flood Insurance
Program as we are either an administrator or are reinsured by the federal government and have no underwriting
risk under the Program):

« total losses of approximately $38,300 incurred from the originai date of loss through December 31,
2007, in connection with the California wildfires. Total reinsurance recoveries related to these events
since inception through 2007 were approximately $4.200; and

* total losses of approximately $372,000 incurred from the original date of loss through
December 31, 2007, in connection with the 2005 Hurricanes Dennis, Katrina, Rita and Wilma. Total
reinsurance recoveries related to these events since inception through 2007 were approximately

$329,000.

No liquidation in investments was required in connection with these catastrophes as the claims were paid
from current cash flow, cash on hand or short-term investments.

In addition, our group life and health insurance operations could be materially impacted by catastrophes
such as a terrorist attack, a natural disaster, a pandemic or an epidemic that causes a widespread increase in
mortality or disability rates or that causes an increase in the need for medical care. If the severity of such an event
were sufficiently high, it could exceed our reinsurance coverage limits and could have a material adverse effect
on our results of operations and financial condition. In addition, with respect to our preneed insurance policies,
the average age of policyholders is in excess of 73 years. This group is more susceptible to certain epidemics
than the overall population, and an epidemic resulting in a higher incidence of mortality could have a material
adverse effect on our results of operations and financial condition.

Some of our segments may also face the loss of premium income due to a large-scale business interruption
caused by a catastrophe combined with legislative or regulatory reactions to the event. For example, following
hurricanes in 2005, several states suspended premium payment or precluded insurers from canceling coverage in
defined areas. While the premiums vncollected were immaterial, a more serious catastrophe combined with a
similar legislative or regulatory response could materially impact our ability to collect premiums in connection
with our liabilities and thereby have a material adverse effect on our results of operations and financial
condition.

Our ability to manage these risks depends in pan on our successful utilization of catastrophic propeny and
life reinsurance to limit the size of property and life losses from a single event or multiple events, and life and
disability reinsurance to limit the size of life or disability insurance exposure on an individual insured life. It also
depends in part on state regulation that may prohibit us from excluding such risks or from withdrawing from or
increasing premium rates in catastrophe-prone areas. As discussed further below, catastrophe reinsurance for our
group insurance lines is not currently widely available. This means that the occurrence of a significant
catastrophe could materially reduce our profitability and have a material adverse effect on our results of
operations and financial condition.

Reinsurance may not be available or adequate to protect us against losses, and we are subject to the credit risk
of reinsurers.

As part of our overall risk and capacity management strategy, we purchase reinsurance for certain risks
underwritten by our various operating segments. Market conditions beyond our control determine the availability
and cost of the reinsurance protection we purchase. Reinsurance for certain types of catastrophes generally could
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become unavailable for some of our businesses and has become more expensive. Due to these changes in the
reinsurance market, our exposure to the risk of significant losses from natural or man-made catastrophes may
hinder our ability to write future business.

As part of our business, we have reinsured certain life, property and casualty and health risks to reinsurers.
Although the reinsurer is liable to us to the extent of the ceded reinsurance, we remain liable to the insured as
the direct insurer on all risks reinsured. As a result, ceded reinsurance arrangements do not eliminate our
obligation to pay claims. We are subject to credit risk with respect to our ability to recover amounts due from
reinsurers. Due to insolvency, adverse underwriting results or inadequate investment returns, our reinsurers may
not pay the reinsurance recoverables that they owe to us or they may not pay such recoverables on a timely
basis.

Our reinsurance facilities are generally subject to annual renewal, We may not be able to maintain our
current reinsurance facilities and, even where highly desirable or necessary, we may not be able to obtain other
reinsurance facilities in adequale amounts and at favorable rates. If we are unable to renew our expiring facilities
or to obtain new reinsurance facilities, either our net exposures would increase or, if we are unwilling to bear an
increase in net exposures, we may have to reduce the level of our underwriting commitments. Either of these
potential developments could materially adversely affect our results of operations and financial condition.

We have sold businesses through reinsurance that could again become our direct financial and administrative
responsibility if the purchasing companies were to become insolvent.

In the past, we have sold, and in the future we may sell, businesses through reinsurance ceded to third parties.
For example, in 2001 we sold the insurance operations of our Fortis Financial Group (“FFG™) division to The
Hartford Financial Services Group, Inc. (“The Hartford™) and in 2000 we sold our Long Term Care (“LTC”) division
to John Hancock Life Insurance Company (“John Hancock™), now a subsidiary of Manulife Financial Corporation.
Most of the general account assets backing reserves coinsured under these sales are held in trusts that could aid in
protecting us financially if the purchaser were to fail. However, such trusts have varying provisions regarding how
fully funded they are required to be and how often they must be restored to such funded status. Therefore, protection
from the trusts is only existent to the extent the coinsurance trusts are funded at the time of reinsurer default. Aside
from the coinsurance, a portion of the assets backing FFG general account reserves and all of the FFG separate
accounts remain on our balance sheet pursuant to modified coinsurance arrangements. In addition to the financial
risk, we have the additional risk of becoming responsible for administering these businesses in the event of a default
by either reinsurer. We do not have the administrative systems and capabilities to process this business today.
Accordingly, we would need to obtain those capabilities in the event of an inselvency of one or more of the
reinsurers of these businesses. We might be forced to obtain such capabilities on unfavorable terms with a resulting
material adverse effect on our results of operations and financial condition.

Due to the structure of our commission program, we are exposed to the credit risk of some of our agents and
our clients in Assurant Solutions and Assurant Specialty Property.

We are subject to the credit risk of the clients and/or agents with which we contract in Assurant Solutions
and Assurant Specialty Property. We advance agents’ commissions as part of our preneed insurance product
offerings. These advances are a percentage of the total face amount of coverage as oppesed to a percentage of the
first-year premium paid, the formula that is more common in other life insurance markets. There is a one-year
payback provision against the agency if death or lapse occurs within the first policy year, If SCI, who receives
the largest shares of such agent commissions, were unable to fulfill its payback obligations, this could have an
adverse effect on our operations and financial condition.

In addition, some of our clients and agents collect premiums on our behalf. If these parties fail to remit
payments owed 10 us or fail to pass on payments they collect on our behalf, it could have an adverse effect on our

resuits of operations.
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A further decline in the manufactured housing market may adversely affect our results of operations and
financial condition.

The manufactured housing industry has experienced a significant decline in both shipments and retail
sales in the last eight years. The downturn in the manufactured housing industry is a result of several factors,
including the impact of repossessions, the lack of retail financing, reduced resale values, and the consolidations
of manufacturers and lenders of manufactured housing. In the year ended December 31, 2007, our sales of
homeowners’ policies in the manufactured housing sector comprised 12.5% of Assurant Specialty Property’s
net written premiums. If these downward trends continue, without diversification and growth in other
manufactured housing product lines, our results of operations and financtal condition may be adversely
affected.

A.M. Best, Moody’s, and S& P rate the financial strength of our insurance company subsidiaries, and a
decline in these ratings could affect our standing in the insurance industry and cause our sales and earnings
to decrease.

Ratings have become an increasingly important factor in establishing the competitive position of insurance
companies. A.M. Best rates most of our domestic operating insurance subsidiaries. Moody’s rates six of our
domestic operating insurance subsidiaries and S&P rates seven of our domestic operaling insurance subsidiaries.
The ratings reflect A.M. Best’s, Moody's, and S&P’s opinions of our subsidiaries’ financial strength, operating
performance, strategic position and ability 10 meet their obligations to policyholders. The ratings are not
evaluations directed to investors and are not recommendations to buy, sel! or hold our securities. These ratings
are subject to periodic review by A.M. Best, Moody's, and S&P, and we cannot assure you that we will be able
to retain these ratings, As a result of their concerns related to the ongoing SEC investigation (see Item 3. Legal
Proceedings for more information) A.M. Best and S&P have placed a negative outlook on our ratings. Moody’s
has our ratings under review for possible downgrade. For more information on the specific A.M. Best, Moody'’s,
and S&P ratings of our domestic operating insurance subsidiaries, see “Item 1—Business—Ratings.”

If our ratings are reduced from their current levels by A.M. Best, Moody’s, or S&P, our competitive
position in the respective insurance industry segments could suffer and it could be more difficult for us to
market our products. Rating agencies may take action to lower our ratings in the future due to, among other
things the competitive environment in the insurance industry, which may adversely affect our revenues, the
inherent uncertainty in determining reserves for future claims, which may cause us to increase our reserves
for claims, the outcome of pending litigation and regulatory investigations, which may adversely affect our
financial position and reputation and possible changes in the methodology or criteria applied by the rating
agencies. In addition, rating agencies have come under recent scrutiny over their ratings on various mortgage-
backed products. As a result, they may become more conservative in their methodology and criteria, which
could adversely affect our ratings.

As customers and their advisors place importance on our financial strength ratings, we may lose customers
and compete less successfully if we are downgraded. In addition, ratings impact our ability 10 attract investment
capital on favorable terms. If our financial strength ratings are reduced from their current levels by A.M. Best,
Moody’s, or S&P, our cost of borrowing would likely increase, our sales and earnings could decrease and our
results of operations and financial condition could be materially adversely affected.

Contracts representing approximately 32% of Assurant Solutions’ and 12% of Assurant Specialty Property’s
net earned premiums and fee income for the year ended December 31, 2007 contain provisions requiring the
applicable subsidiaries to maintain minimum A.M. Best financial strength ratings ranging from “A” or better to
“B” or better, depending on the contract. Qur clients may terminate these contracts or not renew contracts if the
subsidiaries’ ratings fall below these minimum or other acceptable levels. Under our marketing agreement with
SCI, American Memorial Life Insurance Company (“*AMLIC™), one of our subsidiaries, is required to maintain
an A.M. Best financial strength rating of “B” or better throughout the term of the agreement. If AMLIC fails to
maintain this rating for a period of 180 days, SCI may terminate the agreement.
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The failure to effectively maintain and modernize our information systems could adversely affect our
business.

Qur business is dependent upon the ability to keep up to date with technological advances. This is
particularly important where our systems, including our ability to keep our systems integrated with those of our
clients, are critical to the operation of our business and financial reporting. If we do not update our systems to
reflect technological advancements or protect our systems, our relationships and ability to do business with our
clients may be adversely affected.

Our business depends significantly on effective information systems, and we have many different
information systems for our various businesses. We must commit significant resources to maintain and enhance
our existing information systems and develop new information systems in order to keep pace with continuing
changes in information processing technology, evolving industry, regulatory and legal standards and changing
customer preferences. A failure to maintain effective and efficient information systems, or a failure to efficiently
and effectively consolidate our information systems to eliminate redundant or obsolete applications, could have a
material adverse effect on our results of operations and financial condition or our ability to do business in a
particular jurisdiction, If we do not effectively maintain adequate systems we could experience adverse
censequences, including inadequate information on which to base pricing, underwriting and reserving decisions,
the loss of existing customers, difficulty attracting new customers, customer, provider and agent disputes,
regulatory problems, such as failure to meet prompt payment obligations, litigation exposure, or increases in
administrative expenses.

Our management information, internal control and financial reporting systems may need further
enhancements and development to satisfy continuing financial and other reporting requirements of our insurers
and of us.

Failure to protect our clients’ confidential information and privacy could result in the loss of reputation and
customers, reduction to our profitability and/or subject us to fines, litigation and penaliies.

A number of our businesses are subject to privacy regulations and to confidentiality obligations. For
examnple, the collection and use of patient data in our Assurant Health and Assurant Employee Benefits segments
is the subject of national and state legislation, including the Health Insurance Portability and Accountability Act
(“HIPAA™), and certain activities conducted by our segments are subject to the privacy regulations of the
Gramm-Leach-Bliley Act. We also have contractual obligations to protect certain confidential information we
obtain from our existing vendors, servicing companies, and clients. These obligations generally include
protecting such confidential information to the same extent as we protect our own confidential information in
accordance with laws that govern our clients or us, or in compliance with client requirements. The actions we
take to protect such confidential information vary by operating segment and may include, among other things,
training and educating our employees regarding our obligations relating to confidential information, actively
monitoring our record retention plans and any changes in privacy and compliance requirements of the
Jjurisdictions in which our regulated subsidiaries do business, drafting appropriate contractual provisions into any
contract that raises proprietary and confidentiality issues, maintaining and utilizing appropriately secure storage
facilities for tangible records, and limiting access, as appropriate, to both tangible records and to electronic
information.

In addition, we maintain a comprehensive written information security program with appropriate
administrative, technical and physical safeguards to protect such confidential information. If we do not properly
comply with privacy and security laws and regulations that require us to protect confidential information, we
could experience adverse consequences, including loss of customers and related revenue, regulatory problems
(including fines and penalties), loss of reputation and civil litigation.

See “Risks Related to Our Industry—Costs of compliance with privacy and security laws could adversely
affect our business and results of operations.”
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Our ability to achieve our desired market positions may be significantly impaired if we do not find suitable
acquisition candidates or new insurance ventures, and even if we do, we may not successfully integrate any
such acquired companies or successfully promote such ventures, which could have an adverse effect on our
results of operations.

From time to time, we evaluate possible acquisition transactions and the start-up of complementary
businesses, and at any given time, we may be engaged in discussions with respect to possible acquisitions and
new ventures. While our business mode! is not dependent upon acquisitions or new insurance ventures, the time
frame for achieving or further improving upon our desired market positions can be significantly shortened
through opportune acquisitions or new insurance ventures. Historically, acquisitions and new insurance ventures
have played a significant role in achieving desired market positions in some, but not all, of our businesses. No
assurance can be given that we will be able to identify suitable acquisition transactions or insurance ventures, that
such transactions will be financed and completed on acceptable terms or that our future acquisitions or ventures
will be successful. Any deficiencies in the process of integrating any companies we do acquire or investing in
and promoting new ventures could have a material adverse effect on our results of operations and financial
condition.

In addition, implementation of an acquisition strategy entails a number of risks, including among other
things inaccurate assessment of undisclosed liabilities; difficulties in realizing projected efficiencies, synergies
and cost savings; failure to achieve anticipated revenues, earnings or cash flow; an increase in our indebtedness;
and a limitation in our ability to access additional capital when needed. For example, we recognized a goodwill
impairment of $1,260,939 in 2002 related to an earlier acquisition. Our failure to adequately address these
acquisition risks could materiafly adversely affect our results of operations and financial condition.

The inability of our subsidiaries to pay dividends to us in sufficient amounts could harm our ability to meet
our obligations and pay future stockholder dividends.

As a holding company whose principal assets are the capital stock of our subsidiaries, we rely primarily on
dividends and other statutorily permissible payments from our subsidiaries to meet our obligations for payment
of interest and principal on outstanding debt obligations, dividends to stockholders (including any dividends on
our common stock) and corporate expenses. The ability of our subsidiaries to pay dividends and to make such
other payments in the future will depend on their statutory surplus, future statutory earnings and regulatory
restrictions. Except to the extent that we are a creditor with recognized claims against our subsidiaries, claims of
the subsidiaries’ creditors, including policyholders, have priority with respect to the assets and earnings of the
subsidiaries over the claims of our creditors. If any of our subsidiaries should become insolvent, liquidate or
otherwise reorganize, our creditors and stockholders will have no right to proceed against the assets of that
subsidiary or to cause the liquidation, bankruptcy or winding-up of the subsidiary under applicable liquidation,
bankruptcy or winding-up laws. The applicable insurance laws of the jurisdiction where each of our insurance
subsidiaries is domiciled would govern any proceedings relating to that subsidiary. The insurance autherity of
that jurisdiction would act as a liquidator or rehabilitator for the subsidiary. Both creditors and policyholders of
the subsidiary would be entitled to payment in full from the subsidiary’s assets before we, as a stockholder,
would be entitled to receive any distribution from the subsidiary.

The payment of dividends to us by any of our regulated operating subsidiaries in excess of a certain amount
(i.e., extraordinary dividends) must be approved by the subsidiary’s domiciliary state department of insurance.
Ordinary dividends, for which no regulatory approval is generally required, are limited to amounts determined by
a formula, which varies by state. The formula for the majority of the states in which our subsidiaries are
domiciled is based on the prior year’s statutory net income or 10% of the statutory surplus as of the end of the
prior year. Some states limit ordinary dividends to the greater of these two amounts, others limit thern to the
lesser of these two amounts and some states exclude prior year realized capital gains from prior year net income
in determining ordinary dividend capacity. Some states have an additional stipulation that dividends may oniy be
paid out of earned surplus. If insurance regulators determine that payment of an ordinary dividend or any other
payments by our insurance subsidiaries 10 us (such as payments under a tax sharing agreement or payments for
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employee or other services) would be adverse to policyholders or creditors, the regulators may block such
payments that would otherwise be permitted without prior approval. No assurance can be given that there wili not
be further regulatory actions restricting the ability of our insurance subsidiaries to pay dividends, We may seek
approval of regulators to pay dividends in excess of any amounts that would be permitted without such approval.
If the ability of insurance subsidiaries to pay dividends or make other payments to us is materially restricted by
regulatory requirements, it could adversely affect our ability to pay any dividends on our common stock and/or
setrvice our debt and pay our other corporate expenses. For more information on the maximum amount our
subsidiaries could pay us in 2008 without regulatory approval, see “Item 5—Market For Registrants” Common
Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities—Dividend Policy.”

Our credit facilities also contain limitations on our ability to pay dividends to our stockholders if we are in
default or such dividend payments would cause us to be in default of the credit facilities.

The success of our business strategy depends on the continuing service of the members of our senior
management team, and any failure to adequately provide for the succession of senior management and other
key executives could have an adverse effect on our results of aperations.

Qur business and results of operations could be adversely affected if we fail to adequately ptan for the
succession of our senior management and other key executives. While we have succession plans in place and
change in control severance agreements with senior management and certain key executives, these do not
guarantee that the services of qualified senior executives will continue (o be available to us. In addition, if we fail
to effectively retain senior management and other key executives, such failure may have an adverse effect on the
retention of employees and others in management.

Risks Related to Our Industry
Our business is subject to risks related to litigation and regulatory actions.

In addition to the occasional employment-related litigation to which businesses are subject, we are a
defendant in actions arising out of, and are involved in, various regulatory investigations and examinations
relating to our insurance and other related business operations. We are subject to comprehensive regulation and
oversight by insurance departments in jurisdictions in which we do business. These insurance departments have
broad administrative powers with respect to all aspects of the insurance business and, in particular, monitor the
manner in which an insurance company offers, sells and administers its products. Therefore, we may from time
to time be subject to a variety of legal and regulatory actions relating to our current and past business operations,
including, but not limited to:

* disputes over coverage or claims adjudication including, but not limited to, pre-existing conditions in
individual medical contracts;

» disputes regarding sales practices, disclosures, premium refunds, licensing, regulatory compliance and
compensation arrangements;

* disputes with our agents, producers or network providers over compensation and termination of
contracts and related claims;

+ disputes concerning historical premiums charged by companies acquired by us for coverage that may
have been based on factors such as race;

+ disputes relating to customers regarding the ratio of premiums to benefits in our various operating
segments,

* disputes alleging packaging of credit insurance products with other products provided by financial
institutions;

» disputes relating to certain excess of loss programs in the London markets;
= disputes with taxation and insurance authorities regarding our tax liabilities;

* disputes relating to certain businesses we have acquired or disposed of;
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* periodic examinations of compliance with applicable federal securities laws;

» disputes relating to customers’ claims that the customer was not aware of the full cost of insurance or
that insurance was in fact being purchased; and

+ industry-wide investigations regarding business practices including, but not limited to, the marketing
and refunding of insurance policies or certificates of insurance.

The prevalence and outcomes of any such actions cannot be predicted, and no assurances can be given that
such actions or any litigation would not materially adversely affect our results of operations and financial
condition. In addition, if we were to experience difficulties with our relationship with a regulatory body in a
given jurisdiction, it could have a material adverse effect on our ability to do business in that jurisdiction.

In addition, plaintiffs continue 1o bring new types of legal claims against insurance and related companies.
Current and future court decisions and legislative activity may increase our exposure to these types of claims.
Multiparty or class action claims may present additional exposure to substantial economic, non-economic or
punitive damage awards. The loss of even one of these claims, if it resulted in a significant damage award or a
judicial ruling that was otherwise detrimental, could have a material adverse effect on our results of operations
and financial condition. This risk of potential liability may make reasonable settlements of ¢laims more difficult
to obtain. We cannot determine with any certainty what new theories of recovery may evolve or what their
impact may be on our businesses.

In 2007, we became the subject of a certain amount of negative publicity that criticized our coverage denial
practices. Subsequently, we have experienced an increase in regulatory scrutiny of our coverage denial practices.
In particular, Assurant Health has faced enhanced regulatory examination in the state of Connecticut, focused
specifically on our practices relating to exclusion of coverage on the basis of a pre-existing condition. These
regulatory examinations and investigations could result in, among other things, changes in our business practices
and claims handling practices, increases in policy labilities, reopening of closed or denied claims, changes in
governance or other oversight procedures, fines and other actions by the regulatory agencies. Such results, singly
or in combination, could harm our reputation, cause negative publicity, adversely affect our ratings, or impair our
ability to sell or retain insurance policies, thereby adversely affecting our business.

Another focus of regulators has been the accounting treatment for finite reinsurance or other non-traditional or
loss mitigation insurance products. Some state regulators have made routine inquiries to some of our insurers regarding
finite reinsurance. Additionally, as part of an ongoing, industry-wide investigation, the Company and ceriain of its
officers and former employees have received subpoenas and requests from the SEC in connection with an investigation
by the SEC Staff into certain finite reinsurance contracts entered into by the Company. We are cooperating fully and
are complying with the requests.

We have conducted an evaluation of the transactions that could potentially fall within the scope of the
subpoenas, as defined by the authorities, and the Company has provided information as requested. Based on our
investigation to date, we have concluded that there was a verbal side agreement with respect to one of our
reinsurers under our catastrophic reinsurance program. The contract to which this verbal side agreement applied
was accounted for using reinsurance accounting as opposed to deposit accounting. While management believes
that the difference resulting from the appropriate alternative accounting treatment would be immaterial to our
financial position or results of operations, regulators may reach a different conclusion. In 2004 and 2003,
premiums ceded to this reinsurer were $2,600 and $1,500, respectively, and losses ceded were 510,000 and zero,
respectively. This contract expired in December 2004 and was not renewed.

In July 2007, we tearned that each of the following five individuals, Robert B. Pollock, President and Chief
Executive Officer, Philip Bruce Camacho, Executive Vice President and Chief Financial Officer, Adam Lamnin,
Executive Vice President and Chief Financial Officer of Assurant Solutions/Assurant Specialty Property,
Michael Steinman, Senior Vice President and Chief Actvary of Assurant Solutions/Assurant Specialty Property
and Dan Folse, Vice President-Risk Management of Assurant Solutions/Assurant Specialty Property, received
Wells notices from the SEC in connection with its ongoing investigation. A Wells notice is an indication that the
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staff of the SEC is considering recommending that the SEC bring a civil enforcement action against the recipient
for violating various provisions of the federal securities laws. Under SEC procedures, the recipients have the
opportunity to respond to the SEC Staff before a formal recommendation is finalized.

On July 17, 2007, we announced that the Board of Directors (the “Board”) had placed all five employees on
administrative leave, pending further review of this matter. On July 18, the Board appointed J. Kerry Clayton as
interim President and Chief Executive Officer and Michael J. Peninger as interim Chief Financial Officer of the
Company. The Board’s actions were based on the recommendations of its Special Committee of
non-management directors which thereafter conducted a thorough investigation of the events that had resulied in
the receipt of the Wells notices. The Special Committee reviewed the relevant documents, conducted interviews
and worked with outside counsel in order to investigate these matters and to recommend appropriate actions 1o
the Board with respect to the SEC investigation. On August 9, 2007, Messrs. Steinman and Folse's employment
with the Company was terminated.

We have completed a comprehensive review, and based on that review, and the work of the Special
Committee, the Board unanimously voted to reinstate Mr, Pollock as President and Chief Executive Officer,
effective January 28, 2008. Mr. Clayton transittoned with Mr. Pollock and remained in an emeritus status through
the end of February 2008.

The Board's decision to reinstate Mr. Pollock implies no conclusion concerning the outcome of the SEC
Staff”s ongoing investigation, and the SEC Staff”s Wells notice to him remains in effect. Our decision reflects
solely the Board's judgment, based on the Special Committee’s comprehensive review, that it was in the best
interests of the Company and its shareholders to return Mr, Pollock to his positions at that time, rather than await
the conclusion of the SEC’s investigation, because of concerns over long term leadership by employees,
shareholders and customers. The SEC Stafi"s inquiry continues, and we are cooperating fully. We cannot predict
the duration or outcome of the investigation,

In the course of its response to SEC Staff inquiries, we identified certain problems related to our document
production process. The Company continues to work diligently to ensure that all responsive documents in our
possession have been provided to the SEC Staff and the Special Committee has considered those documents in
performing its review. These production issues have delayed resolution of this matter. Messrs. Camacho and
Lamnin remain on administrative leave.

In relation to the SEC investigation discussed above, the SEC may charge the Company and/or the
individuals with violations of the federal securities laws, including alleging violations of Sections 10{b), 13(a}.
and/or 13(b) of the Securities Exchange Act of 1934, and/or Section 17(a) of the Securities Act of 1933, and may
seck civil monetary penalties, injunctive relief and other remedies against the Company and individuals,
including potentially seeking a bar preventing one or more of the individuals from serving as an officer or
director of a public company. The SEC may also take the position that the Company should restate its
consolidated financial statements to address the accounting treatment referred to above. No settlement of any
kind can be reached without approval by the SEC and we have not accrued for any civil monetary penalties since
we cannot reasonably estimate the amount of such civil monetary penalties at this time.

Depending upon the cutcome of the SEC investigation, we may become subject to derivative civil claims
made on our behalf against certain of our current and former officers and directors. The amount of time that
may be necessary to resolve these claims is unpredictable, and in defending them, our management’s
attention may be diverted from the day-to-day operations of our business, which could adversely affect our
business, financial condition and results of operations. In addition, an unfavorable outcome in any such
litigation could require us to incur significant legal expenses and substantial judgments or settlements
pursuant to any indemnification obligations that we may have with our current or former officers and
directors, which could also have a material adverse effect on our business, financial position, results of
operations or cash flows.

We cannot predict at this ime the effect that current Iitigation, investigations and regulatory activity will
have on the insurance industry or our business. Given our prominent position in the insurance industry, it is
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possible that we will become subject to further investigations and have lawsuits filed against us. Our involvement
in any investigations and lawsuits would cause us to incur legal costs and, if we were found to have violated any
laws, we could be required 1o pay fines and damages, perhaps in material amounts. In addition, we could be
adversely affected by the negative publicity for the insurance industry related to any such proceedings, and by
any new industry-wide regulations or practices that may result from any such proceedings.

We face significant competitive pressures in our businesses, which may reduce premium rates and prevent us
from pricing our products at rates that will allow us to be profitable.

In each of our lines of business, we compete with other insurance companies or service providers,
depending on the line and products, although we have no single competitor who competes against us in all of the
business lines in which we operate. Assurant Solutiens and Assurant Specialty Property have numerous
competitors in their product lines, but we believe no other company participates in all of the same lines or offers
comparable comprehensive capabilities. Competitors for both operating segments include national and regional
insurance companies, managing and general agencies, and financial institutions.

While we are among the largest competitors in terms of market share in many of our business linzs, in some
cases there are one or more major market players in a particular line of business. In Assurant Health, we believe
the market is characterized by many competitors, and our main competitors include health insurance companies,
HMOs and the Blue Cross/Blue Shield plans in the states in which we write business. In Assurant Employee
Benefits, competitors include benefits and life insurance companies, dental managed care entities and
not-for-profit dental plans.

Competition in our businesses is based on many factors, including quality of service, product features,
price, scope of distribution, scale, financial strength ratings and name recognition. We compete, and will
continue 1o compete, for customers and distributors with many insurance companies and other financial
services companies. We compete not only for business and individual customers, employer and other group
customers, but alse for agents and distribution relationships. Some of our competitors may offer a broader
array of products than our specific subsidiaries with which they compete in particular markets, may have a
greater diversity of distribution resources, may have better brand recognition, may from time to time have
more competitive pricing, may have lower cost structures or, with respect to insurers, may have higher
financial strength or claims paying ratings. Some may also have greater financial resources with which to
compete. For example, many of our insurance products, particularly our group benefits and health insurance
policies, are underwritten annually and, accordingly, there is a risk that group purchasers may be able to
obtain more favorable terms from competitors rather than renewing coverage with us. The effect of
competition may, as a result, adversely affect the persistency of these and other products, as well as our
ability to sell products in the future. In Assurant Solutions, as a result of state and federal regulatory
developments and changes in prior years, certain financial institutions are now able to offer a product called
debt protection which is similar to credit insurance and financial institutions are able to affiliate with other
insurance cempanies to offer services similar to our own. This has resulted in new competitors with
significant financial resources entering some of our markets. Assurant Solutions currently provides debt
protection administration and as financial institutions gain experience with debt protection administration,
their reliance on third party administrators may diminish.

Moreover, some of our competitors may have a lower target for returns on capital allocated to their business
than we do, which may lead them to price their products and services lower than we do. In addition, from time to
time, companies enter and exit the markets in which we operate, thereby increasing competition at times when
there are new entrants. For example, several large insurance companies have recently entered the market for
individual health insurance products. We may lose business to competitors offering competitive products at
lower prices, or for other reasens, which could materially adversely affect our results of operations and financial
condition.
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In certain markets, we compete with organizations that have a substantial market share. In addition, with
regard to Assurant Health, organizations with sizable market share or provider-owned plans may be able to
obtain favorable financial arrangements from health care providers that are not available to us. Without our own
similar arrangements, we may not be able to compete effectively in such markets.

New competition could also cause the supply of insurance to change, which could affect our ability to price
our products at attractive rates and thereby adversely affect our underwriting results. Aithough there are some
impediments facing potential competitors who wish to enter the markets we serve, the entry of new competitors
into our markets can occur, affording our customers significant flexibility in moving to other insurance providers.

The insurance industry is cyclical, which may impact our results.

The insurance industry is cyclical. Although no two cycles are the same, insurance industry cycles have
typically lasted for periods ranging from two to ten years. The segments of the insurance markets in which we
operate tend not to be correlated to each other, with each segment having its own cyclicality. Periods of intense
price competition due to excessive underwriting capacity, periods when shortages of underwriting capacity
permit more favorable rate levels, consequent fluctvations in underwriting results and the occurrence of other
losses characterize the conditions in these markets. Historically, insurers have experienced significant
fluctuations in operating results due to volatile and sometimes unpredictable developments, many of which are
beyond the direct control of the insurer, including competition, frequency of occurrence or severity of
catastrophic events, levels of capacity, general economic conditions and other factors. This may cause a decline
in revenue at times in the cycle if we choose not to reduce our product prices in order to maintain our market
position, because of the adverse effect on profitability of such a price reduction. We can be expected, therefore,
to experience the effects of such cyclicality and changes in customer expectations of appropriate premium levels,
the frequency or severity of claims or other loss events or other factors affecting the insurance industry that
generally could have a material adverse effect on our results of operations and financial condition.

The insurance and related businesses in which we operate may be subject to periodic negative publicity, which
may negatively impact our financial results.

We communicate with and distribute our preducts and services ultimately to individual consumers. There
may be a perception that some of these purchasers may be unsophisticated and in need of consumer protection.
Accordingly, from time to time, consumer advocate groups or the media may focus attention on our products and
services, thereby subjecting our industries to the possibility of periodic negative publicity.

We may also be negatively impacted if another company in one of our industries or in a related industry
engages in practices resulting in increased public attention to our businesses. Negative publicity may also occur
as a result of judicial inquiries and regulatory or governmental action with respect to our products, services and
industry commercial practices. Negative publicity may result in increased regulation and legislative scrutiny of
industry practices as well as increased litigation or enforcement action by civil and criminal authorities.
Additionally, negative publicity may increase our costs of doing business and adversely affect our profitability by
impeding our ability to market our products and services, requiring us to change our products or services or
increasing the regulatory burdens under which we operate,

Ongoing focus by the government and the National Asscciation of Insurance Commissioners (“NAIC”)} on
certain industry practices, including but not limited to, broker contingent commissions and finite or financial
reinsurance, has created negative publicity for some insurers and the reinsurance industry, including those
seeking reinsurance covers.
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We are subject to extensive governmental laws and regulations, which increase our costs and could restrict the
conduct of our business.

Our operating subsidiaries are subject to extensive regulation and supervision in the jurisdictions in which
they do business. Such regulation is generally designed to protect the interests of policyholders, as opposed to
stockholders and other investors. To that end, the laws of the various states and other jurisdictions establish
insurance departments with broad powers with respect to such things as:

¢ licensing and authbrizing companies and agents to transact business;

« regulating capital and surplus and dividend requirements;

» regulating underwriting limitations;

+ regulaling companies’ ability to enter and exit markets;

» imposing statutory accounting requirements and annual statement disclosures;
* approving policy forms and mandating certain insurance benefits;

+ restricting companies’ ability to provide, terminate or cancel certain coverages;
« regulating premium rates, including the ability to increase or maintain premium rates,
* regulating trade and claims practices;

« regulating certain transactions between affiliates;

« regulating the content of disclosures to consumers;

« regulating the type, amounts and valuation of investments;

* mandating assessments or other surcharges for guaranty funds and the ability to recover such
assessments in the future through premium increases; and

= regulating market conduct and sales practices of insurers and agents.

Our non-insurance operations and certain aspects of our insurance operations are subject to various federal
and state regulation including state and federal consumer protection and other laws. Similarly, our foreign
subsidiaries are subject to legislation in the countries in which they are domiciled. We face the challenge of
conducting business in a multi-national setting with varying regulations.

Assurant Health is also required by some jurisdictions to provide coverage to persons who would not
otherwise be considered eligible by insurers. Each of these jurisdictions dictates the types of insurance and the
level of coverage that must be provided to such involuntary risks. Our share of these involuntary risks is
mandatory and generally a function of our respective share of the voluntary market by line of insurance in each
jurisdiction. Assurant Health is exposed to some risk of losses in connection with mandated participation in such
programs in those jurisdictions in which they are still effective. HIPAA requires certain guaranteed issuance and
renewability of health insurance coverage for individuals and small groups (generally 50 or fewer employees)
and limits exclusions based on pre-existing conditions. See also "—Risks Related to Our Industry—Costs of
compliance with privacy and security laws could adversely affect our business and results of operations.” If
regulatory requirements impede our ability to raise premium rates, utilize new policy forms or terminate, deny or
cancel coverage in any of our businesses, our results of operations and financial condition could be materially
adversely affected.

The capacity for an insurance company's growth in premiums is in part a function of its statutory surplus.
Maintaining appropriate levels of statutory surplus, as measured by SAP and procedures, is considered important
by insurance regulatory authorities and the private agencies that rate insurers’ claims-paying abilities and
financial strength. Failure to maintain certain levels of statutory surplus could result in increased regulatory
scrutiny and enforcement, action by regulatory authorities or a downgrade by rating agencies.
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We may be unable to maintain all required licenses and approvals and our business may not fully comply
with the wide variety of applicable laws and regulations or the relevant authority’s interpretation of the laws and
regulations. Also, some regulatory authorities have relatively broad discretion to grant, renew or revoke licenses
and approvals or to limit or restrain operations in their jurisdiction. If we do not have the requisite licenses and
approvals or do not comply with applicable regulatory requirements, the insurance regulatory authorities could
preclude or temporarily suspend us from carrying on or limit some or all of our activities or monetarily penalize
us. That type of action could materially adversely affect our results of operations and financial condition.

Changes in regulation may reduce our profitability and limit our growth.

Legislation or other regulatory reform that increases the regulatory requirements imposed on us or that
changes the way we are able to do business may significantly harm our business or results of operations in the
future. For example, some states have imposed new time limits for the payment of uncontested covered claims
and require health care and dental service plans to pay interest on uncontested claims not paid promptly within
the required time period. Some states have also granted their insurance regulatory agencies additional authority to
impose monetary penalties and other sanctions on health and dental plans engaging in certain unfair payment
practices. If we were to be unable for any reason to comply with these requirements, it could result in substantial
costs to us and may materially adversely affect our results of operations and financial condition.

Legislative or regulatory changes that could significantly harm our subsidiaries and us include, but are not
limited to:

« legislation that holds insurance companies or managed care companies liable for adverse consequences
of medical or dental decisions;

« limitations or imposed reductions on premium levels or the ability to raise premiums on existing
policies;

* increases in minimum capital, reserves and other financial viability requirements;

* impositions of fines, taxes or other penalties for improper licensing, the failure to promptly pay claims,
however defined, or other regulatory violations;

* increased licensing requirements;

+ prohibitions or limitations on provider financial incentives and provider risk-sharing arrangements;
= imposition of more stringent standards of review of our coverage determinations;

+ new benefit mandates;

» increased regulation relating to the use of associations and trusts in the sale of individual health
insurance;

+ limitations on our ability to build appropriate provider networks and, as a result, manage health care and
utilization due to “any willing provider” legislation, which requires us to take any provider willing to
accept our reimbursement;

* limitations on the ability tc manage health care and utilization due to direct access laws that allow
insureds to seek services directly from specialty medical providers without referral by a primary care
provider; and

* restriction of solicitation of insurance consumers by funeral board laws for prefunded funeral insurance

coverage.

In recent years, the state insurance regulatory framework has come under increased federal scrutiny and
some state legistatures have considered or enacted laws that may alter or increase state authority to regulate
insurance companies and insurance holding companies. Further, the NAIC and state insurance regulators are
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re-examining existing laws and regulations, specifically focusing on modifications to holding company
regulations, interpretations of existing laws and the development of new laws. Although the U.S. federal
government does not directly regulate the insurance business, changes in federal legislation and administrative
policies in several areas could significantly impact the insurance industry and us. The federal Antitrust
Modemization Commission has recently recommended that the U.S. Congress consider the repeal of the
McCarran-Ferguson Act, one of the bases for the current system of state regulation of the insurance industry,
while the American Counsel of Life Insurers and others are promoting the introduction of an optional federal
charter for certain insurers. Moreover, federal legislation and administrative policies in areas such as employee
benefit plan regulation, financial services regulation and federal taxation can reduce our profitability.
Additionally, there have been attempts by the NAIC and several states to limit the use of discretionary clauses in
policy forms. The elimination of discretionary clauses could increase our costs under our life, health and
disability insurance policies. New interpretations of existing laws and the passage of new legislation may harm
our ability to sell new policies and increase our claims exposure on policies we issued previously.

A number of legislative proposals have been made at the federal level over the past several years that could
impose added burdens on Assurant Health. These propoesals would, among other things, mandate benefits with
respect 1o certain diseases or medical procedures, require plans to offer an independent external review of certain
coverage decisions, establish association health plans for small businesses, and establish a national health
insurance program. Any of these proposals, if implemented, could adversely affect cur results of operations or
financial condition. Federal changes in Medicare and Medicaid that reduce provider reimbursements could have
negative implications for the private sector due to cost shifting, State small employer group and individual health
insurance market reforms to increase access and affordability could also reduce profitability by precluding us
from appropriately pricing for risk in our individual and small employer group health insurance policies.

With respect to Assurant Specialty Property, federal tegislative proposals regarding National Catastrophe
Insurance, if adopted, could reduce the business need for some of the property and casualty related products
provided by Assurant Speciatty Property.

The NAIC has adopted the Annual Financial Reporting Model Act (which prior to revision was known as
the Model Audit Rule), that, when adopted by states, will impose internal controls similar to those mandated by
Section 404 of the Sarbanes-Oxley Act of 2002 (which we refer to as SOX 404), with some differences for
insurance companies. The latest date of adoption by any state, as prescribed by the NAIC, is 2010. These SOX
404 type controls will add an additional layer of internal review for insurer financial statements and subject
insurers to varying levels of review by state insurance regulators. This could result in potential exposure for fines
and penaliies for non-compliance. In addition, the NAIC has adopted changes to statutory accounting principles,
which may negatively impact insurer financial reporting requirements and the profitability of insurance
operations on a statutory basis.

Additionally, the Attorney General of Mississippi has initiated legal actions against a number of large
insurers to invalidate or interpret the flood exclusion in various insurance policies of hurricane-affected
claimants, so as to require coverage for Josses from hurricane floods and tidal waves. The named insurers are
contesting such action. Although none of the Assurant companies has been specifically named as defendants, the
lawsuit names as unknown defendants, “any business entity qualified to do business in the State of Mississippi
who offered insurance, similar to the named insurers, to the detriment of the citizens of the State.” As a result, if
any of our companies are determined to be a defendant and the Mississippi Attorney General prevails. this could
result in negative publicity or have a materially adverse efiect on our current financial results as well as future
pricing and profitability.

We cannot predict with certainty the effect any proposed or future legislation, regulations or NAIC

initiatives may have on the conduct of our business. The insurance laws or regulations adopted or amended from
time to time may be more restrictive or may result in materially higher costs than current requirements.
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1t is difficult to predict the effect of the current investigations in connection with insurance industry
practices. See the preceding section entitled “—Our business is subject to risks related to litigation and regulatory
actions.”

Costs of compliance with privacy and security laws could adversely affect our business and results of
operations.

State privacy laws, particularly those with “opt-in” clauses, or provisions that enable an individual to elect
information sharing instead of being automatically included, can affect all our businesses. These laws make it
harder for our affiliated businesses to share information for marketing purposes, such as generating new sales
leads and participating in joint marketing arrangements.

Similarly, the federal and various state “do not solicit” lists could pose a litigation risk to Assurant
Solutions. Even an inadvertent failure to comply with consumers’ requests to be added to the *do not solicit” list
could result in litigation.

Furthermore, foreign privacy regulations could limit the efficiency of our foreign operations and reduce
profitability. For example, insurers domiciled in the European Union may not send data that may contain
customer information to the U.S., where established systems and operational procedures exist.

HIPAA and the implementing regulations that have been adopted impose obligations for issuers of health
and dental insurance coverage and health and dental benefit plan sponsors. HIPAA also establishes requirements
for maintaining the confidentiality and security of individually identifiable health information and standards for
electronic health care transactions. The Department of Health and Human Services promulgated final HIPAA
regulations in 2002. The privacy regulations required compliance by April 2003, the electronic transactions
regulations by October 2003 and the security regulations by April 2005. There are new provisions relating to the
National Provider ldentification Number that our health and dental businesses are in compliance with. As have
other entities in the health care industry, we have incurred and will continue to incur substantial costs in
complying with the requirements of the HIPAA regulations.

HIPAA is far-reaching and complex and proper interpretation and practice under the law continue to evolve.
Consequently, our efforts to measure, monitor and adjust our business practices to comply with HIPAA are
ongoing. Failure to comply with HIPAA could result in regulatory fines and civil lawsuits, Knowing and
intentional violations of these rules may also result in federal criminal penalties.

Beginning in early 2003, several large organizations became subjects of intense public scrutiny due to high-
profile data security breaches involving sensitive financial and health information. These events focused national
attention on identity theft and the duty of organizations to notify impacted consumers in the event of a data
security breach. Several federal bills are pending in Congress and currently 36 states have passed legislation
requiring customer notification in the event of a data security breach. Most state laws take their lead from
recently enacted California Civil Code Section 1798.82, which requires businesses that conduct business in
California to disclose any breach of security to any resident whose unencrypted data is believed to have been
disclosed. Several significant legal, operational and reputational risks exist with regard to data breach and
customer notification. Federal pre-emption relating to this issue may reduce our compliance costs. Nonetheless, a
breach of data security requiring public notification can result in regulatory fines, penalties or sanctions, civil
lawsuits, loss of reputation, loss of customers and reduction of our profitability.

33




Risks Related to Our Common Stock

Applicable laws and our certificate of incorporation and by-laws may discourage takeovers and business
combinations that our stockholders might consider in their best interests.

State laws and our certificate of incorporation and by-laws may delay, defer, prevent or render more
difficult a takeover attempt that our stockholders might consider in their best interests. For instance, they may
prevent our stockholders from receiving the benefit from any premium to the market price of our common stock
offered by a bidder in a takeover context. Even in the absence of a takeover attempt, the existence of these
provisions may adversely affect the prevailing market price of our common stock if they are viewed as
discouraging takeover attempts in the future.

State laws and our certificate of incorporation and by-laws may also make it difficult for stockholders to
replace or remove our directors. These provisions may facilitate director entrenchment, which may delay, defer
or prevent a change in our controf, which may not be in the best interests of our stockholders.

The following provisions in our certificate of incorporation and by-laws have anti-takeover effects and may
delay, defer or prevent a takeover attempt that our stockholders might consider in their best interests. In
particular, our certificate of incorporation and by-laws:

* permit our Board of Directors to issue one or more series of preferred stock;
* divide our Board of Directors into three classes;

* limit the ability of stockholders to remove directors;

+ prohibit stockholders from filling vacancies on our Board of Directors;

« prehibit stockholders from calling special meetings of stockholders and from taking action by written
consent;

* impose advance notice requirements for stockholder proposals and nominations of directors to be
considered at stockholder meetings;

» subject to limited exceptions, requires the approval of at least two-thirds of the voting power of our
outstanding capital stock entitled to vote on the matter to approve mergers and consolidations or the sale
of all or substantially all of our assets; and

* require the approval by the holders of at least two-thirds of the voting power of our outstanding capital
stock entitled to vote on the matter for the stockholders to amend the provisions of our by-laws and
certificate of incorporation described in the second through seventh bullet points above and this
supermajority provision.

In addition, Section 203 of the General Corporation Law of the State of Delaware may limit the ability of an
“interested stockholder” to engage in business combinations with us. An interested stockhelder is defined to
include persons owning | 5% or more of our outstanding voting stock.

Applicable insurance laws may make it difficult to effect a change of control of our Company.

Before a person can acquire control of an insurance company in the U.S. and certain other countries, prior
written approval must be obtained from the insurance commissioner of the jurisdiction where the insurer is
domiciled. For example, generally, state statutes provide that control over a domestic insurer is presumed to exist
if any person, directly or indirectly, owns, controls, holds with the power to vote, or holds proxies representing,
10% or more of the voting securities of the domestic insurer. However, the State of Florida, in which certain of
our insurance subsidiaries are domiciled, defines control as 5% or more. Because a person acquiring 5% or more
of our common stock would indirectly control the same percentage of the stock of our Florida subsidiaries, the
insurance change of control laws of Florida would apply to such transaction and at 10%, the laws of many other
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states would likely apply to such a transaction. Prior to granting approval of an application to acquire control of a
domestic insurer, a state insurance commissioner will typically consider such factors as the financial strength of
the applicant, the integrity of the applicant’s board of directors and executive officers, the applicant’s plans for
the future operations of the domestic insurer and any anti-competitive results that may arise from the
consummation of the acquisition of control.

Our stock and the stocks of other companies in the insurance industry are subject to stock price and trading
volume volatility.

From time to time, the stock price and the number of shares traded of companies in the insurance industry
experience periods of significant volatility. Company-specific issues and developments generally in the insurance |
industry and in the regulatory environment may cause this volatility. Our stock price may fluctuate in response to
a number of events and factors, including: '

» quarterly variations in cperating results;

* patural disasters, terrorist attacks and epidemics;

« changes in financial estimates and recommendations by securities analysts,

« operating and stock price performance of other companies that investors may deem comparable;

= press releases or negative publicity relating to our competitors or us or relating to trends in our markets;
+ regulatory changes and adverse outcomes from litigation and government or regulatory investigations;
* sales of stock by insiders;

+ changes in our financial strength ratings;

= limitations on premium levels or the ability to raise premiums on existing policies;

+ increases in minimum capital, reserves and other financial viability requirements; and

» limitations on our ability to repurchase Company stock.

In addition, broad market and industry fluctuations may adversely affect the trading price of our common
stock, regardiess of our actual operating performance.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

We own seven properties, including five buildings that serve as headquarters locations for our operating
segments and two buildings that serve as operation centers for Assurant Solutions and Assurant Specialty
Property. Assurant Solutions and Assurant Specialty Property share headquarters buildings lecated in Miami,
Florida and Atlanta, Georgia and Assurant Specialty Property has operation centers located in Florence, South
Carolina and Springfield, Ohio. Assurant Solution$ preneed business also has a headquarters building in Rapid
City, South Dakota. Assurant Employee Benefits has a headquarters building in Kansas City, Missouri. Assurant
Health has a headquarters building in Milwaukee, Wisconsin. We lease office space for various offices and
service centers located throughout the U.S. and internationally, including our New York corporate office and our
data center in Woodbury, Minnesota. Our leases have terms ranging from month-to-month to twenty-live years.
We believe that our owned and leased properties are adequate for our current business operations.

Item 3. Legal Proceedings

We are regularly involved in litigation in the ordinary course of business, both as a defendant and as a
plaintiff. We may from time to time be subject to a variety of legal and regulatory actions relating to our current
and past business operations. While we cannot predict the outcome of any pending or future litigation,
examination or investigation and although no assurances can be given, we do not believe that any pending matter
will have a material adverse effect individually or in the aggregate on our financial position or results of
operations.

As previously disclosed, the Company and certain of its officers and former employees have received
subpoenas and requests from the SEC in connection with an investigation by the SEC Staff into certain finite
reinsurance contracts entered into by the Company. We are cooperating fully and are complying with the
requests.

We have conducted an evaluation of the transactions that could potentially fall within the scope of the
subpoenas, as defined by the authorities, and the Company has provided information as requested. Based on our
investigation to date, we have concluded that there was a verbal side agreement with respect to one of our
reinsurers under our catastrophic reinsurance program. The contract to which this verbal side agreement applied
was accounted for using reinsurance accounting as opposed o deposit accounting. While management believes
that the difference resulting from the appropriate alternative accounting treatment would be immaterial to our
financial position or results of operations, regulators may reach a different conclusion, In 2004 and 2003,
premiums ceded to this reinsurer were $2,600 and $1,500, respectively, and losses ceded were $10,000 and zero,
respectively. This contract expired in December 2004 and was not renewed.

In July 2007, we learned that each of the following five individuals, Robert B. Pollock, President and Chief
Executive Officer, Philip Bruce Camacho, Executive Vice President and Chief Financial Officer, Adam Lamnin,
Executive Vice President and Chief Financial Officer of Assurant Solutions/Assurant Specialty Property,
Michael Steinman, Senior Vice President and Chief Actuary of Assurant Solutions/Assurant $pecialty Property
and Dan Folse, Vice President-Risk Management of Assurant Solutions/Assurant Spectalty Property, received
Wells notices from the SEC in connection with its ongoing investigation. A Wells notice is an indication that the
Staff of the SEC is considering recommending that the SEC bring a civil enforcement action against the recipient
for violating various provisions of the federal securities laws. Under SEC procedures, the recipients have the
opportunity to respend to the SEC Staff before a formal recommendation is finalized.

On July 17, 2007, we announced that the Board of Directors (the “Board”) had placed all five employees on
administrative leave, pending further review of this matter. On July 18, the Board appeinted J. Kerry Clayton as
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interim President and Chief Executive Officer and Michael J. Peninger as interim Chief Financial Officer of the
Company. The Board’s actions were based on the recommendations of its Special Committee of
non-management directors which thereafter conducted a thorough investigation of the events that had resulted in
the receipt of the Wells notices. The Special Committee reviewed the relevant documents, conducted interviews
and worked with outside counse! in order to investigate these matters and to recommend appropriate actions to
the Board with respect to the SEC investigation. On August 9, 2007, Messrs. Steinman and Folse’s employment
with the Company was terminated.

We have completed a comprehensive review, and based on that review, and the work of the Special
Committee, the Board unanimously voted to reinstate Mr. Pollock as President and Chief Executive Officer,
effective January 28, 2008. Mr. Clayton transitioned with Mr. Pollock and remained in an emeritus status through
the end of February 2008.

The Board’s decision to reinstate Mr. Pollock implies no conclusion concerning the outcome of the SEC
Staff’s ongoing investigation, and the SEC Staff’s Wells notice to him remains in effect. Our decision reflects
solely the Board’s judgment, based on the Special Committee’s comprehensive review, that it was in the best
interests of the Company and its shareholders to return Mr. Pollock to his positions at that time, rather than await
the conclusion of the SEC’s investigation, because of concerns cver long term leadership by employees,
sharcholders and customers. The SEC Staff’s inquiry continues, and we are cooperating fully. We cannot predict
the duration or outcome of the investigation.

In the course of its response to SEC Staff inquiries, we identified certain problems related to our document
production process. The Company continues to work diligently to ensure that all responsive documents in our
possession have been provided to the SEC Staff and the Special Committee has considered those documents in
performing its review. These production issues have delayed resolution of this matter. Messrs. Camacho and
Lamnin remain on administrative leave.

In relation to the SEC investigation discussed above, the SEC may charge the Company and/or the
individuals with violations of the federal securities laws, including alleging violations of Sections 10(b), 13(a),
and/or 13(b) of the Securities Exchange Act of 1934, and/or Section 17(a) of the Securities Act of 1933, and may
seek civil monetary penalties, injunctive relief and other remedies against the Company and individuals,
including potentially seeking a bar preventing one or more of the individuals from serving as an officer or
director of a public company. The SEC may also take the position that the Company should restate its
consolidated financial statements to address the accounting treatment referred to above. No settlement of any
kind can be reached without approval by the SEC and we have not accrued for any civil monetary penalties since
we cannot reasonably estimate the amount of such civil monetary penalties at this time.

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

No matter was submitted 10 a vote of the stockholders of Assurant, Inc. during the fourth quarter of 2007,
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PARTII

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

Stock Performance Graph

The following chart compares the total stockholder returns {stock price increase plus dividends) on our
common stock from February 4, 2004 (the date of the initial public offering of our common stock} through
December 31, 2007 with the 1otal stockholder returns for the S&P 400 Midcap Index, as the broad equity market
index, and the S&P 400 Multi-Line Insurance Index and the S&P 500 Muli-Line Insurance Index, as the
published industry index. The graph assumes that the value of the investment in the common stock and each
index was $100 on February 4, 2004 and that all dividends were reinvested.

COMPARISON OF CUMULATIVE TOTAL RETURN

2/4/04 12/31/04 12/31/05 12/31/06 12/31/07

—fl— ASSURANT INC —i— S&P 400 MIDCAP INDEX
—ty— S&P 500 MULTI-LINE INSURANCE INDEX - -@- - S&P 400 MULTI-LINE INSURANCE INDEX
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Total Return To Shareholders
{(Includes reinvestment of dividends)

Common Stock Price

Base INDEXED RETURNS

Period Years Ending
Company / Index 2404 1231/04  1231/05 123106 12731407
Assurant, InC. ... ... .. e 100 13996 20090 257.17 31390
S&P A0 MidCapindex ... ... ... .. . i 100 11527 12975 143.14 154.56
S&P 500 Multi-line Insurance Index .. ...................... 100 97.20 105.73 11374 99.08
S&P 400 Multi-line Insurance Index . ......... ..ot 100 107.80 128.89 15692 141.75

ANNUAL RETURN PERCENTAGE

Years Ending
Company / Index 1231004 123105 12/31/06 12731007
AsSUrANL, INC. . ... it i i e e e e 3996 4354 28.01 22.06
S&PA400MidCapindex . ... ... ... ... ., 15.27 1256 10.32 7.98
S&P 500 Multi-line Insurance Index .. ............. ... ..... -2.80 8.78 7.58 -12.89
S&P 400 Multi-line Insurance Index ........................ 7.80 19.56 21.75 -9.67

Our common stock is listed on the NYSE under the symbot “AIZ”. The following table sets forth the high
and low intraday sales prices per share of our common stock as reported by the NYSE for the periods indicated.

Low Dividends

Year Ended December 31, 2007 High

First Quarter . .. ... e e $57.64
Second Quarter ... ... ... e $62.13
Third QUarer . ... e e e i $60.00
Fourth Quarter ..............c.c oot $69.77
Year Ended December 31, 2006 High

First Quarter . ... .. ... s $49.80
Second Quarter ...ttt e $51.68
Third QUAarter . .. ..o i ittt ittt ie ettt e e $54.10
FourthQuarter ... ... .. . ... . i i, $56.76

Equity Compensation Plan Information

$51.93 $0.10
$49.20 $0.12
$45.27 $0.12
$53.43 $0.12
Low Dividends
$42.80 $0.08
$45.12 $0.10
$46.73 $0.10
$52.20 $0.10

The following table shows aggregate information, as of December 31, 2007, with respect to compensation

plans under which equity securities of Assurant are authorized for issuance.

(«)
Number of Securities
Remaining Available

(a) for Future Issuance
Number of Securities (b) Under Equity
to be Issued Upon Weighted-Average Compensation Plans
Exercise of Exercise Price of (Excluding Securities
Qutstanding Options, Outstanding Options, Reflected
l'ln_n(:gl_egﬂ Warrants and Rights  Warrants and Rights in Column (a})
Equity compensation plans approved by security
holders ....... ... i 2,216,594 $39.99 6,894,460
Equity compensation plans not approved by
securityholders ........... ... ..ol — —_ —
Total .. ..o e e 2,216,594 $39.99 6,894,460
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Holders

On February 15, 2008, there were approximately 546 registered holders of record of our common stock. The
closing price of our common stock on the NYSE on February 15, 2008 was $62.41.

Shares Repurchased

Total Number of Maximum Number
Shares Purchased as  of Shares that may
Total Number Part of Publicly yet be Purchased
of Shares Average Price  Announced Plansor  under the Plans or
w Purchased Paid per Share Programs Programs (1)
January | —January 31 ................. 360,000 $56.12 360,000 9,955,951
February | —~February 28 ............... 370,000 $54.70 370,000 9,974,021
March 1 -March31l ................... 691,833 $53.50 691,833 9,250,329
Total firstquarter .................... 1,421,833 $54.48 1,421,833
April 1 —Apnl30 ..................... 623,000 $57.01 623,000 8.005,907
May1-May3l ........0oivinnnnnn. 647,700 $59.78 647,700 7.096,088
June 1 —June 30 .. ... ... ... ... ...l 713,700 $58.82 713,700 6.447,372
Total second quarter . ................. 1,984,400 $58.56 1,984,400
July 1-July 31 ....................... 971,200 $54.98 971,200 6,436,972
August | —August31 ................L 1,311,900 $49.92 1,311,900 5.063,870
September 1 — September 30 ............ — $ — — 5,063,870
Total third quarter ................... 2,283,100 $52.07 2,283,100
October | —Qctober 31 ................. — $ — — 5.063,870
November 1 - November30............. — $ — — 5.063,870
December 1 -~ December31 ............. — $ — — 5.063,870
Total fourth quarter .................. — 5 — —
Total through December 31 ............. 5,689,333 $54.94 5,689,333 5.063,870

(1) On November 10, 2006, the Company’s Board of Directors approved a stock repurchase program under
which the Company may repurchase up to $600,000 of its outstanding common stock. On September 4,
2007, the Company announced that it had suspended the November 10, 2006 stock buyback program, which
has $260,992 remaining under the current authorization. In the future, the Company will evaluate the

potential for reinstituting the buyback program.

Dividend Policy

On January 25, 2008, we announced that our Board of Directors declared a quarterly dividend of $0.12 per
common share payable on March 10, 2008 to stockholders of record as of February 25, 2008. We paid dividends
of $0.10 per common share on March 12, 2007 and $0.12 per common share on June 12, 2007, September 11,
2007 and December 10, 2007. Any determination to pay future dividends will be at the discretion of our Board of
Directors and will be dependent upon: our subsidiaries’ payment of dividends andfor other statutorily permissible
payments to us; our results of operations and cash flows; our financial position and capital requirements; general
business conditions; any legal, tax, regulatory and contractual restrictions on the payment of dividends; and any

other factors our Board of Directors deems relevant.
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We are a holding company and, therefore, our ability to pay dividends, service our debt and meet our other
obligations depends primarily on the ability of our regulated U.S. domiciled insurance subsidiaries to pay
dividends and make other statutorily permissible payments to us. Our insurance subsidiaries are subject to
significant regulatory and contractual restrictions limiting their ability to declare and pay dividends. See
“Item 1A—Risk Factors—Risks Relating to Our Company—The inability of our subsidiaries to pay dividends to
us in sufficient amounts could harm our ability to meet our obligations and pay future stockholder dividends.”
For the calendar year 2008, the maximum amount of dividends that our regulated U.S. domiciled insurance
subsidiaries could pay to us under applicable laws and regulations without prior regulatory approval is
approximately $445,654. Dividends were paid by our subsidiaries totaling $436,900 during 2007,

We may seek approval of regulators to pay dividends in excess of any amounts that would be permitted
without such approval. However, there can be no assurance that we would obtain such approval if sought.

In addition, payments of dividends on the shares of common stock are subject to the preferential rights of
preferred stock that our Board of Directors may create from time to time. For more information regarding
restrictions on the payment of dividends by us and our insurance subsidiaries, including pursuant to the terms of
our revolving credit facilities, see “Item 7—Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources.”

In addition, our $500,000 senior revolving credit facility restricts payments of dividends if an event of

default under the facility has occurred or a proposed dividend payment would cause an event of default under the
facility.
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Item 6, Selected Financial Data

Assurant, Inc,

Five-Year Summary of Setected Financial Data

Consolidated Statement of Operations Data:

Revenues

Net earned premiums and other considerations ..........
Net investmentincome . ...o.vouvvivrren e ranneannns
Net realized (losses) gains on investments . ... ..........
Amortization of deferred gain on disposal of businesses . ..
{Loss) on disposal of businesses . . .............. ... .,
Fees and other income ...............iviniiiaian,

TOlal TEVETIUES ..\ v v e vecaaiereniees i naras

Benefits, losses and expenses
Policyholderbenefits . ......... ... ... il
Amortization of deferred acquisition costs and value of
businesses acquired ........... ... il
Underwriting, general and administrative expenses ... ...
LT B 1
Distributions on mandatorily redeemable preferred
SECUHEIES . L.ttty
Interest premium on redemption of preferred securities . . .

Total benefits, losses and expenses ...............
Income before provision for income taxes and

cumulative effect of change in accounting principle ..

Provision for incometaxes ..............cooviioan,

Net income before cumulative effect of change in
accounting principle .. ... . i
Cumulative effect of change in accounting principte (1) . ..

Netincome ...ttty
Earnings per share:
Basic
Net income before cumulative effect of change in

accounting principle .. ... ool e e
Cumulative effect of change in accounting principle ......

NELINCOME . ..ottt e iaaiiaa e aas s

Diluted

Net income before cumulative effect of change in
accounting principle .. ...

Cumulative effect of change in accounting principle (1) ...

Netineome ... it ir e aiaaeeenas
Dividendspershare ............... oo

Share Data:

Weighted average shares outstanding used in per share
calculations .. ..

Plus: Dilutive securities ... ... o ciiiiiiniinians

Weighted average shares used in diluted per share
caleslations .. ... ... e

As of and for the years ended December 31,

2007

2006

2005

2004

2003

(in thousands, except number of shares and per share amounts)

§ 7407730 $ 6843775 $ 6520796 $ 6482871 § 6,156,772
799,073 T736.686 687,257 634,749 607,313
(62,220} 111,865 8,235 24,308 1,868
33,139 37,300 42,508 57.632 68,277
—_ — — (9,232) —_
275,793 340,958 238,879 221,386 241,988
8,453,515 8,070,584 7.491,675 7.410,714 7.076,218
312,11 3,535,521 3.705.904 3.839,057 3,657,373
1,429,735 1,186,710 926,608 820,456 834,662
2,238,851 2,191,368 2,148,297 2,156,692 2,004,871
61,178 61,243 61,258 56,418 1,175
— — — 2,163 112,958
— — — — 205,822
7442475 6,974,842 6,842,067 6,874,786 6,816,861
1,011,040 1,095,742 655.608 535928 259,357
357,254 379,871 176,253 185,368 73,705
653,746 715871 479,355 350,560 185,652
— 1,547 — — —
$ 653746 § 717418 479,355 350,560 % 185,652
$ 546 § 5.65 353 253 § 1.70
—_ 0.01 — — -—
$ 546 % 5.66 353 253 % 1.70
b 538 § 3.56 3.30 253§ L70
-— 0.01 — — —
s 538 3 5.57 3.50 253 % 1.70
$ 046 § 038 0.31 [V I 1.66
119,737,556 126,846,990  135.773,551 138,358,767 109,222,276
1,699,137 1,965,823 1,171,759 108.797 —
121,436,693 128812813 136945310  138.467.564 109,222,276
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As of and for the years ended December 31,
2007 2006 2005 2004 2003
(in thousands, except share amounts and per share data)

Selected Consolidated Balance Sheet Data:

Cash and cash equivalents and investments .. ............... $14,552,115 $13416817 $13,371,392 $12,955,128  $i2,302,585
Total 38568 . ...ttt $26,750,316 325,165,148 $25365,453 $24,548,106 $24,093.444
Policy liabilities (2) .........cooiiiiii i $15903,289 $14513,106 $14,300,713 $13,378,708 $12,836,517
Debt $ 971,363 3 971974 3 971690 3 971,611 § 1,750,000
Mandatorily redeemable preferred securities .. .............. $ —_  § — — — %5 196224
Mandatorily redeemable preferredstock ................... § 21,160 § 221160 $ 24160 § 24,160 5 24,160
Total stockholder’sequity .................. .. ....o.a... $ 4088903 § 3,832,597 § 3,699,559 § 3635431 § 2,632,103
Per share data:

Total book value pershare (3) . ...... ...t iviaun, 3 3471 % 126 % 2833 % 2601 % 24.10

(1} OnJanuary 1, 2006, we adopted FAS 123R. As a result, we recognized a cumulative adjustment of $1,547.

(2) Policy liabilities include future policy benefits and expenses, ungamed premiums and claims and benefits payable,

(3) Total stockholders’ equity divided by the basic shares of common stock outstanding. At December 31, 2007, 2006 and 2005 there were
117,808,007, 122,618,317, and 130,591,834 shares, respectively, of common stock outstanding. At December 31, 2004 and 2003 there
were 139,766,177 and 109,222,276 shares of common stock outstanding.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis of our financial condition and results of operations should be
read in conjunction with our consolidated financial statements and accompanying notes which appear
elsewhere in this report. It contains forward-looking statements that involve risks and uncertainties. Please
see “Forward-Looking Statements™ for more information. Our actual results could differ materially from
those anticipated in these forward-looking statements as a result of various factors, including those
discussed below and elsewhere in this report, particularly under the headings “Item 1A—Risk Factors” and
“Forward-Looking Statements.”

General

On April 1, 2006, the Company separated its Assurant Solutions segment into two segments: Assurant
Solutions and Assurant Specialty Property. In addition, concurrent with the creation of the new Assurant
Solutions and Assurant Specialty Property segments, the Company realigned the Preneed segment under the new
Assurant Solutions segment. Segment income statement for the year ended December 31, 2005 has been recast to
reflect the new segment reporting structure.

We report our results through five segments: Assurant Solutions, Assurant Specialty Property, Assurant
Health, Assurant Employee Benefits, and Corperate and Other. The Corporate and QOther segment includes
activities of the holding company, financing expenses, net realized gains (losses) on investments, interest
income earned from short-term investments held, interest income from excess surplus of insurance
subsidiaries not allocated to other segments, run-off Asbestos business, and additional costs associated with
excess of loss reinsurance and ceded to certain subsidiaries in the London market between 1995 and 1997.
The Corporate and Other segment also includes the amortization of deferred gains associated with the
portions of the sales of FFG and LTC. FFG and LTC were sold through reinsurance agreements as described
below.

Critical Factors Affecting Results

Our resuits depend on the adequacy of our product pricing, underwriting and the accuracy of our
methodology for the establishment of reserves for future policyholder benefits and claims, returns con invested
assets and our ability to manage our expenses. Therefore, factors affecting these items may have a material
adverse effect on our results of operations or financial condition.
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Revenues

We generate our revenues primarily from the sale of our insurance policies and, to a lesser extent, fee
income by providing administrative services to certain clients. Sales of insurance policies are recognized in
revenue as earned premiums while sales of administrative services are recognized as fee income. In laie 2000, the
majority of Assurant Solutions’ domestic credit insurance clients began a transition from the purchase of our
credit insurance products, from which we earned premium revenue, to debt protection administration programs,
from which we earn fee income. Debt protection administration programs include services for non-insurance
products that cancel or defer the required monthly payment on outstanding loans when covered events occur.

Our premium and fee income is supplemented by income earned from our investment portfolio. We
recognize revenue from interest payments, dividends and sales of investments. Currently, our invesiment
portfolio is primarily invested in fixed maturity securities. Both investment income and realized capital gains on
these investments can be significantly impacted by changes in interest rates,

Interest rate volatility can increase or reduce unrealized gains or unrealized losses in our portfolios. Interest
rates are highly sensitive to many factors, including governmental monetary policies, domestic and iniernational
economic and political conditions and other factors beyond our control. Fluctuations in interest rates affect our
returns on, and the market value of, fixed maturity and short-term investments.

The fair market value of the fixed maturity securities in our portfolio and the investment income from these
securities fluctuate depending on general economic and market conditions. The fair market value gencrally
increases or decreases in an inverse relationship with fluctuations in interest rates, while net investment income
realized by us from future investments in fixed maturity securities will generally increase or decrease with
interest rates. We also have investments that carry pre-payment risk, such as mortgage-backed and asset-backed
securities. Actual net investment income andfor cash flows from investments that carry prepayment risk may
differ from estimates at the time of investment as a result of interest rate fluctuations. In periods of declining
interest rates, morigage prepayments generally increase and mortgage-backed securities, commercial mortgage
obligations and bonds are more likely to be prepaid or redeemed as borrowers seek to borrow at lower interest
rates. Therefore, we may be required to reinvest those funds in lower interest-bearing investments.

Expenses

Our expenses are primarily policyholder benefits, selling, underwriting and general expenses and interest
expense.

Our profitability depends in large part on accurately predicting policyholder benefits, claims and other costs.
It also depends on our ability to manage future policyholder benefits and other costs through product design,
underwriting criteria, utilization review or claims management catastrophe reinsurance coverage and, in health
and dental insurance, negotiation of favorable provider contracts. Changes in the composition of the kinds of
work available in the economy, market conditions and numerous other factors may also materially adversely
affect our ability to manage claim costs. As a result of one or more of these factors or other factors, claims could
substantially exceed our expectations, which could have a material adverse effect on our business, results of
operations and financial condition.

Selling, underwriting and general expenses consist primarily of commissions, premium taxes, licenses, fees,
amortization of deferred acquisition costs (“DAC™), value of businesses acquired (“VOBA”) and general
operating expenses. For a description of DAC and VOBA, see Notes 2, 9 and 11 of the Notes to Consolidated
Financial Statements included elsewhere in this report.

We incur expenses related to our debt and mandatorily redeemable preferred stock.
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Critical Accounting Estimates

There are certain accounting policies that we consider to be critical due to the amount of judgment and
uncertainty inherent in the application of those policies. In calculating financial statement estimates, the use of
different assumptions could produce materially different estimates. In addition, if factors such as those described
above or in “Item 1 A.—Risk Factors” cause actual events to differ from the assumptions used in applying the
accounting policies and calculating financial estimates, there could be a material adverse effect on our results of
operations, financial condition and liquidity.

We believe the following critical accounting policies require significant estimates. The actual amounts
realized could ultimately be materially different from the amounts currently provided for in our consolidated
financial statements.

Reserves

Reserves are established according to GAAP using generally accepted actuarial methods and are based on a
number of factors. These factors include experience derived from historical claim payments and actuarial assumptions
to arrive at loss development factors. Such assumptions and other factors include trends, the incidence of incurred
claims, the extent to which all claims have been reported and internal claims processing charges. The process used in
computing reserves cannot be exact, particularly for liability coverages, since actual claim costs are dependent upon
such complex factors as inflation, changes in doctrines of legal liabilities and damage awards. The methods of making
such estimates and establishing the related liabilities are periodically reviewed and updated.

Reserves do not represent an exact calculation of exposure, but instead represent our best estimates, generally
involving actuarial projections at a given time, of what we expect the ultimate settlement and administration of a
claim or group of claims will cost based on our assessment of facts and circumstances then known. The adequacy of
reserves will be impacted by future trends in claims severity, frequency, judicial theories of liability and other
factors. These variables are affected by both external and internal events, such as: changes in the economic cycle,
changes in the social perception of the value of work, emerging medical perceptions regarding physiological or
psychological causes of disability, emerging health issues and new methods of treatment or accommodation,
inflation, judicial trends, legislative changes and claims handling procedures.

Many of these items are not directly quantifiable, particularly on a prospective basis, Reserve estimates are
refined as experience develops. Adjustments to reserves, both positive and negative, are reflected in the statement
of operations of the period in which such estimates are updated. Because the establishment of reserves is an
inherently uncertain process involving estimates of future losses, there can be no certainty that ultimate losses
will not exceed existing claims reserves. Future loss development could require reserves to be increased, which
could have a material adverse effect on our earnings in the periods in which such increases are made.
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The following table provides reserve information by our major lines of business for the years ended
December 31, 2007 and 2006:

December 31, 2007 December 31, 2006

Future Incurred  Future locorred
Policy But Not Palicy But Not
Benefits and Unearned Cnse  Reported Benefits and Unearned Cast  Reported
Expenses Premiums Reserves Reserves Expenses Premiums Reserves Reserves

Long Duration Contracts:
Pre-funded funeral life insurance
policies and investment-type

annuity contracts .. ......... $3479115 $ 3877 % 11559 § 3991 S$3031487 § 3339 % 10,599 § 3,094
Life insurance no longer
offered . .............. ... 511,093 765 1,414 509 502,406 784 1,356 467
Universal life and other products
no longeroffered .......... 307,930 1,689 267 8,211 331,257 1,537 263 8,289
FFG, LTC and other disposed
businesses ................ 2,756,059 44,414 270,085 35406 2,731,285 45129 262960 34,743
Medical .................... 130,005 18,564 14,712 30,998 152,954 23,827 34,454 43,602
Allother ................... 5,294 316 14,174 6,248 5,085 504 11,532 7,213
Short Duration Contracts:
Group term life .,............ — 6,659 231,534 49,509 — 6,787 243,753 53,221
Group disability ............. - 2,806 1,363,098 161,733 — 2,195 1,362,594 156,296
Medical ...................0 _— 109,755 115,198 201,601 — 95,651 123,736 192,394
Dental ....ovvvvieninnn — 5,035 347% 17419 — 3.796 4,746 19,873
Property and Warranty ........ — 1,816,436 192,307 312,091 — 1,488,253 195,306 296,336
Credit Life and Disability . ..... — 494,118 102,151 87,373 — 494,113 125909 93,261
Extended Service Contract . .. ., - 2,768,048 4,606 40,736 — 2,179,345 3075 32462
Allother ............00venus — 138,227 9.678 12,997 — 84,633 3,251 3,954
Total ..............oiiiiin $7.189,4%96 $5410,709 $2,334.262 $968,822 $6,754,474 $4.429.893 $2,383,534 $945,205

For a description of our reserving methodology, see Note 12 of the Notes to Consolidated Financial
Statements included elsewhere in this report.

The following discusses the reserving process for our major long duration product line.

Long Duration Contracts

Reserves for future policy benefits are recorded as the present value of future benefits to policyholders and
related expenses less the present value of future net premiums. Reserve assumptions are selected using best
estimates for expected investment yield, inflation, mortality and withdrawal rates. These assumptions reflect
current trends, are based on our experience and include a provision for possible unfavorable deviation. We also
record an unearned revenue reserve which represents the balance of the excess of gross premiums over net
premiums that is still to be recognized in future years’ income in a constant relationship to insurance in force.

Risks related to the reserves recorded for contracts from FFG and LTC disposed businesses have been 100%
ceded via reinsurance. While the Company has not been released from the contractual obligation to the
policyholders, changes in and deviations from ecoromic and mortality assumptions used in the calculation of
these reserves will not directly affect us unless there is a defauli by the assuming reinsurer.

Premium deficiency testing is performed annually and reviewed quarterly. Such testing involves the use of
best estimate assumptions to determine if the net liability position (all liabilities less DAC) exceeds the minimum
liability needed. Any premium deficiency would first be addressed by removing the provision for adverse
deviation. To the extent a premium deficiency still remains, it would be recognized immediately by a charge to
the statement of operations and a corresponding reduction in DAC. Any additional deficiency would be
recognized as a premium deficiency reserve.

46




Historically, premium deficiency testing has not resulted in a material adjustment to DAC or reserves. Such
adjustments would occur only if economic or mortality conditions significantly deteriorated.

Short Duration Contracts

For short duration contracts, claims and benefits payable reserves are reported when insured events occur.
The liability is based on the expected ultimate cost of settling the claims. The claims and benefits payable
reserves include (1) case reserves for known but unpaid claims as of the balance sheet date; (2) IBNR reserves
for claims where the insured event has occurred but has not been reported to us as of the balance sheet date; and
(3) loss adjustment expense reserves for the expected handling costs of settling the claims. Periodically, we
review emerging experience and make adjustments to our case reserves and assumptions where necessary. Below
are further discussions on the reserving process for our major short duration products.

Group Disability and Group Term Life

Case or claim reserves are set for active individual claims on group long term disability policies and for
disability waiver of premium benefits on group term life policies. Assumptions considered in setting such
reserves include disabled life mortality and claim recovery rates, claim management practices, awards for social
security and other benefit offsets and yield rates earned on assets supporting the reserves. Group long term
disability and greup term life waiver of premium reserves are discounted because the payment pattern and
ultimate cost are fixed and determinable on an individual claim basis.

Factors considered when setting IBNR reserves include patterns in elapsed time from claim incidence to
claim reporting, and elapsed time from claim reporting to ¢laim payment.

Key sensitivities at December 31, 2007 for group long-term disability claim reserves include the discount
rate and claim termination rates.

Claims and Claims and
Benefits Payable Benefits Payable
Group disability, discount rate decreased Group disability, claim termination
by 10% ..o $1,602,813 rate 10% lower ................. $1,569,283
Group disability, as reported . ......... $1,524,831  Group disability, as reported . ........ $1,524,831
Group disability, discount rate increased Group disability, claim termination
by 10% .o $1,454,695 rate 10% higher ................. $1,484,353

The discount rate is also a key sensitivity for group term life waiver of premium reserves.

Claims and Benefits Payable

Group term life, discount rate decreased by 10% .......... ... .. ...l $291,975
Group term life,asreported . ... ... ... ... $281,043
Group life, discount rate increased by 10% . ... ... . .. .. . il $271,156
Medical

IBNR reserves represent the largest component of reserves estimated for claims and benefits payable in our
Medical line of business, and the primary methods we use in their estimation are the loss development methed
and the projected claim method for recent claim perieds. Under the loss development method, we estimate
ultimate losses for each incident period by multiplying the current cumulative losses by the appropriate loss
development factor. Under the projected claim method, we use ultimate loss ratios when development methods
do not provide enough data to reliably estimate reserves. In addition, we use variations on each method as well as
a blend of the two. The primary variation is the use of projected claims using differing experience periods. We
primarily use these two methods in our Medical line of business because of the limitations of relying exclusively
on a single method.
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We develop the best estimate of expected outstanding liabilities for medical IBNR reserves using generally
accepted actuarial principles. The various product lines are evaluated using experience data of sufficient detail to
allow for the compilation of historical loss patterns including but not limited to claim lag factors, projected
claims per member and restated development factors, If sufficient experience data is not available, experience
data from other similar blocks may be used. Industry data as well as data from consulting actuaries provide
additional benchmarks when historical experience is teo limited. This information is used to provide a range in
which the expected outstanding liabilities may fall. The selection of the ultimate loss estimate varies by preduct
line as the credibility of certain methods differs depending upon the in-force volume, the product’s claim
volatility and the method itself. The selection is also influenced by other available information that may indicate
that historical experience data may not be appropriate to use for current liability estimates. Examples of such
information include but are not limited to changes in claims inventory levels, changes in provider negotiated
rates or cost savings initiatives, increasing or decreasing medical cost trends, product changes and demographic
changes in the underlying insured population.

The development of prior period estimates is also reviewed to assist in establishing the current period’s loss
reserves. The short claim lag time inherent in many of our Medical products allows for emerging trends to be
identified quickly.

We evaluate all pertinent information and indicated ranges using experience and actuarial judgment to
establish our best estimate for the associated liabilities.

Key sensitivities as of December 31, 2007 for medical reserves include claims processing levels, claims
under case management, medical inflation, seasonal effects, medical provider discounts and product mix.

Claims and Benefits Payable
Medical, loss development factors 1% lower ... .. i, $341,799*
Medical, asreported . .. .. ... $316,799
Medical, loss development factors 1% higher .. ... ... ... ... . .. .. L. $295,799

*  This refers to loss development factors for the most recent four months. Qur historical claims experience
indicates that approximately 84% of medical claims are paid within four months of the incurred date.

None of the changes in incurred claims from prior years in our Medical line of business were attributable to
any change in our reserve methods or assumptions.

Property and Warranty

We develop the best estimate of loss reserves for our Property and Warranty line of business on a product
line basis using generally accepted actvarial principles. Qur Property and Warranty line of business includes
creditor-placed homeowners, manufactured housing homeowners, credit property, credit unemployment and
warranty insurance and some longer-tail coverages (e.g., asbestos, environmental, other general liability and
personal accident). Our Property and Warranty loss reserves consist of case, IBNR and development on case
reserves. The method we most often use in setting our Property and Warranty reserves is the loss development
method. Under this methed, we estimate ultimate losses for each accident period by multiplying the current
cumulative losses by the appropriate loss development factor. We then calculate the reserve as the difference
between the estimate of ultimate losses and the current case-incurred losses (paid losses plus case reserves), We
select loss development factors based on a review of historical averages, and we consider recent trends and
business specific matters such as current claims payment practices.

The loss development method involves aggregating loss data (paid losses and case-incurred losses) by
accident quarter (or accident year) and accident age in quarters {or years) for each product or produci grouping.

As the data ages, we compile loss development factors that measure emerging claim development patierns
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between reporting periods. By selecting the most appropriate loss development factors, we project the known
losses to an ultimate incurred basis for each accident period.

The data is analyzed at a minimum using four different loss development methods by product or preduct
grouping: a) annual paid losses, b) annual case-incurred losses, ¢) quarterly paid losses and d) quarterly case-
incurred losses. Also, in addition to the above, some product groupings are analyzed using the expected loss ratio
and Bornhuetter-Ferguson loss development methods.

Each of these reserve methodologies produces an indication of the loss reserves for the product or product
grouping. The process 1o select the best estimate differs across lines of business. The single best estimate is
determined based on many factors, including but not limited to:

* the nature and extent of the underlying assumptions,
+ the quality and applicability of historical data — whether it be internal or industry data,

* current and future market conditions — the economic environment will often impact the development of
loss triangles,

+ the extent of data segmentation — data should be homogenous yet credible enough for loss development
methods to apply, and

= the past variability of loss estimates — the loss estimates on some product lines will vary from actual
loss experience more than others.

We review operational and claims activity to gather additional pertinent information. After reviewing all
additional pertinent information, a final IBNR amount for each product grouping is selected. We may use other
methods depending on data credibility and product line. We use the estimates generated by the various methods
to establish a range of reasonable estimates. The best estimate of Property and Warranty reserves is generally
selected from the middle to upper end of the third quartile of the range of reasonable estimates.

Most of our credit insurance business is written on a retrospective commission basis, which permits
management to adjust commissions based on claims experience. Thus, any adjustment to prior years’ incurred
claims in this line of business is largely offset by a change in contingent commissions which is included in the
selling, underwriting and general expenses line in our results of operations.

While management has used its best judgment in establishing its estimate of required reserves, different
assumptions and variables could lead to significantly different reserve estimates. Two key measures of loss
activity are loss frequency, which is a measure of the number of claims per unit of insured exposure, and loss
severity, which is a measure of the average size of claims. Factors affecting loss frequency include the
effectiveness of loss controls and safety programs and changes in economic activity or weather patterns. Factors
affecting loss severity include changes in policy limits, retentions, rate of inflation and judicial interpretations.

If the actual level of loss frequency and severity is higher or lower than expected, the ultimate reserves will
be different than management’s estimate. The effect of higher and lower levels of loss frequency and severity
levels on our ultimate costs for claims occurring in 2007 would be as follows:

Change in both loss frequency and Ultimate cost of claims  Change in cost of claims
severity for all Property and Warranty occurring in 2007 occurring in 2007
A higher . e $535,117 $ 30,718

2% higher ... . $524,777 $ 20,378

1% higher .. ... e $514,537 $ 10,138
Base SCEnario . . .. ... $504,398 $ —

L1 oW e e e $494,261 $(10,138)

P 1L $484,021 $(20,378)

R 1 1 $473,681 $(30,718)




Reserving for Asbestos and Other Claims

We have exposure to asbestos, environmental and other general liability claims arising from our
participation in varicus reinsurance pools from 1971 through 1985. This exposure arose from a short duration
contract that we discontinued writing many years ago. We carried case reserves for these liabilities as
recommended by the various pool managers and IBNR reserves of $39,400 (before reinsurance) and $32,000 (net
of reinsurance) at December 31, 2007. We believe the balance of case and IBNR reserves for these liabilities are
adequate. However, any estimation of these liabilities is subject to greater than normal variation and uncertainty
due to the general lack of sufficiently detailed data, reporting delays and absence of a generally accepled
actuarial methodology for those exposures. There are significant unresolved industry legal issues, including such
items as whether coverage exists and what constitutes an occurrence. In addition, the determination of ultimate
damages and the final allocation of losses to financially responsible parties are highly uncertain. However, based
on information currently available, and after consideration of the reserves reflected in the consolidated financial
statements, we believe that any changes in reserve estimates for these claims are not reasonably likety to be
material.

One of our subsidiaries, American Reliable Insurance Company (“ARIC"), participated in certain excess of
loss reinsurance programs in the London market and, as a result, reinsured certain personal accident, ransom and
kidnap insurance risks from 1995 to 1997. ARIC and a foreign affiliate ceded a portion of these risks to
retrocessionaires. ARIC ceased reinsuring such business in 1997. However, certain risks continued beyond 1997
due to the nature of the reinsurance contracts written. ARIC and some of the other reinsurers involved in the
programs are seeking 1o avoid certain treaties on various grounds, including material misrepresentation and
non-disclosure by the ceding companies and intermediaries involved in the programs. Similarly, some of the
retrocessionaires are seeking avoidance of certain treaties with ARIC and the other reinsurers and some
reinsureds are seeking collection of disputed balances under some of the treaties. The disputes generally involve
multiple layers of reinsurance, and allegations that the reinsurance programs involved interrelated claims
“spirals” devised to disproportionately pass claims losses to higher-level reinsurance layers. Many of the
companies involved in these programs, including ARIC, are currently involved in negotiations, arbitrations and/
or litigation between multiple layers of retrocessionaries, reinsurers, ceding companies and intermediaries,
including brokers, in an effort to resolve these disputes.

Many of the disputes involving ARIC and an affiliate, Bankers Insurance Company Limited (“BICL"),
relating to the 1995 and 1997 program years, have been resolved by settlement or arbitration. As a result of the
settlements and an arbitration (in which ARIC did not prevail) additional information became available in 2005,
and, based on management’s best estimate, we increased our reserves and recorded a total pre-tax charge of
$61,943 for the year ended December 31, 2005. On February 28, 2006, many of the disputes relating to tosses in
the 1996 program were settled. In 2007, there were two settlements relating to parts of the 1997 program. Loss
accruals previously established relating to the 1996 program were adequate. Negotiations, arbitrations and
litigation are still ongoing or will be scheduled for the remaining disputes. We believe, based on information
currently available, that the amounts accrued for all outstanding disputes are adequate. However, the inherent
uncertainty of arbitrations and lawsuits, including the uncertainty of estimating whether any settlements we may
enter into in the future would be on favorable terms, makes it difficult to predict the outcomes with certainty.

DAC

The costs of acquiring new business that vary with and are primarily related to the production of new
business have been deferred to the extent that such costs are deemed recoverable from future premiums or gross
profits. Acquisition costs primarily consist of commissions, policy issuance expenses, premium tax and cerlain
direct marketing expenses.

Premium deficiency testing is performed annually and reviewed quarterly. Such testing involves the use of
best estimate assumptions, including the anticipation of interest income to determine if anticipated future policy
premiums are adequate to recover all DAC and related claims, benefits and expenses. To the extent a premium
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deficiency exists, it is recognized immediately by a charge to the statement of operations and a corresponding
reduction in DAC. If the premium deficiency is greater than unamortized DAC, a liability will be accrued for the
excess deficiency.

Long Duration Contracts

Acquisition costs for preneed life insurance policies and life insurance policies no longer offered are
deferred and amortized in proportion to anticipated premiums over the premium-paying period. These acquisition
costs consist primarily of first year commissions paid to agents and sales and policy issue costs.

For preneed investment-type annuities, universal life insurance policies and investment-type annuity
contracts that are no longer offered, DAC is amortized in proportion to the present value of estimated gross
margins or profits from investment, mortality, expense margins and surrender charges over the estimated life of
the policy or contract. The assumptions used for the estimates are consistent with those used in computing the
policy or contract liabilities.

Acquisition costs relating to worksite group disability which typicaily has high front-end costs and are
expected to remain in force for an extended period of time consist primarily of first year commissions to brokers
and one time pelicy transfer fees and costs of issuing new certificates. These acquisition costs are front-end
loaded, thus they are deferred and amortized over the estimated terms of the underlying contracts.

Acquisition costs relating to a majority of individual medical contracts issued prior to 2003, a limited
number of individual medical contracts issued from 2003 through 2006 in certain jurisdictions, and individual
voluntary limited benefit health policies issued in 2007 and later, are deferred and amortized over the estimated
average terms of the underlying contracts. These acquisition costs relate to commissions and policy issuance
expenses. Commissions represent the majority of deferred costs and result from commission schedules that pay
significantly higher rates in the first year. The majority of deferred policy issuance expenses are the costs of
separately underwriting each individual medical contract.

Short Duration Contracts

Acquisition costs relating to property contracts, warranty and extended service contracts and single premium
credit insurance contracts are amortized over the term of the contracts in relation to premiums earned.

Acquisition costs relating to monthly pay credit insurance business consist mainly of direct marketing costs
and are deferred and amortized over the estimated average terms and balances of the underlying contracts.

Acquisition costs relating to group term life, group disability and group dental consist primarily of
compensation to sales representatives. These acquisition costs are front-end loaded; thus, they are deferred and
amortized over the estimated terms of the underlying contracts.

Acquisition costs on the majority of individual medical contracts issued from 2003 through 2006, all
individual medical contracts issued after 2006 and all small group medical contracts consist primarily of
commissions to agents and brokers and compensation to representatives. These contracts are considered short
duration because the terms of the contract are not fixed at issue and they are not guaranteed renewable. As a
result, these costs are not deferred, but rather are recorded in the statement of operations in the period in which
they are incurred.

Investments

We regularly monitor our investment portfolio to ensure that investments that may be other-than-
temporarily impaired are identified in a timely fashion and properly valued and that any impairments are charged
against earnings in the proper period. Qur methodelogy to identify potential impairments requires professional
judgment.

Securities whose market price is equal to 85% or less of their original purchase price are added to the
impairment watchlist, which is discussed at quarterly meetings attended by members of our investment,
accounting and finance departments. Any security whose price decrease is deemed other-than-temporary is
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written down to its then current market level with the amount of the writedown reported as a realized loss in that
pericd. Assessment factors include, but are not limited to, the length of time and the extent to which the market
value has been less than cost, the financial condition and rating of the issuer, whether any collateral is held and
the intent and ability of the Company to retain the investment for a period of time sufficient to allow for
TECOVErY.

Inherently, there are risks and uncertainties involved in making these judgments. Changes in circumstances
and critical assumptions such as a continued weak economy, a more proncunced economic downturn or
unforeseen events which affect one or more companies, industry sectors or countries could result in additional
writedowns in future periods for impairments that are deemed to be other-than-temporary. See also
“Investments” in Note 2 of the Notes to Consolidated Financial Statements included elsewhere in this report and
“Item 1A—Risk Factors—Qur investment portfolio is subject to several risks that may diminish the value of our
invested assets and affect our profitability” and “Investments” contained later in this item.

Realized gains and losses on sales of investments are recognized on the specific identification basis.

Reinsurance

Reinsurance recoverables include amounts related to paid benefits and estimated amounts related to unpaid
policy and contract claims, future policyholder benefits and policyholder contract deposits. The cost of
reinsurance is accounted for over the terms of the underlying reinsured policies using assumptions consistent
with those used to account for the policies. Amounts recoverable from reinsurers are estimated in a manner
consistent with claim and claim adjustment expense reserves or future policy benefits reserves and are reported in
our consolidated balance sheets. The ceding of insurance does not discharge our primary liability to our insureds.
An estimaied allowance for doubtful accounts is recorded on the basis of 