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Report of Independent Auditors

To the Board of Directors of New York Life Insurance Company:

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of
income, of equity and of cash flows present fairly, in all material respects, the financial position of
New York Life Insurance Company and its subsidiaries (the “Company”) at December 31, 2006 and
2005, and the results of their operations and their cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements
in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As described in Note 3 of the consolidated financial statements, the Company changed its method of
accounting for defined benefit pension and other postretirement plans on December 31, 2006.

Zw/é MW -

March 21, 2007



NEW YORK LIFE INSURANCE COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

ASSETS

Fixed maturities (includes securities pledged as collateral that can
be sold or repledged of $3,230 in 2006 and $2,862 in 2005)
Available for sale, at fair value
Held to maturity, at amortized cost
Trading securities, at fair value
Equity securities (includes securities pledged as collateral that can
be sold or repledged of $1,703 in 2006 and $527 in 2005)
Unaffiliated, available for sale, at fair value
Affiliated
Trading securities, at fair value
Mortgage loans
Policy loans
Other long-term investments
Total investments
Cash and cash equivalents
Deferred policy acquisition costs
Investment income due and accrued
Goodwill
Other assets
Separate account assets
Total assets

LIABILITIES AND EQUITY

Policyholders' account balances
Future policy benefits
Dividends payable to policyowners
Policy claims
Debt
Collateral received on securities lending
Other liabilities
Separate account liabilities
Total liabilities

Minority interest

Equity
Accumulated other comprehensive (loss) income
Retained earnings

Total equity

Total liabilities and equity

December 31,

2006

2005

(in millions)

$109,768 $103,710
294 200
5,795 5,936
3,827 3,843
55 269
2,057 459
12,462 11,373
7,049 6,660
6,061 4,822
147,368 137,272
4,425 4,841
6,113 5,189
1,647 1,490
556 543
3,210 3,532
19,024 16,034
$182,343 $168,901
$69,170 $64,451
60,190 56,659
1,280 1,227
759 654
2,506 2,245
3,640 3,194
6,385 6,319
19,024 16,034
162,954 150,783
693 608
(331) 781
19,027 16,729
18,696 17,510
$182,343 $168,901

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



NEW YORK LIFE INSURANCE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF INCOME

Revenue

Premiums
Fees-universal life and annuity policies
Net investment income
Net investment gains
Other income
Total revenue

Expenses

Interest credited to policyholders account balances
Policyholder benefits
Increasein liabilities for future policy benefits
Operating expenses
Dividends to policyholders

Total expenses

Income from operations before income taxes, and
minority interest expense

Income tax expense

Income from operations before minority interest expense

Minority interest expense

Net income

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

Year Ended December 31,

2006 2005
(in millions)
$9,100 $8,325
860 788
8,232 7,668
2,122 107
666 582
20,980 17,470
2,875 2,479
5,356 5,051
3,769 3,436
3,894 3,816
1,565 1,476
17,459 16,258
3,521 1,212
1,066 270
2,455 942
(157) (87)
$2,298 $855




NEW YORK LIFE INSURANCE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF EQUITY
Years Ended December 31, 2006 and 2005

Balance, December 31, 2004
Comprehensive income:
Net income
Other comprehensive income (loss), net of tax:
Change in foreign currency translation adjustment
(net of income tax benefit of $29 million)
Change in net unrealized investment gains, net of related
offsets, reclassification adjustments and income taxes
Minimum pension liability adjustment (net of income
tax benefit of $7 million)
Other comprehensive (loss), net of tax
Total comprehensive (loss), net of tax

Balance, December 31, 2005
Comprehensive income:
Net income
Other comprehensive income (loss), net of tax:
Change in foreign currency translation adjustment
(net of income tax benefit of $21 million)
Change in net unrealized investment gains, net of related
offsets, reclassification adjustments and income taxes
Minimum pension liability adjustment (net of income
tax expense of $6 million)
Other comprehensive (loss), net of tax
Total comprehensive income, net of tax

Adoption of SFAS 158 (net of income tax benefit of $497 million)

Balance, December 31, 2006

(in millions)

Accumulated Other Comprehensive Income (Loss)

Foreign Net Defined
Currency Unrealized Benefit
Translation Investment Plans Retained Total
Adjustment  Gains (Losses) Adjustment Earnings Equity
$ 201) $ 2,118 $ 21) $ 15874 $ 17,770
855 855
(22) (22)
(1,080) (1,080)
(13) a13)
(1,115)
(260)
(223) 1,038 (34) 16,729 17,510
2,298 2,298
(45) (45)
(274) (274)
12 12
(307)
1,991
(305) (805)
$ 268) $ 764 $ 827) $ 19,027 $ 18,696

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



NEW YORK LIFE INSURANCE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOW

Cash Flows from Operating Activities:
Net income
Adjustments to reconcile net income to net cash (used in)
provided by Operating activities:
Depreciation and amortization
Net capitalization of deferred policy acquisition costs
Universal life and annuity fees
Interest credited to policyholders' account balances
Net investment gains
Equity in earnings of limited partnerships
Equity in earnings of unconsolidated subsidiaries
Deferred income taxes
Net change in unearned revenue liability
Minority interest expense
Other
Changes in:
Investment income due and accrued
Other assets and other liabilities
Trading securities
Policy claims
Future policy benefits

Net cash (used in) provided by operating activities

Cash Flows from Investing Activities:
Proceeds from:
Sale of available-for-sale fixed maturities
Maturity of available-for-sale fixed maturities
Maturity of held to maturity fixed maturities
Sale of equity securities
Repayment of mortgage loans
Sale of other invested assets
Cost of:
Available-for-sale fixed maturities acquired
Held-to-maturity fixed maturities acquired
Equity securities acquired
Mortgage loans acquired
Acquisition of other invested assets
Policy loans
Capital expenditures
Purchase of subsidiaries, net of cash acquired
Consolidation and deconsolidation of entities due to FIN 46R
Other
Net cash provided by (used in) investing activities

Cash Flows from Financing Activities:
Policyholders' account balances:
Deposits
Withdrawals
Net transfers to the separate accounts
Net (distributions to) contributions from minority interests
Change in book and bank over drafts
Increase/(Decrease) in loaned securities
Securities sold under agreements to repurchase (net)
Proceeds/(Paydowns) from debt, net
Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Year Ended December 31,

2006

2005

(in millions)

2298 $ 855
) (112)
(562) (206)
(422) (386)
2,875 2,479
(2,122) (107)
14 (149)
(13) (45)
445 2
49 16
157 87
1 46
(157) (95)
266 (123)
160 75
105 (16)
3,667 3,329
6,756 5,650
31,195 44,900
3,365 2,322
5 18
2,732 2,831
1,895 1,796
696 1,484
(41,639) (55,024)
(228) (55)
(2,318) (3,045)
(2,809) (2,366)
(1,261) (2,236)
(389) (214)
(146) (40)
(190) 0
) 20
14 3
(9,079) (9,606)
16,004 15,558
(14,080) (11,072)
(371) (254)
(56) 241
(10 45
441 (264)
(243) (1,503)
261 (101)
1,946 2,650
3% (©)
(416) (1,311)
4,841 6,152
4425 $ 4,841

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



NEW YORK LIFE INSURANCE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(GAAP BASIS)

December 31, 2006 and 2005
NOTE 1 - NATURE OF OPERATIONS

New York Life Insurance Company and its subsidiaries (“the Company”) offer a wide range of
insurance and investment products and services including life and health insurance, long-term care,
annuities (including guaranteed lifetime income annuities), pension products, mutual funds, and other
investments and investment advisory services. The Company is comprised of four primary business
operations: Life and Annuity, Investment Management, International Operations and Special Markets.
Life and Annuity operations are conducted through New York Life Insurance Company (“NYLIC”), the
parent company, and its wholly owned insurance subsidiaries New York Life Insurance and Annuity
Corporation (“NYLIAC”) and NYLIFE Insurance Company of Arizona (“NYLIFE of Arizona”).
Investment Management activities are conducted primarily through NYLIC and various registered
investment advisory subsidiaries of its wholly owned subsidiary, New York Life Investment Management
Holdings LLC (“NYLIM Holdings”). The Company markets individual insurance and investment
products in Asia and Latin America through New York Life International, LLC (“NYL International”), a
wholly owned subsidiary of NYLIC. Special Markets is a niche business area of NYLIC and NYLIAC
that markets group life and health insurance to membership associations, long-term care insurance and is
the exclusive provider of life insurance to AARP. NYLIFE LLC is a wholly owned subsidiary of
NYLIC, and is a holding company for certain subsidiaries of NYLIC. NYLIFE LLC through its
subsidiaries, offers securities brokerage, financial planning and investment advisory services, trust
services and capital financing.

Basis of Presentation

The accompanying consolidated financial statements have been prepared in conformity with
accounting principles generally accepted in the United States of America (“GAAP”) and reflect the
consolidation of the parent company with its majority owned and controlled subsidiaries, as well as
variable interest entities in which the Company is considered the primary beneficiary: principally
NYLIAC, NYLIFE of Arizona, NYLIFE LLC, NYL International and NYLIM Holdings. All
intercompany transactions have been eliminated in consolidation. The New York State Insurance
Department (the “Department”) recognizes only statutory accounting practices for determining and
reporting the financial condition and results of operations of an insurance company, for determining its
solvency under the New York Insurance Law, and for determining whether its financial condition
warrants the payment of a dividend to its policyholders. In addition, the Company is also subject to
reporting requirements with the Delaware and Arizona Insurance Departments. No consideration is given
by any of the State Insurance Departments to financial statements prepared in accordance with GAAP in
making such determinations.

Certain amounts in prior years have been reclassified to conform to the current year presentation.
These reclassifications had no effect on net income or equity as previously reported.

Accounting practices used to prepare statutory financial statements for regulatory filings of life
insurance companies differ in certain instances from GAAP.



The following reconciles consolidated GAAP net income to the statutory net income of NYLIC, as
reported to regulatory authorities (in millions):

2006 2005

Consolidated GAAP net income $ 2,298 $ 855
Adjustments to GAAP basis for:

Removal of amortization of deferred acquisition costs (“DAC”) 926 1,133
Re-estimation of future policy benefits and policyholders’ account balances 95 186
Removal of deferred income taxes 445 2
Policyholder dividends 8) (28)
Inclusion of interest maintenance reserve (“IMR”) amortization 48 83
Removal of capitalization of DAC (1,488) (1,339)
Removal of subsidiaries' statutory net gain (174) (144)
Removal of GAAP net investment gains (2,122) (107)
Inclusion of dividend income from subsidiaries 20 20
Current tax and minority interest on net investment gains reflected above 413 114
Removal of fair value adjustment of certain liabilities (117) (100)
Other 158 44
Statutory gain from operations 494 719
Statutory net realized capital gains 300 479
Statutory net income * $ 7949 $ 1,198

* Statutory net income includes the net income of NYLIC only, and excludes the net income of its domestic
insurance subsidiaries of $251 million and $223 million for the years ended December 31, 2006 and 2005,
respectively.

The following reconciles consolidated GAAP equity to statutory capital of the Company, as
reported to regulatory authorities (in millions):

2006 2005
Consolidated GAAP equity $ 18,696 $ 17,510
Adjustments to GAAP basis for:
Removal of DAC (6,113) (5,189)
Establishment of IMR (351) (458)
Policyholder dividends (227) (220)
Removal of unrealized gains on investments (1,700) (3,246)
Removal of statutory non-admitted assets (1,426) (1,563)
Deferred tax asset 163 315
Removal of goodwill (556) (543)
Investment in Express Scripts, Inc. (“ESI”) and related liabilities (19) 1,747
Re-estimation of future policy benefits and policyholders’ account balances 2,738 3,258
Removal of non-vested employee benefit liabilities 338 383
Inclusion of surplus notes, net of indemnification reserve 902 891
Removal of the impact of recognizing previously unrecognized losses and prior
year service costs associated with pension and post retirement benefits 1,302 -
Other 112 (32)
Statutory capital®* $ 13,859 $ 12,853

** Statutory capital includes statutory surplus and the asset valuation reserve (“AVR”) on a consolidated basis
of the Company. NYLIC’s statutory surplus was $11,300 million and $10,549 million at December 31, 2006 and
2005, respectively. AVR for NYLIC was $2,087 million and $1,877 million at December 31, 2006 and 2005,
respectively. AVR for NYLIC’s domestic insurance subsidiaries was $472 million and $427 million at December 31,
2006 and 2005, respectively.



NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES
Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements. Actual
results could differ from those estimates.

Investments

Fixed maturity investments, which the Company has both the ability and the intent to hold to
maturity, are stated at amortized cost and classified as held-to-maturity. Investments classified as
available-for-sale or trading are reported at fair value. For publicly traded fixed maturities, estimated fair
value is determined using quoted market prices. For fixed maturities without a readily ascertainable fair
value, the Company has determined an estimated fair value using a discounted cash flow approach,
broker-dealer quotations or management’s pricing model. Unrealized gains and losses on available-for-
sale securities are reported in other comprehensive income, net of deferred taxes and related adjustments.
Unrealized gains and losses from investments classified as trading fixed maturities are reflected in net
investment gains in the accompanying Consolidated Statement of Income.

Changes in future anticipated cash flows on mortgage and asset-backed securities from the original
purchase assumptions are accounted for using the retrospective yield adjustment method.

Unaffiliated equity securities are carried at fair value. The estimated fair value of equity securities
has been determined using quoted market prices for publicly traded securities and management’s pricing
model for private placement securities. Unrealized gains and losses on equity securities classified as
available-for-sale are reflected in net unrealized investment gains in other comprehensive income, net of
deferred taxes and related adjustments. Unrealized gains and losses from investments in equity securities
classified as trading are reflected in net investment gains in the accompanying Consolidated Statement of
Income.

Affiliated equity securities represent holdings in entities where there is at least 20% ownership or
where the Company has the ability to exercise significant influence through its relationship, and are
accounted for by the equity method of accounting. Accordingly, respective net earnings or losses are
included in net income in the accompanying Consolidated Statement of Income.

The cost basis of fixed maturities and equity securities is adjusted for impairments in value deemed
to be other than temporary, with the associated realized loss reported in net investment gains in the
accompanying Consolidated Statement of Income. Factors considered in evaluating whether a decline in
value is other than temporary include: i) whether the decline is substantial; ii) the amount of time that the
fair value has been less than cost; iii) the financial condition and near-term prospects of the issuer; and
iv) the Company’s ability and intent to retain the investment for the period of time sufficient to allow for
an anticipated recovery in value.

Mortgage loans on real estate are carried at unpaid principal balances, net of discounts/premiums
and valuation allowances, and are secured. Specific valuation allowances are established for the excess
carrying value of the mortgage loan over its estimated fair value, when it is probable that, based on
current information and events, the Company will be unable to collect all amounts due under the
contractual terms of the loan agreement. Specific valuation allowances are based upon the fair value of
the collateral or present value of expected future cash flows discounted at the loan’s original effective
interest rate. The Company also has a general valuation allowance for estimated future credit losses on



currently performing mortgages. The general allowance is based on the Company’s historical loss
experience for the mortgage loan portfolio.

Policy loans are stated at the aggregate balance due, which approximates fair value since loans on
policies have no defined maturity date and reduce amounts payable at death or surrender.

Cash equivalents include investments that have remaining maturities of three months or less at date
of purchase and are carried at amortized cost, which approximates fair value.

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

Other long-term investments consist primarily of direct investments in limited partnerships, limited
liability companies, derivatives, real estate and collateralized third party commercial loans. Investments
in limited partnerships and limited liability companies are accounted for by the equity method of
accounting. Investments in real estate, which the Company has the intent to hold for the production of
income, are carried at depreciated cost, net of write-downs for other than temporary declines in fair
value. Properties held for sale are carried at the lower of depreciated cost or fair value, less estimated
selling costs. Collateralized third party commercial loans are reported at their outstanding principal
balance reduced by any charge-off or specific or general valuation allowance and net of any deferred fees
or costs on originated loans or unamortized premiums or discounts on purchased loans. Loan origination
fees are capitalized and recognized as an adjustment of the yield of the related loan using the interest
method.

Derivative financial instruments are accounted for at fair value. The treatment of changes in the fair
value of derivatives depends on the character of the transaction, including whether it has been designated
and qualifies as part of a hedging relationship, as discussed in Note 14-Derivative Financial Instruments
and Risk Management.

Net investment gains (losses) on sales are generally computed using the specific identification
method.

Variable Interest Entities (‘VIEs”)

In the normal course of its activities, the Company enters into relationships with various special
purpose entities and other entities that are deemed to be variable interest entities, in accordance with FIN
No. 46(R), “Consolidation of Variable Interest Entities.” A VIE is an entity that either (i) has equity
investors that lack certain essential characteristics of a controlling financial interest (including the ability
to control the entity, the obligation to absorb the entity’s expected losses and the right to receive the
entity’s expected residual returns) or (ii) lacks sufficient equity to finance its own activities without
financial support provided by other entities, which in turn would be expected to absorb at least some of
the expected losses of the VIE. If the Company determines that it stands to absorb a majority of the VIE’s
expected losses or to receive a majority of the VIE’s expected residual returns, or both, the Company
would be deemed to be the VIE’s “primary beneficiary” and would be required to consolidate the VIE.
The Company’s investments in VIEs are discussed in Note 5 — Investments.

Loaned Securities and Repurchase Agreements

Securities loaned are treated as financing arrangements, and are recorded at the amount of cash
advanced or received. With respect to securities loaned, the Company obtains collateral in an amount



equal to 102% and 105% of the fair value of the domestic and foreign securities, respectively. The
Company monitors the fair value of securities loaned with additional collateral obtained as necessary.

Securities purchased under agreements to resell and securities sold under agreements to repurchase
are treated as financing arrangements and are carried at fair value including accrued interest. It is the
Company’s policy to generally take possession or control of the securities purchased under these
agreements to resell. For triparty repurchase agreements, the Company’s designated custodian takes
possession of the underlying collateral securities. Assets to be repurchased or resold are the same or
substantially the same as the assets borrowed or sold. The fair value of the securities to be repurchased or
resold is monitored and additional collateral is obtained, where appropriate, to protect against credit
exposure.

Deferred Policy Acquisition Costs (“DAC”)

The costs of acquiring new and maintaining renewal business and certain costs of issuing policies
that vary with and are primarily related to the production of new and renewal business have been
deferred and recorded as an asset in the accompanying Consolidated Balance Sheet. These costs consist
primarily of commissions, certain expenses of underwriting and issuing contracts and certain agency
expenses.

For traditional participating life insurance policies, such costs are amortized over the life of the
contracts, which is assumed to be 25 years in proportion to estimated gross margins, basing amortization
initially on pricing assumptions and updating periodically for actual results. For universal life and
deferred annuity contracts, such costs are amortized in proportion to estimated gross profits over the
effective life of those contracts, which is assumed to be 25 years for universal life contracts and 15 years
for deferred annuities. The Company uses a pricing based approach for projections of future gross
margins, which include original pricing earned rates. Changes in assumptions for all policies and
contracts are reflected as retroactive adjustments in the current year’s amortization. For these contracts
the carrying amount of the DAC asset is adjusted at each balance sheet date as if the unrealized
investment gains or losses had been realized and included in the gross margins or gross profits used to
determine current period amortization. The increase or decrease in the DAC asset due to unrealized
investment gains or losses is recorded in other comprehensive income.

DAC for term contracts, annuity policies with life contingencies, and group life and health contracts
are amortized in proportion to premium income over the effective premium-paying period of the contract.
Assumptions as to anticipated premiums are made at the date of policy issuance and are consistently
applied during the life of the contract. Deviations from estimated experience are included in operating
expenses in the accompanying Consolidated Statement of Income when they occur.

Sales Inducements

For some deferred annuity products, the Company offers policyholders a bonus equal to a specified
percentage of the policyholder’s initial deposit and additional credits to the policyholder’s account value
related to minimum accumulation benefits, which are considered sales inducements in certain instances.
The Company defers these aforementioned sales inducements and amortizes them over the life of the
policy using the same methodology and assumptions used to amortize DAC. Deferred sales inducements
are reported in other assets in the accompanying Consolidated Balance Sheet.

Goodwill and Other Intangible Assets

Goodwill and other intangibles with an indefinite useful life are not required to be amortized. All
indefinite lived intangible assets are required to be tested for impairment at least annually. An intangible
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asset with a finite life is amortized over its useful life. Intangibles with a finite useful life are tested for
impairment when facts and circumstances indicate that its carrying amount may not be recoverable. In
2006 and 2005, the Company completed the regular annual impairment tests of goodwill. No goodwill
impairment was taken in 2006 and 2005.

Other Assets and Other Liabilities

Other assets primarily consist of amounts receivable for undelivered securities, furniture and
equipment, capitalized software and web development costs, reinsurance recoverables, net deferred tax
assets, sales inducements and trade receivables. Furniture and equipment is stated at cost less
accumulated depreciation. Depreciation is determined using the straight-line method over the estimated
useful lives of the related assets, which generally ranges from 3 to 10 years. Capitalized external and
internal software and web development costs are amortized on a straight-line basis over the estimated
useful life of the software, not to exceed five years. Other liabilities consist primarily of securities
loaned, payables resulting from purchases of securities that had not yet settled at the balance sheet date,
trade payables, employee benefit liabilities, and current tax liabilities.

Recognition of Income and Related Expenses

Premiums from traditional participating life insurance policies, term life policies, annuity policies
with life contingencies and group life and health contracts are recognized as income when due. The
associated benefits and expenses are matched with income so as to result in the recognition of profits
over the life of the contracts. This match is accomplished by providing for liabilities for future policy
benefits (as discussed in Note 9 — Policyholders’ Liabilities) and the deferral and subsequent
amortization of policy acquisition costs.

Amounts received under universal life-type contracts and investment contracts are reported as
deposits to policyholders' account balances (as discussed in Note 9 — Policyholders’ Liabilities).
Revenues from these contracts consist of amounts assessed during the period for mortality and expense
risk, policy administration and surrender charges, and are included as fee income in the Consolidated
Statement of Income. In addition to fees, the Company earns investment income from the investment of
policyholders’ deposits in the Company’s general account portfolio. Amounts previously assessed to
compensate the Company for services to be performed over future periods are deferred and recognized
into income over the period benefited, using the same assumptions and factors used to amortize DAC
costs. Policy benefits and claims that are charged to expense include benefit claims incurred in the period
in excess of related policyholders' account balances.

Premiums for contracts with a single premium or a limited number of premium payments due over a
significantly shorter period than the total period over which benefits are provided, are recorded as income
when due. Any excess profit is deferred and recognized as income in a constant relationship to insurance
in force and, for annuities, in relation to the amount of expected future benefit payments.

Premiums, universal life fee income, benefits and expenses are stated net of reinsurance ceded.
Estimated reinsurance ceding allowances are recognized over the life of the reinsured policies using
assumptions consistent with those used to account for the underlying policies.

Fee Income

The Company receives fees for investment management advisory services and performance fees for
services provided under agreements with its clients. Such fees are generally computed as a percentage of
the fair value of the client’s portfolio under management and are accrued as earned. These fees are
included in other income in the accompanying Consolidated Statement of Income.
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Policyholders’ Dividends

The amount of dividends to be paid to NYLIC participating policyholders is determined annually by
NYLIC’s Board of Directors. The aggregate amount of policyholders' dividends is based on NYLIC’s
statutory results and past experience, including investment income, net realized investment gains and
losses over a number of years, mortality experience, and other factors. NYLIC accrues dividends to
policyholders when they are due to the policyholder.

Federal Income Taxes

Current Federal income taxes are charged or credited to operations based upon amounts estimated to
be payable or recoverable as a result of taxable operations for the current year and any adjustments to
such estimates from prior years. Deferred Federal income tax assets (“DTAs”) and liabilities (“DTLs”)
are recognized for expected future tax consequences of temporary differences between GAAP and
taxable income. Temporary differences are identified and measured using a balance sheet approach
whereby GAAP and tax balance sheets are compared.

NYLIC files a consolidated Federal income tax return with certain of its domestic insurance and
non-insurance subsidiaries. The consolidated income tax liability is allocated among the members of the
group in accordance with a tax allocation agreement. The tax allocation agreement provides that each
member of the group is allocated its share of the consolidated tax provision or benefit, determined
generally on a separate company basis, but may, where applicable, recognize the tax benefits of net
operating losses or capital losses utilizable in the consolidated group. Intercompany tax balances are
generally settled quarterly on an estimated basis with a final settlement within 30 days of the filing of the
consolidated return.

Deferred income taxes are generally recognized based on enacted tax rates when assets and
liabilities have different values for financial statement and tax purposes. A valuation allowance is
recorded if it is more likely than not that any portion of the deferred tax asset will not be realized.

Separate Accounts

The Company has separate accounts, some of which are registered with the Securities and Exchange
Commission (“SEC”), and others that are not registered with the SEC. The separate accounts have
varying investment objectives, and are segregated from the Company’s general account and are
maintained for the benefit of separate account policyholders. At December 31, 2006 and 2005, all
separate account assets are stated at fair value. The liability at December 31, 2006 and 2005 represents
the policyholders’ interest in the account, and includes accumulated net investment income and realized
and unrealized gains and losses on the assets, which generally reflects fair value.

Fair Value of Financial Instruments

Fair values of various assets and liabilities are included throughout the notes to the consolidated
financial statements. Specifically, fair value disclosure of fixed maturities, equity securities, short-term
investments, cash equivalents, mortgage loans and policy loans are reported in Note 2 - Significant
Accounting Policies and Note 5 - Investments. Fair values for investment contracts are reported in Note 9
- Policyholders’ Liabilities. Fair values for debt are included in Note 12- Debt. Fair values for derivatives
are included in Note 14 — Derivative Financial Instruments and Risk Management. Fair values for
repurchase agreements are included in Note 15 - Commitments and Contingencies.
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Business Risks and Uncertainties

The Company’s investment portfolio consists principally of fixed income securities as well as
mortgage loans, policy loans, limited partnerships, preferred and common stocks and equity real estate.
The fair value of the Company’s investments varies depending on economic and market conditions and
the interest rate environment. For example, if interest rates rise, the securities in the Company’s fixed-
income portfolio generally will decrease in value. If interest rates decline, the securities in the fixed-
income portfolio generally will increase in value. For various reasons, the Company may, from time to
time, be required to sell certain investments at a price and a time when their fair value is less than their
book value.

Mortgage loans, many of which have balloon payment maturities, and equity real estate, are
generally illiquid and carry a greater risk of investment losses than investment grade fixed maturities.

Changes in interest rates can have significant effects on the Company’s profitability. Under certain
circumstances of interest rate volatility, the Company is exposed to disintermediation risk and reduction
in net interest spread or profit margins. The fair value of the Company’s invested assets fluctuates
depending on market and other general economic conditions and the interest rate environment. In
addition, mortgage prepayments, life insurance and annuity surrenders and bond calls are affected by
interest rate fluctuations. Although management of the Company employs a number of asset/liability
management strategies to minimize the effects of interest rate volatility, no guarantee can be given that it
will be successful in managing the effects of such volatility and that such volatility will not have a
material adverse impact on the Company’s business, financial condition and results of operation.

Credit defaults and impairments may result in write-downs in the value of fixed income and equity
securities held by the Company. Additionally, credit rating agencies, may, in the future, downgrade
certain issuers of fixed maturity securities held by the Company due to changing assessments of the
credit quality of the issuers.

The Company regularly invests in mortgage loans, mortgage-backed securities and other securities
subject to prepayment and/or call risk. Significant changes in prevailing interest rates and/or geographic
conditions may adversely affect the timing and amount of cash flows on these investments, as well as
their related values. In addition, the amortization of market premium and accretion of market discount for
mortgage-backed securities is based on historical experience and estimates of future payment experience
underlying mortgage loans. Actual prepayment timing will differ from original estimates and may result
in material adjustments to asset values and amortization or accretion recorded in future periods.

Weak equity market performance may adversely affect sales of variable products, mutual funds or
investment management products, cause potential purchasers of the Company’s products to refrain from
new or additional investments, and may cause current investors to withdraw from the market or reduce
their rates of ongoing investment.

Revenues of the Company’s variable products, mutual funds and other investment management
businesses are to a large extent based on fees related to the value of assets under management.
Consequently, poor equity market performance limits fee revenues. The level of assets under
management could also be negatively affected by withdrawals.

Although the federal government does not directly regulate the business of insurance, federal
legislation and administrative policies in several areas, including pension regulation, financial services
regulation and federal taxation, can significantly and adversely affect the insurance industry and the
Company. The Company is unable to predict whether any changes will be made, whether any

13



administrative or legislative proposals will be adopted in the future, or the effect, if any, such proposals
would have on the Company.

The development of policy reserves and DAC for the Company’s products requires management to
make estimates and assumptions regarding mortality, morbidity, lapse, expense and investment
experience. Such estimates are primarily based on historical experience and future expectations of
mortality, morbidity, expense, persistency and investment experience. Actual results could differ from
those estimates. Management monitors actual experience and, where circumstances warrant, revises its
assumptions and the related estimates for policy reserves and DAC.

The Company issues certain variable products with various types of guaranteed minimum benefit
features. The Company currently reserves for the expected payments resulting from these features. The
Company bears the risk that payments may be higher than expected as a result of significant, sustained
downturns in the stock market. The Company also bears the risk that additional reserves may be required
if partial surrender activity increases significantly for some annuity products during the period when
account values are less than guaranteed amounts.

As substantially all of the net assets of NYL International are held in foreign countries, there is a
potential for adverse impact on net assets from economic and political changes in these countries.

Contingencies

Amounts related to contingencies are accrued if it is probable that a liability has been incurred and
an amount is reasonably estimable. Regarding litigation, management evaluates whether there are
incremental legal or other costs directly associated with the ultimate resolution of the matter that are
reasonably estimable and, if so, includes these costs in the accrual.

Foreign Currency Translation

Assets and liabilities denominated in foreign currencies have been translated into U.S. dollars at the
respective year-end exchange rates. Operating results are translated at the average exchange rates for the
year. Foreign currency translation gains and losses are credited or charged directly to the cumulative
translation adjustment (“CTA”) account in other comprehensive income in the accompanying
Consolidated Balance Sheet. The change in the CTA account includes the current year effect of the
translation adjustment. Foreign currency transaction gains and losses are included in net income.

NOTE 3 - RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and
SFAS No. 132(R)” (“SFAS 158”). This statement requires an employer to prospectively recognize the
overfunded or underfunded status of its defined benefit pension and postretirement plans as an asset or
liability in its statement of financial position and to recognize changes in that funded status in the year in
which the changes occur through comprehensive income, and to make additional disclosures. This
standard is effective for fiscal years ending after June 15, 2007 for non-public companies, with early
adoption permitted. The Company decided to adopt the recognition and disclosure provisions of
SFAS 158 as of December 31, 2006. Accordingly, the adoption of SFAS 158 resulted in a reduction in
accumulated other comprehensive income in the accompanying Consolidated Balance Sheet of
approximately $805 million, net of income taxes.
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SFAS No. 158 also requires an employer to measure the funded status of its plans as of its fiscal
year-end. Previously, employers were permitted to measure the funded status of their plans within three
months of its fiscal year-end. This requirement is effective for fiscal years ending after December 15,
2008, with early adoption permitted. The Company will adopt the measurement date provision of SFAS
158, as of January 1, 2007. The Company does not expect this change to have a material impact on the
Company’s consolidated financial statements.

In November 2005 the FASB issued Staff Position Paper (“FSP”) No. 115-1, which is entitled “The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments”. This FSP
addresses the determination as to when an investment is considered impaired, whether that impairment is
other than temporary, and the measurement of an impairment loss. It also includes accounting
considerations subsequent to the recognition of an other-than-temporary impairment and requires certain
disclosures about unrealized losses that have not been recognized as other-than-temporary impairments.
The Company adopted this guidance effective January 1, 2006, and it did not have a material effect on
the Company’s Consolidated Statement of Income.

In June 2005, the Emerging Issues Task Force (“EITF”) of the FASB reached a consensus on Issue
No. 04-5, “Investor’s Accounting for an Investment in a Limited Partnership When the Investor Is the
Sole General Partner and the Limited Partners Have Certain Rights.” This Issue first presumes that
general partners in a limited partnership control that partnership and should therefore consolidate that
partnership, and then provides that the general partners may overcome the presumption of control if the
limited partners have: (i) the substantive ability to dissolve or liquidate the limited partnership, or
otherwise to remove the general partners without cause or (ii) the ability to participate effectively in
significant decisions that would be expected to be made in the ordinary course of the limited
partnership’s business. This guidance became effective for new or amended arrangements after June 29,
2005, and became effective January 1, 2006 for all arrangements existing as of June 29, 2005 that remain
unmodified. The Company’s adoption of this guidance did not have a material effect on the Company’s
consolidated financial statements.

In July 2006, the FASB issued FASB Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in
Income Taxes” an interpretation of FASB Statement No. 109. This Interpretation prescribes a
comprehensive model for how a company should recognize, measure, present and disclose in its financial
statements uncertain tax positions that it has taken or expects to take on a tax return. This Interpretation
is effective for fiscal years beginning after December 15, 2006. The Company will adopt FIN No. 48 on
January 1, 2007. The Company is currently assessing the impact of FIN No. 48 on the Company’s
consolidated financial statements.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Instruments —
an amendment of FASB Statements No. 133 and 140.” This statement provides an irrevocable election to
measure at fair value an entire hybrid financial instrument that contains an embedded derivative requiring
bifurcation, on an instrument-by-instrument basis, rather than measuring only the embedded derivative on
a fair value basis. This statement also removes an exception from the requirement to bifurcate an
embedded derivative feature from a beneficial interest in securitized financial assets. The Company has
used this exception for investments made in securitized financial assets in the normal course of
operations, and thus has not previously had to consider whether such investments contain an embedded
derivative. The new requirement to identify embedded derivatives in beneficial interests is required to be
applied on a prospective basis only to beneficial interests acquired, issued, or subject to certain
remeasurement conditions after the adoption date of the new guidance. The Company plans to adopt this
guidance effective January 1, 2007. The Company is in the process of determining whether there are any
hybrid instruments for which the Company will elect the fair value option.
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In September 2005, the Accounting Standards Executive Committee (AcSEC) of the American
Institute of Certified Public Accountants (AICPA) issued Statement of Position (SOP) 05-1, “Accounting
by Insurance Enterprises for Deferred Acquisition Costs in Connection With Modifications or Exchanges
of Insurance Contracts” (“SOP 05-17). SOP 05-1 provides guidance on accounting by insurance
enterprises for deferred acquisition costs on internal replacements of insurance and investment contracts
other than those specifically described in Statement of Financial Accounting Standards (SFAS) No. 97.
The SOP defines an internal replacement as a modification in product benefits, features, rights, or
coverages that occurs by the exchange of a contract for a new contract, or by amendment, endorsement,
or rider to a contract, or by the election of a feature or coverage within a contract. This SOP is effective
for internal replacements occurring in fiscal years beginning after December 15, 2006. The Company will
adopt SOP 05-1 on January 1, 2007. The Company is currently assessing the impact of SOP 05-1 on the
Company’s consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” This Statement
defines fair value, establishes a framework for measuring fair value in GAAP, and expands disclosures
around fair value measurements. This Statement does not require any new fair value measurements, but
the application of this Statement could change current practices in determining fair value. This statement
is effective January 1, 2008, at which time the Company plans to adopt this guidance. The Company is
currently evaluating the impact of SFAS 157 on the Company’s consolidated financial statements.

In February 2007, the FASB issued SFAS 159 “The Fair Value Option for Financial Assets and
Financial Liabilities - including an amendment of FAS 115”. This statement permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to
be measured at fair value. A company should report unrealized gains and losses on items for which the
fair value option has been elected in earnings. This statement also establishes presentation and disclosure
requirements designed to facilitate comparisons between entities that choose different measurement
attributes for similar types of assets and liabilities. The Company plans to adopt this guidance effective
January 1, 2008. The Company is in the process of evaluating the impacts of this statement.

NOTE 4 - ACQUISITION

On June 30, 2006, pursuant to the terms and conditions of an Agreement and Plan of Merger dated
May 17, 2006, NYLIM Holdings acquired all of the common stock of Institutional Capital Corporation
(subsequently renamed Institutional Capital LLC), (“ICAP”) for $202 million. The acquisition is being
accounted for using the purchase method of accounting, which requires that the assets and liabilities of
ICAP be measured at their fair values as of June 30, 2006. The results of ICAP’s operations were
included in the Company’s consolidated financial statements beginning June 30, 2006. ICAP is an
investment ma