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NOTES TO FINANCIAL STATEMENTS 
 

1. Summary of Significant Accounting Policies 
A. Accounting Practices 

The financial statements of Mortgage Guaranty Insurance Corporation are presented on the basis of accounting practices prescribed or permitted by the Office 
of the Commissioner of Insurance of the State of Wisconsin (“OCI”).  The OCI recognizes only statutory accounting practices prescribed or permitted by the 
State of Wisconsin for determining and reporting the financial condition and results of operations of an insurance company, for determining its solvency under 
the Wisconsin insurance law.  The National Association of Insurance Commissioners' (“NAIC”) Accounting Practices and Procedures Manual (“NAIC SAP”) 
has been adopted as a component of prescribed practices by the OCI.  The OCI has adopted certain prescribed accounting practices that differ from those found 
in NAIC SAP.  Specifically, Wisconsin domiciled companies record changes in the contingency loss reserves through the income statement as an underwriting 
deduction.  In NAIC SAP, changes in the contingency loss reserves are recorded directly to unassigned surplus. In addition, the OCI has the right to permit 
specific practices that deviate from prescribed practices. Statement of Statutory Accounting Principles No. 101 (“SSAP No. 101”) became effective January 1, 
2012 and prescribed new standards for determining the amount of deferred tax assets that can be recognized as admitted assets for determining statutory 
capital. Under a permitted practice effective September 30, 2012 and until further notice, the OCI has approved us to report our net deferred tax asset as an 
admitted asset in an amount not to exceed 10% of surplus as regards policyholders, notwithstanding any contrary provisions of SSAP No. 101. Deferred tax 
assets of approximately $138 million and $63 million were included in statutory capital at December 31, 2013 and 2012, respectively. A reconciliation of 
capital and surplus between the NAIC SAP and practices permitted by the OCI is shown below: 

State of 
Domicile 2013 2012

NET INCOME (LOSS)
(1) State basis (Page 4, Line 20, Columns 1 & 2) WI (6,971,073)$              (808,525,864)$          
(2) State Prescribed Practices that increase/(decrease) NAIC SAP
(3) State Permitted Practices that increase/(decrease) NAIC SAP -                                -                                
(4) NAIC SAP (1-2-3=4) WI (6,971,073)$              (808,525,864)$          

SURPLUS
(5) State basis (Page 3, Line 37, Columns 1 & 2) WI 1,520,640,166$         689,104,866$            
(6) State Prescribed Practices that increase/(decrease) NAIC SAP -                                -                                
(7) State Permitted Practices that increase/(decrease) NAIC SAP

Admitted deferred tax asset WI 138,193,106              62,567,718                
(8) NAIC SAP (5-6-7=8) WI 1,382,447,060$         626,537,148$            

  
 
In 2013, we entered into a quota share reinsurance agreement with a group of unaffiliated reinsurers. The agreement contains a feature which potentially 
returns a portion of the ceded premium. We are accounting for this feature as a premium adjustment under SSAP No 62R (51). Accordingly, we have presented 
this return premium receivable as an admitted write-in item on the asset page of the balance sheet. In addition, the period-to-period change in this admitted 
asset balance is accounted for as an offset to ceded written premium throughout the statutory financial statements. Furthermore, the asset balance is presented 
on Schedule F - Part 3 column 17 (Other Amounts Due to Reinsurers) as a negative value, to represent a receivable from the reinsurer. 
 
Effective in 2013, we broadened the use of the statutory required premium periods within Wis. Adm. Code Ins. 3.09 for certain single premium mortgage 
insurance policies.  In addition, we refined the application of the prescribed factors within the premium period for single premium mortgage insurance policies 
to more closely match the expiration of the insurance coverage. 

B. Use of Estimates in the Preparation of the Financial Statements 
The preparation of financial statements in conformity with statutory accounting principles requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts 
of revenues and expenses during the reporting period.  Actual results could differ from those estimates. 
 
We have established an estimated allowance for uncollectible premiums which is based on analysis of historic trends. As of December 31, 2013 the allowance 
for uncollectible premiums is approximately $1.4 million. The “Uncollected premiums and agents' balances in the course of collection” are reported net of the 
allowance on Page 2 of this statement. 

C. Accounting Policies 
(1) Short-term investments are stated at either fair value (money market funds) or amortized cost, with amortization using the modified scientific method 

(bonds).  
(2) Generally, bonds are stated at amortized cost and are amortized using the modified scientific method. 
(3) We own no common stock, other than our investments in subsidiaries (see 1.C.7.). 
(4) We own no preferred stock. 
(5) We own no mortgage loans. 
(6) Loan-backed securities are valued using the retrospective method and stated at amortized cost or fair value in accordance with their NAIC designation. 
(7) We own 100% of the common stock of MGIC Reinsurance Corporation of Wisconsin (“MRCW”), MGIC Credit Assurance Corporation (“MCAC”), 

MGIC Assurance Corporation (“MAC”), MGIC Reinsurance Corporation of Vermont (“MRCV”), MGIC Indemnity Corporation (“MIC”), MGIC 
Australia Pty Limited (“MGIC Australia”) and MIC Reinsurance Corporation (“MICRE”), property and casualty insurance companies.  These assets are 
valued on the equity basis.  

(8) We have 100% interests in MGIC Mortgage and Consumer Asset I LLC (“MMCA I”) and eMagic.com LLC (“eMagic”).  These assets are valued on the 
equity basis.  In addition, eMagic is non-admitted. 

(9) We own no derivative instruments.   
(10) We utilize anticipated investment income as a factor in the premium deficiency calculation performed in accordance with SSAP No. 58, Mortgage 

Guaranty Insurance. 
(11) Reserves are established for reported insurance losses and loss adjustment expenses based on when we receive notices of default on insured mortgage 

loans. For reporting purposes, we consider a loan in default when it is two or more payments past due. Reserves are also established for estimated losses 
incurred on notices of default not yet reported to us. Consistent with industry standards for mortgage insurers, we do not establish loss reserves for future 
claims on insured loans which are not currently in default. Loss reserves are established by estimating the number of loans in our inventory of delinquent 
loans that will result in a claim payment, which is referred to as the claim rate, and further estimating the amount of the claim payment, which is referred 
to as claim severity. Our loss estimates are established based upon historical experience, including rescission and loan modification activity. Adjustments 
to reserve estimates are reflected in the financial statements in the years in which the adjustments are made. The liability for reinsurance assumed is based 
on information provided by the ceding companies. 
 
The incurred but not reported (“IBNR”) reserves result from defaults occurring prior to the close of an accounting period, but which have not been 
reported to us.  Consistent with reserves for reported defaults, IBNR reserves are established using estimated claim rates and claim amounts for the 
estimated number of defaults not reported. 

 
Estimation of losses is inherently judgmental. The conditions that affect the claim rate and claim severity include the current and future state of the 
domestic economy, including unemployment, and the current and future strength of local housing markets. Current conditions in the housing and 
mortgage industries make these assumptions more volatile than they would otherwise be. The actual amount of the claim payments may be substantially 
different than our loss reserve estimates. Our estimates could be adversely affected by several factors, including a further deterioration of regional or 
national economic conditions, including unemployment, leading to a reduction in borrowers’ income and thus their ability to make mortgage payments, 
and a drop in housing values that could result in, among other things, greater losses on loans that have pool insurance, and may affect borrower 
willingness to continue to make mortgage payments when the value of the home is below the mortgage balance. Changes to our estimates could result in 
a material impact to our results of operations and capital position, even in a stable economic environment. 

 
Our loss reserving methodology incorporates our estimates of future rescissions and reversals of rescissions. Historically, reversals of rescissions have 
been immaterial. A variance between ultimate actual rescission and reversal rates and our estimates, as a result of the outcome of litigation, settlements or 
other factors, could materially affect our losses.  
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(12) We did not change our capitalization policy. 
(13) We do not have any pharmaceutical rebate receivables. 

2. Accounting Changes and Corrections of Errors 
Statement of Statutory Accounting Principles No. 102, Accounting for Pensions, A Replacement of SSAP No. 89 (“SSAP No. 102”) and Statement of Statutory 
Accounting Principles No. 92, Postretirement Benefits Other Than Pensions, A Replacement of SSAP No. 14 (“SSAP No. 92”) became effective January 1, 2013.  
We implemented the changes required by these statements effective January 1, 2013. Unassigned surplus was reduced by $102,996,546 related to unrecognized prior 
service costs/credits and unrecognized losses/gains related to pension and postretirement benefit plans as of January 1, 2013. Additional discussion related to the 
implementation of SSAP No. 102 and SSAP No. 92 is provided below in 12.A. 

3. Business Combinations and Goodwill -  not applicable 
4. Discontinued Operations -  not applicable 
5. Investments 

A. Mortgage Loans - We do not own any mortgage loans. 
B. Debt Restructuring - We do not own any restructured loans. 
C. Reverse Mortgages - We do not own any reverse mortgages. 
D. Loan-Backed Securities 

(1) Prepayment assumptions for mortgage-backed/loan-backed and structured securities were obtained from investment banker surveys or internal estimates. 
(2) Not applicable 
(3) Not applicable 
(4) All impaired securities for which an other-than-temporary impairment has not been recognized in earnings as a realized loss: 

a. The aggregate amount of unrealized losses: 
1. Less than 12 months $    8,955,267 
2. 12 months or longer $  21,586,065 

b. The aggregate related fair value of securities with unrealized losses: 
1. Less than 12 months $384,852,983 
2. 12 months or longer $316,035,613 

(5) All loan-backed and structured securities in an unrealized loss position were reviewed for potential other-than-temporary impairments, however we have 
the intent and ability to hold these securities long enough to recover our cost basis.  Cash flow analysis and credit research were used to support the 
conclusion that impairments are not other-than-temporary. Dependent upon future market conditions, we may determine some securities as other than 
temporarily impaired. The unrealized losses in all categories of our investments at December 31, 2013 were primarily caused by the difference in interest 
rates at December 31, 2013 compared to interest rates at the time of purchase. 

E. Repurchase Agreements - We do not own any repurchase agreements. 
F. Real Estate - Our investments in real estate are for either our own use or as settlements of claims.  There were no impairment losses on real estate owned for 

our use or as settlement of claims. 
G. Low-income housing tax credits (“LIHTC”) – We do not hold any low income federal housing tax credits.   
H. Restricted Assets 

(1) Restricted Assets 

1 2 3 4 5

Total General 
Account (G/A)

G/A 
Supporting 

Protected Cell 
Account 

Act ivity (a)

Total Protected 
Cell Account  

Restricted 
Assets

Account  
Assets 

Supporting 
G/A Activity 

(b)
Total                       

(1 plus 3)
Total From 
Prior Year

Increase/ 
(Decrease)           
(5 minus 6)

T otal Current  
Year Admit ted 

Restricted

Gross 
Restricted to 
Total Assets

Admitted 
Restricted to 

Total 
Admitted 

Assets

i. On deposit  with states 3,122,641$   -$              -$                -$              3,122,641$   3,128,912$ (6,271)$         3,122,641$   0.06% 0.07%
l. Other rest ricted assets 17,439,688   -                -                  -                17,439,688   -              17,439,688   17,439,688   0.36% 0.40%
m.Total Restricted Assets 20,562,329$ -$              -$                -$              20,562,329$ 3,128,912$ 17,433,417$ 20,562,329$ 0.42% 0.47%

Restricted Asset Category

Current Year

Gross Restricted Percentage8

9 106 7

 
(a) Subset of column 1 
(b) Subset of column 3 

(2) Detail of Assets Pledged as Collateral Not Captured in Other Categories - not applicable 
(3) Detail of Other Restricted Assets  

1 2 3 4 5

Total General 
Account (G/A)

G/A 
Supporting 

Protected Cell 
Account 

Act ivity (a)

Total Protected 
Cell Account  

Restricted 
Assets

Account  
Assets 

Supporting 
G/A Activity 

(b)
Total                       

(1 plus 3)
Total From 
Prior Year

Increase/ 
(Decrease)           
(5 minus 6)

T otal Current  
Year Admit ted 

Restricted

Gross 
Restricted to 
Total Assets

Admitted 
Restricted to 

Total 
Admitted 

Assets
Cash in escrow in connect ion 
with set tlement  agreement  
(See Note 14) 17,439,688$ -$              -$                -$              17,439,688$ -$            17,439,688$ 17,439,688$ 0.36% 0.40%

Total 17,439,688$ -$              -$                -$              17,439,688$ -$            17,439,688$ 17,439,688$ 0.36% 0.40%

Description of Assets

Current Year

Gross Restricted Percentage8

9 106 7

 
6. Joint Ventures, Partnerships and Limited Liability Companies 

We have no investments in joint ventures, partnerships or limited liability companies that exceed 10% of admitted assets. 
7. Investment Income -  not applicable    
8. Derivative Instruments -  not applicable 
9. Income Taxes 

A. The components of the net deferred tax asset/(liability) at December 31 are as follows: 
1. 12/31/2013 12/31/2012 Change

(1) (2) (3) (1) (2) (3) (7) (8) (9)

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

(a) Gross Deferred Tax Assets 441,511,917$       720,144$         442,232,061$        435,582,790$        1,087,575$      436,670,365$       5,929,127$          (367,431)$           5,561,696$             
(b) Statutory Valuation Allowance 
Adjustments -                       -                   -                        -                        -                   -                       -                      -                      -                          
(c) Adjusted Gross Deferred Tax 
Assets (1a - 1b) 441,511,917$       720,144$         442,232,061$        435,582,790$        1,087,575$      436,670,365$       5,929,127$          (367,431)$           5,561,696$             

(d) Deferred Tax Assets Nonadmitted 302,102,685         -                   302,102,685          372,711,116          -                   372,711,116         (70,608,431)         -                      (70,608,431)            
(e) Subtotal Net Admitted Deferred 
Tax Asset (1c - 1d) 139,409,232$       720,144$         140,129,376$        62,871,674$          1,087,575$      63,959,249$         76,537,558$        (367,431)$           76,170,127$           

(f) Deferred Tax Liabilities 1,662,699             273,571           1,936,270              1,205,583              185,948           1,391,531             457,116               87,623                 544,739                  
(g) Net Admitted Deferred Tax 
Asset/(Net Deferred Tax Liability) (1e 
- 1f) 137,746,533$       446,573$         138,193,106$        61,666,091$          901,627$         62,567,718$         76,080,442$        (455,054)$           75,625,388$           

 
2. This table is not applicable for 2013.  Effective September 30, 2012 and until further notice, the admission of deferred tax assets is pursuant to a 

permitted practice from the OCI.  See Note 1.A. 
3. This table is not applicable for 2013.  Effective September 30, 2012 and until further notice, the admission of deferred tax assets is pursuant to a 

permitted practice from the OCI.  See Note 1.A. 
4. This table is not applicable for 2013.  Effective September 30, 2012 and until further notice, the admission of deferred tax assets is pursuant to a 

permitted practice from the OCI.  See Note 1.A. 



ANNUAL STATEMENT FOR THE YEAR 2013 OF THE  MORTGAGE GUARANTY INSURANCE CORPORATION

 14.2 

B. Not applicable 
C. Current income taxes incurred consist of the following major components: 
 

(1) (2) (3)

12/31/2013 12/31/2012
(Col 1 - 2) 
Change

1. Current Income Tax:
(a) Federal (8,186,417)$          (74,810,999)$         66,624,582$         
(b) Foreign
(c) Subtotal (8,186,417)$          (74,810,999)$         66,624,582$         
(d) Federal income tax on net capital gains 2,505,516             60,936,818            (58,431,302)          
(e) Utilization of capital loss carry-forwards
(f) Other
(g) Federal and foreign income taxes incurred (5,680,901)$          (13,874,181)$         8,193,280$           

2. Deferred Tax Assets:
(a) Ordinary

(1) Discounting of unpaid losses 20,823,960$         34,359,503$          (13,535,543)$        
(2) Unearned premium reserve 5,861,042 7,312,031 (1,450,989)            
(8) Compensation and benefits  accrual 23,575,800           21,413,572            2,162,228             
(10) Receivables - nonadmitted 7,136,572             6,449,308              687,264                
(11) Net operating loss carry-forward 356,335,725         337,768,521          18,567,204           
(13) Other (including items <5% of total ordinary tax assets) 27,778,818           28,279,855            (501,037)               

(99) Subtotal 441,511,917$       435,582,790$        5,929,127$           
(b) Statutory valuation allowance adjustment
(c) Nonadmitted 302,102,685         372,711,116          (70,608,431)          
(d) Admitted ordinary deferred tax assets (2a99 - 2b - 2c) 139,409,232$       62,871,674$          76,537,558$         
(e) Capital:

(1) Investments 720,144                1,087,575              (367,431)               
(99) Subtotal 720,144$              1,087,575$            (367,431)$             

(f) Statutory valuation allowance adjustment
(g) Nonadmitted
(h) Admitted capital deferred tax assets (2e99 - 2f - 2g) 720,144$              1,087,575$            (367,431)$             
(i) Admitted deferred tax assets (2d + 2h) 140,129,376$       63,959,249$          76,170,127$         

3. Deferred Tax Liabilities:
(a) Ordinary

(5) Other (including items <5% of total ordinary tax liablities) 1,662,699 1,205,583 457,116                
(99) Subtotal 1,662,699$           1,205,583$            457,116$              

(b) Capital
(1) Investments 273,571                185,948                 87,623                  

(99) Subtotal 273,571$              185,948$               87,623$                
(c) Deferred tax liabilities (3a99 + 3b99) 1,936,270$           1,391,531$            544,739$              

4. Net deferred tax assets/(liabilities) (2i - 3c) 138,193,106$       62,567,718$          75,625,388$         

 
D. The reconciliation of the federal income taxes incurred at the federal tax rate of 35% to the reported federal income taxes incurred is as follows: 

12/31/2013 12/31/2012
Provision computed at statutory rate (4,428,191)$          (287,840,016)$        
Change in nonadmitted assets 9,845,220 (2,554,694)
Tax exempt investment income (874,824) (6,246,802)
Benefit plans 25,647,315 -                          
Other (4,907,186) 1,399,535
Totals 25,282,334$          (295,241,977)$        

Federal and foreign income taxes incurred (incl. capital gain tax) (5,680,901)$          (13,874,181)$          
Change in net deferred income taxes 30,963,235 (281,367,796)
Total statutory income taxes 25,282,334$          (295,241,977)$        

 
E. At December 31, 2013, we had net operating loss carryforwards of $1,018,102,071 which are scheduled to expire at the end of years 2030 through 2033.  
F. Our Federal Income Tax return is consolidated with the following entities (“MGIC Group”): 

 MGIC Investment Corporation  MGIC Mortgage Reinsurance Corporation 
 MGIC Reinsurance Corporation of Wisconsin MGIC Reinsurance Corporation 
 MGIC Credit Assurance Corporation  MGIC Residential Reinsurance Corporation 
 MGIC Indemnity Corporation  MGIC Assurance Corporation 
 MGIC Reinsurance Corporation of Vermont  MGIC Investor Services Corporation 
 CMI Investors 2, L.P.   MGIC Insurance Services Corporation 
 CMI Investors 5, L.P.   MIC Reinsurance Corporation 
 CMI Investors 8, L.P.   MIC Reinsurance Corporation of Wisconsin 
 CMI Investors 9, L.P.  
 

The method of allocation between the companies is subject to written agreement.  Allocation is based upon separate return calculations with current credit for 
losses that were utilized or could have been utilized by the MGIC Group. Tax and loss bonds are assumed to be purchased and held to the extent allowable.  
Intercompany tax balances are settled quarterly. 

G. The Internal Revenue Service (“IRS”) completed examinations of our federal income tax returns for the years 2000 through 2007 and issued proposed 
assessments for unpaid taxes, interest and penalties related to our treatment of the flow-through income and loss from an investment in a portfolio of residual 
interests of Real Estate Mortgage Investment Conduits (“REMICs”). The IRS indicated that it did not believe that, for various reasons, we had established 
sufficient tax basis in the REMIC residual interests to deduct the losses from taxable income. The proposed assessments for taxes and penalties related to these 
matters is $197.5 million and at December 31, 2013, there would also be interest of approximately $154.5 million. In addition, depending on the outcome of 
this matter, additional state income taxes and state interest may become due when a final resolution is reached. As of December 31, 2013, those state taxes and 
interest would approximate $46.0 million. In addition, there could also be state tax penalties. 
 
We appealed these assessments within the IRS and, in 2007, we made a payment of $65.2 million to the United States Department of the Treasury related to 
this assessment. In August 2010, we reached a tentative settlement agreement with the IRS which was not finalized. The IRS is pursuing this matter in full and 
absent a settlement we currently expect to be in litigation on this matter in 2014. Any such litigation could be lengthy and costly in terms of legal fees and 
related expenses. 
 
We continue to believe that our previously recorded tax provisions and liabilities are appropriate. However, we would need to make appropriate adjustments, 
which could be material, to our tax provision and liabilities if our view of the probability of success in this matter changes, and the ultimate resolution of this 
matter could have a material negative impact on our effective tax rate, results of operations, cash flows and statutory capital. 
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10.  Information Concerning Parent, Subsidiaries and Affiliates 
A., B. 
& C. Transactions with Affiliates 

(1) During 2013, we remitted cash to MRCW of $1,181,929 and our Parent Company, MGIC Investment Corporation (“Investment”) of $85,034 for inter-
company tax settlements.  Also during 2013, we received cash from:  MIC of $7,180,114; MCAC of $271; MRCV of $31,662; MICRE of $70,724 and 
MAC of $17,392 for inter-company tax settlements. During 2012, we remitted cash to MRCW of $632,097 for inter-company tax settlements.  Also 
during 2012, we received cash from:  MIC of $5,669,970; Investment of $1,042,749; MCAC of $13,204; MRCV of $41,212; MICRE of $3,461 and 
MAC of $47,539 for inter-company tax settlements.       

(2) On March 12, 2013, we received capital from Investment of $796,000,000. Also on March 12, 2013, we received an additional $4,000,000 from the 
funds of Investment that increased our capital. On January 25, 2012, we contributed capital to MIC of $200,000,000.  On December 3, 2012, we received 
capital from Investment of $75,000,000. Also on December 3, 2012, we received an additional $25,000,000 from the funds of Investment that increased 
our capital.   

(3) On December 18, 2013, we received a dividend of $89,580,000 from our subsidiary, MGIC Australia. 
D. We have reinsurance agreements with several of our affiliates.  Reinsurance balances are primarily settled quarterly, the month following the end of each 

quarter.  The following reinsurance balances were due from affiliates at December 31, 2013 and 2012: 
Due from: 2013 2012
MGIC Reinsurance Corporation ("MGIC RE") $ 8,672,148         $ 13,091,980       
MRCW 32,371,256       38,033,463       
MRCV 118,405            426,051            
MGIC Mortgage Reinsurance Corporation ("MMRC") 346,133            698,790            
MGIC Residential Reinsurance Corporation ("MRRC") 346,133            698,790            

 
 

In addition to reinsurance balances, we report net (payable) receivable balances from affiliates of ($1,439,946) and $1,277,212 at December 31, 2013 and 
2012, respectively.  These balances are primarily settled monthly. 

E. We have agreed to maintain the capital of, or provide funds to, our subsidiaries, MIC and MGIC Australia. (See note 14.A.). 
F. We are the owner of two buildings in Milwaukee, Wisconsin. The buildings are occupied and used as common office space by most of our affiliates. We 

provide administrative services via cost sharing agreements to various subsidiaries and affiliates, such as cash collection, payroll, accounting, personnel and 
data processing. 

G. All of our outstanding shares are owned by the Parent Company, Investment, a holding company domiciled in the State of Wisconsin. 
H. Not applicable 
I. We own a 100% interest in MIC, whose carrying value is equal to or exceeds 10% of our admitted assets.  We carry MIC using the equity method.  Based on 

our ownership percentage of MIC, the statement values of MIC’s assets and liabilities as of 12/31/2013 were $480,955,832 and $22,883,061, respectively.  Our 
share of net income of MIC was $9,506,737 for the year ended December 31, 2013. 

J. Not applicable 
K. Not applicable 
L. Not applicable 

11. Debt - not applicable 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans 

A. Deferred Compensation - Investment has a stock incentive plan that was adopted in May 2011.  When the 2011 plan was adopted, no further awards could be made 
under the previous 2002 plan. The plan provides for the award of stock options, stock appreciation rights, restricted stock and restricted stock units, as well as cash 
incentive awards. The exercise price of options is the closing price of the common stock on the New York Stock Exchange on the date of grant. The vesting provisions 
of options, restricted stock and restricted stock units are determined at the time of grant.   

 
Defined Benefit Plan - Investment sponsors a defined benefit pension plan and a supplemental executive retirement plan (the “Pension Benefit Plans”) and a 
postretirement medical plan (the “Postretirement Benefit Plan”) covering substantially all employees. The pension expense allocated to us during 2013 and 
2012 was $12,127,406 and $12,851,617, respectively. The supplemental executive retirement expense allocated to us during 2013 and 2012 was $836,356 and 
$986,221, respectively. The postretirement medical benefit allocated to us during 2013 and 2012 was $3,794,773 and $3,249,015, respectively. 
 
SSAP No. 102 and SSAP No. 92 became effective January 1, 2013 and we implemented the changes required by these statements. Additional discussion 
related to the implementation of SSAP No. 102 and SSAP No. 92 is provided below in (20). 
 
A summary of assets, obligations and assumptions of the Pension Benefit and Postretirement Benefit Plans are as follows at December 31, 2013 and 2012: 
(1)  Change in benefit obligation

a. Pension Benefits

2013 2012 2013 2012
1. Benefit obligation at beginning year $ 362,656,966      $ 314,793,261      
2. Service cost 11,338,101        10,574,505        
3. Interest cost 15,288,845        16,317,479        
4. Contribution by plan participants -                        -                        
5. Actuarial (gain) loss (42,851,775)      37,867,943        
7. Benefits paid (22,772,834)      (19,748,460)      
8. Plan amendments (6,053,663)        162,119             
9. Business combinations, divestitures, 
curtailments, settlements and special termination 
benefits -                        -                        
10. Benefit obligation at end of year $ 317,605,640      $ 359,966,847      

b. Postretirement Benefits

2013 2012 2013 2012
1. Benefit obligation at beginning year $ 16,283,688        $ 9,885,037       
2. Service cost 812,559             2,084,773       
3. Interest cost 618,018             388,247          
4. Contribution by plan participants 298,534             355,635          
5. Actuarial (gain) loss (1,312,802)        (3,999,897)      
7. Benefits paid (936,337)           (702,670)         
8. Plan amendments -                        (1,764,147)      
9. Business combinations, divestitures, 
curtailments, settlements and special termination 
benefits -                        -                      
10. Benefit obligation at end of year $ 15,763,660        $ 6,246,978       

c. Postemployment & Compensated Absence Benefits - Not applicable

Overfunded Underfunded

Overfunded Underfunded
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(2)  Change in plan assets

2013 2012 2013 2012
a. Fair value of plan assets at beginning of year $ 340,335,061      $ 305,747,850      $ 49,390,777     $ 42,577,594     
b. Actual return on plan assets 27,866,067        39,070,559        13,777,462     7,474,294       
d. Reporting entity contribution 10,275,336        15,265,112        -                      -                      
e. Plan participants' contributions -                        -                        298,534          355,635          
f. Benefits paid (22,772,834)      (19,748,460)      (1,169,230)      (1,016,746)      
g. Business combinations, divestitures and 
settlements -                        -                        -                      -                      
h. Fair value of plan assets at end of year $ 355,703,630      $ 340,335,061      $ 62,297,543     $ 49,390,777     

Pension Benefits Postretirement Benefits

 
(3)  Funded status

2013 2012 2013 2012
Overfunded:
a. Assets (nonadmitted)

1. Prepaid benefit costs $ 100,484,473      $ 103,855,904      $ 26,538,703     $ 22,049,701     
2. Overfunded plan assets $ (50,755,760)      $ $ 19,995,180     $
3. Total assets (nonadmitted) $ 49,728,713        $ 103,855,904      $ 46,533,883     $ 22,049,701     

Underfunded:
b. Liabilities recognized

1. Accrued benefit costs $ 12,764,419        $ 12,123,875        
2. Liablility for pension benefits $ (1,133,696)        $
3. Total liabilities recognized $ 11,630,723        $ 12,123,875        

c. Unrecognized liabilities $ -                        $

Pension Benefits Postretirement Benefits

 
(4)  Components of net periodic benefit cost

2013 2012 2013 2012
a. Service cost $ 11,338,101        $ 10,574,505        $ 812,559          $ 2,084,773       
b. Interest cost 15,288,845        16,317,479        618,018          388,247          
c. Expected return on plan assets (20,143,538)      (18,211,359)      (3,679,408)      (3,161,902)      
d. Transition asset or obligation -                        -                        -                      -                      
e. Gains and losses 6,396,392          6,159,918          -                      252,569          
f. Prior service cost or credit 1,328,787          429,040             (2,485,960)      (3,427,094)      
g. Gain or loss recognized due to a settlement or 
curtailment -                        -                        -                      -                      
h. Total net periodic benefit cost $ 14,208,587        $ 15,269,583        $ (4,734,791)      $ (3,863,407)      

Pension Benefits Postretirement Benefits

 
(5)  Amounts in unassigned funds (surplus) recognized as components of net periodic benefit cost

Pension Benefits Postretirement Benefits
2013 2013

a. Items not yet recognized as a component of net 
periodic cost - prior year $ 111,363,815                $ (21,094,098)                       
b. Net transition asset or obligation recognized -                                   -                                         
c. Net prior service cost or (credit) arising during 
the period (3,363,544)                   10,036,710                         
d. Net prior service (cost) or credit recognized (1,328,787)                   2,485,960                           
e. Net (gain) and loss arising during the period (50,653,028)                 (11,423,752)                       
f. Net gain and (loss) recognized (6,396,392)                   -                                         
g. Items not yet recognized as a component of net 
periodic cost - current year $ 49,622,064                  $ (19,995,180)                       

 
Included in net prior service cost arising during the period are amounts related to non-vested obligations that were outstanding at December 31, 2012.  In 
accordance with SSAP No. 102 and SSAP No. 92, the calculation of the projected benefit obligation now includes non-vested participants.  The additions to 
prior service cost as of January 1, 2013, due to non-vested participants was $2,690,119 for Pension Benefits and $10,036,710 for Postretirement Benefits.   
 
(6)  Amounts in unassigned funds (surplus) expected to be recognized in the next fiscal year as components
      of net periodic benefit cost

Pension Benefits Postretirement Benefits
2013 2013

a. Net transition asset or obligation $ -                        $ -                                         
b. Net prior service cost or (credit) $ 657,546             $ (2,485,960)                         
c. Net recognized (gains) and losses $ 1,399,607          $ (477,134)                             

(7)  Amounts in unassigned funds (surplus) that have not been recognized as components of net periodic benefit cost

Pension Benefits Postretirement Benefits
2013 2013

a. Net transition asset or obligation $ -                            $ -                                         
b. Net prior service cost or (credit) $ (3,182,732)            $ (8,516,957)                         
c. Net recognized (gains) and losses $ 52,804,796           $ (11,478,223)                       

 
(8)  Weighted-average assumptions used to determine net periodic benefit cost under the Pension Benefit Plans

  as of December 31:
2013 2012

a. Weighted average discount rate 4.25                5.25                
b. Expected long-term rate of return on plan assets 6.00                6.00                
c. Rate of compensation increase 3.00                3.00                

Weighted-average assumptions used to determine projected benefit obligations under the Pension Benefit Plans
as of December 31:

d. Weighted average discount rate 5.15                4.25                
e. Rate of compensation increase 3.00                3.00                 

(9) The amount of the accumulated benefit obligation for Pension Benefit Plans was $304,824,573 for the current year and $331,985,444 for the prior year. 
(10) For measurement purposes an 7.5% health care trend rate was used for pre-65 benefits for 2013.  In 2014, the rate is assumed to be 7.0%, decreasing to 

5.0% by 2018 and remaining at this level beyond. 
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(11) Assumed health care cost trend rates have an effect on the amounts reported for the health care plan.  A one-percentage point change in assumed health 
care cost trend rates would have the following effects: 

1-Percentage 1-Percentage
Point Increase Point Decrease

a. Effect on total service and interest cost components 300,579$            (233,200)$        
b. Effect on postretirement benefit obligation 2,525,426$         (1,971,256)$      

(12) The following estimated future payments under both the Pension Benefit and Postretirement Benefit Plans, which reflect expected future service, as 
appropriate, are expected to be paid in the years indicated: 

Years Amount
a. 2014 $ 13,330,585             
b. 2015 14,071,546             
c. 2016 14,612,822             
d. 2017 15,813,685             
e. 2018 17,265,395             
f. 2019 through 2023 106,953,311           

   
(13) We do not have any regulatory contribution requirements for 2014 and we currently do not intend to make any voluntary contributions to the pension 

plan in 2014. 
(14) Not applicable 
(15) Not applicable 
(16) Not applicable 
(17) Not applicable 
(18) Not applicable 
(19) Not applicable 
(20) SSAP No. 102 requires that any underfunded defined benefit pension amounts be recognized as a liability under SSAP No. 5R.  A liability will be 

recognized if the projected benefit obligation (considering both vested and nonvested participants) exceeds the fair value of plan assets.  If the fair value 
of plan assets exceeds the projected benefit obligation, an asset shall be recognized equal to the overfunded plan asset.  However, such overfunded plan 
asset is non-admitted.  We recognized $114,053,934 in unrecognized prior service costs and unrecognized losses as components of the ending balance of 
unassigned funds as of January 1, 2013.  This recognition resulted in a financial presentation which reflected the actual $22,321,905 underfunded status 
of the Pension Benefit Plans as of January 1, 2013.   

 
SSAP No. 92 requires that any underfunded postretirement benefit amounts be recognized as a liability under SSAP No. 5R.  A liability will be 
recognized if the accumulated postretirment benefit obligation (considering both vested and nonvested participants) exceeds the fair value of plan assets.  
If the fair value of plan assets exceeds the accumulated postretirement benefit obligation, an asset shall be recognized equal to the overfunded plan asset.  
However, such overfunded plan asset is non-admitted.  We recognized ($11,057,388) in unrecognized prior service credits and unrecognized gains as 
components of the ending balance of unassigned funds as of January 1, 2013.  This recognition resulted in a financial presentation which reflected the 
actual $33,107,089 overfunded status of the Postretirement Benefit Plan as of January 1, 2013. 
 
A summary of the funded status of the plans as of January 1, 2013 (SSAP No. 102 and SSAP No. 92 implementation date) and December 31, 2012 is as 
follows: 

01/01/2013 12/31/2012 01/01/2013 12/31/2012
Accumulated benefit obligation $ 331,985,444      $ 329,792,565      $ 16,283,688         $ 6,246,978           
Projected benefit obligation 362,656,966      359,966,847      -                          -                          
Plan assets at fair value 340,335,061      340,335,061      49,390,777         49,390,777         
Funded status (22,321,905)      (19,631,786)      33,107,089         43,143,799         
Unamortized prior service cost (credit) -                        1,509,599          -                          (21,039,627)        
Unamortized net loss (gain) -                        109,854,216      -                          (54,471)               
Net overfunded plan asset / (liability for benefits) $ (22,321,905)      $ 91,732,029        $ 33,107,089         $ 22,049,701         

Postretirement BenefitsPension Benefits

 
(21)  Not applicable 

B. The Pension Benefit Plan portfolio is designed to achieve the following objectives over each market cycle and for at least 5 years: 
 
Fixed income allocation 

 
• Protect actuarial benefit payment stream through asset liability matching 
• Reduce volatility of investment returns compared to actuarial benefit liability 

 
Equity allocation 

 
• Protect long tailed liabilities through the use of equity portfolio 
• Achieve competitive investment results 

 
The primary focus in developing asset allocation ranges for the Pension Benefit Plan portfolio is the assessment of the portfolio's investment objectives and the 
level of risk that is acceptable to obtain those objectives.  To achieve these goals the minimum and maximum allocation ranges for fixed income securities and 
equity securities are: 

Minimum Maximum
Fixed income 40% 100%
Equity 0% 60%
Cash Equivalents 0% 10%  

 
The Postretirement Benefit Plan portfolio is designed to achieve the following objectives over each market cycle and for at least 5 years: 

 
• Total return should exceed growth in the Consumer Price Index by 5.75% annually 
• Achieve competitive investment results 

 
The primary focus in developing asset allocation ranges for the Postretirement Benefit Plan portfolio is the assessment of the portfolio's investment objectives 
and the level of risk that is acceptable to obtain those objectives.  To achieve these goals the minimum and maximum allocation ranges for fixed income 
securities and equity securities are: 

Minimum Maximum
Fixed income 0% 10%
Equity 90% 100%  

 
Given the long term nature of the Postretirement Benefit Plan portfolio and the lack of any immediate need for significant cash flow, it is anticipated that the 
equity investments will consist of growth stocks and will typically be at the higher end of the allocation ranges above.   
 
Both benefit plan portfolios include investments in international oriented funds as indicated below.  The investment in international oriented funds is limited to 
a maximum of 30% of the equity range.  The current international allocation is invested in two mutual funds with 4% of the equity allocation in a fund which 
has the objective of investments primarily in equity securities of emerging markets countries, and 23% of the equity allocation in a fund investing in securities 
of companies based outside the United States.  It invests in companies primarily based in Europe and the Pacific Basin, and includes common and preferred 
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stocks, convertibles, ADRs, EDRs, bonds and cash. In addition to the foreign mutual funds, separately managed accounts have investments in equity securities 
of foreign corporations, and fixed income securities issued by foreign entities.  
The weighted-average asset allocations of the plans are as follows: 

Allocation of Plan Assets at year end 12/31/2013 12/31/2012 12/31/2013 12/31/2012
Equity securities 43% 40% 100% 100%
Debt securities 57% 60% 0% 0%
Other 0% 0% 0% 0%
Total 100% 100% 100% 100%

Postretirement BenefitsPension Benefits

 
 

C. In accordance with fair value guidance, we applied the following fair value hierarchy in order to measure fair value of our benefit plan assets:  
 
Level 1 – Quoted prices for identical instruments in active markets that we have the ability to access. Financial assets utilizing Level 1 inputs include equity 
securities, mutual funds, money market funds and certain U.S. Treasury securities and obligations of U.S. government corporations and agencies. 
 
Level 2 – Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not active; and inputs, 
other than quoted prices, that are observable in the marketplace for the financial instrument. The observable inputs are used in valuation models to calculate the 
fair value of the financial instruments. Financial assets utilizing Level 2 inputs include certain municipal, corporate and foreign bonds. 
 
Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or value drivers are unobservable. Level 3 inputs reflect our 
own assumptions about the assumptions a market participant would use in pricing an asset or liability. There are no securities that utilize Level 3 inputs. 
 
To determine the fair value of securities in Level 1 and Level 2 of the fair value hierarchy, independent pricing sources have been utilized. One price is 
provided per security based on observable market data. To ensure securities are appropriately classified in the fair value hierarchy, we review the pricing 
techniques and methodologies of the independent pricing sources and believe that their policies adequately consider market activity, either based on specific 
transactions for the issue valued or based on modeling of securities with similar credit quality, duration, yield and structure that were recently traded. A variety 
of inputs are utilized by the independent pricing sources including benchmark yields, reported trades, non-binding broker/dealer quotes, issuer spreads, two 
sided markets, benchmark securities, bids, offers and reference data including market research publications. Inputs may be weighted differently for any 
security, and not all inputs are used for each security evaluation. Market indicators, industry and economic events are also considered. This information is 
evaluated using a multidimensional pricing model. In addition, on a quarterly basis, we perform quality controls over values received from the pricing source 
(the “Trustee”) which include comparing values to other independent pricing sources. In addition, we review annually the Trustee’s auditor’s report on internal 
controls in order to determine that their controls around valuing securities are operating effectively. We have not made any adjustments to the prices obtained 
from the independent sources. 
 
(1) Fair Value Measurements of Plan Assets at Reporting Date 

Description for each class of plan assets (Level 1) (Level 2) (Level 3) Total
Domestic Mutual Funds $ 51,239,857        $ -                        $ -                      $ 51,239,857        
International Mutual Funds 39,813,932        -                        -                      39,813,932        
Common Stocks 60,332,104        -                        -                      60,332,104        
Corporate Bonds -                        134,012,369      -                      134,012,369      
U.S. Government Securities 18,819,118        -                        -                      18,819,118        
Municipals -                        33,401,626        -                      33,401,626        
Foreign Bonds -                        15,960,488        -                      15,960,488        
Foreign Stocks 2,124,136          -                        -                      2,124,136          
Domestic Mutual Funds - Postretirement 45,584,592        -                        -                      45,584,592        
International Mutual Funds - Postretirement 16,712,951        -                        -                      16,712,951        
Total Benefit Plan Assets $ 234,626,690      $ 183,374,483      $ -                      $ 418,001,173      

 
(2) Fair Value Measurements in Level 3 of the Fair Value Hierarchy – Not applicable 

D. In selecting the expected long-term rate of return on benefit plan assets, we considered the average rate of earnings expected on the classes of funds invested or 
to be invested to provide for the benefits of these plans.  This included considering the trusts' targeted asset allocation for the year and the expected returns 
likely to be earned over the next 20 years. 

E. Defined Contribution Plan - Investment has a Profit Sharing and Savings Plan and Trust for which substantially all employees are or will be eligible.  The cost 
allocated to us for these plans during 2013 and 2012 was $5,026,501 and $2,731,129, respectively. 

F. Mulitemployer Plans - not applicable  
G. Consolidated/Holding Company Plans - See A. above   
H. Postemployment Benefits and Compensated Absences – We have accrued postemployment benefits in accordance with NAIC SAP. 
I. Impact of Medicare Modernization Act on Post Retirement Benefits - not applicable 

13. Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations 
(1) As of December 31, 2013, we had 100,000 shares of $50 par value common capital stock authorized and issued, and 41,085 shares outstanding. 
(2) We have no preferred stock outstanding. 
(3) The maximum amount of dividends which can be paid by State of Wisconsin insurance companies to shareholders is subject to restrictions relating to 

statutory surplus and income.  In 2014 we cannot pay any dividends without approval of the OCI.   
(4) We paid no dividends in 2013. 
(5) Within the limitations of (3) above, there are no restrictions placed on the portion of our profits that may be paid as ordinary dividends to shareholders.  
(6) There were no restrictions placed on our unassigned surplus, except for the Minimum Policyholders' Position (“MPP”) required by Wisconsin 

Administrative Code Ins. 3.09(5). 
 

The OCI is our principal insurance regulator.  To assess a mortgage guaranty insurer’s capital adequacy, Wisconsin’s insurance regulations require that a 
mortgage guaranty insurance company maintain “policyholders’ position” of not less than a minimum computed under a formula.  Policyholders’ 
position is the insurer’s net worth or surplus, contingency reserve and a portion of the reserves for unearned premiums, with credit given for authorized 
reinsurance. If a mortgage guaranty insurer does not meet MPP it may be prohibited from writing new business until its policyholders’ position meets the 
minimum.  

 
Substantially all of our insurance written is for loans sold to Fannie Mae and Freddie Mac (the “GSEs”), each of which has mortgage insurer eligibility 
requirements to maintain the highest level of eligibility. The existing eligibility requirements include a minimum financial strength rating of Aa3/AA-. 
Because we do not meet such financial strength rating requirements (our financial strength rating from Moody’s is Ba3 (with a stable outlook) and from 
Standard & Poor’s is B (with a positive outlook)), we are currently operating with each GSE as an eligible insurer under a remediation plan. We believe 
that the GSEs view remediation plans as a continuing process of interaction with a mortgage insurer and we will continue to operate under a remediation 
plan for the foreseeable future. The GSEs may include new eligibility requirements as part of our current remediation plan. There can be no assurance 
that we will be able to continue to operate as an eligible mortgage insurer under a remediation plan.  
 
The GSEs previously advised us that, at the direction of their conservator, the Federal Housing Finance Agency (“FHFA”), they will be revising the 
eligibility requirements for all mortgage insurers and replacing their existing financial strength rating requirements with capital standards (the “GSE 
Capital Standards”). In early 2014, the FHFA is expected to provide state insurance regulators a draft of the proposed eligibility requirements and to 
allow the state insurance regulators a comment period of up to six weeks in which to review the eligibility standards on a confidential basis. After 
considering any changes suggested by the state insurance regulators, the FHFA is expected to release the proposed eligibility requirements for public 
comment. We have not been informed of the content of the new eligibility requirements, including the GSE Capital Standards, their timeframes for 
effectiveness, or the length of the public comment period.  
 
We have various alternatives available to improve our existing risk-to-capital position, including contributing additional funds that are on hand today, or 
that could be raised through the capital markets, from Investment, entering into additional external reinsurance transactions and seeking approval to write 
business in our subsidiary, MIC. While there can be no assurance that we would meet the GSE Capital Standards by their effective date, we believe we 
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could implement one or more of these alternatives so that we would continue to be an eligible mortgage insurer after the GSE Capital Standards are fully 
effective. If we (or MIC, under certain circumstances) cease(s) to be eligible to insure loans purchased by one or both of the GSEs, it would significantly 
reduce the volume of our new business writings. 
 
The insurance laws of 16 jurisdictions, including Wisconsin, our domiciliary state, require a mortgage insurer to maintain a minimum amount of statutory 
capital relative to the risk in force (or a similar measure) in order for the mortgage insurer to continue to write new business. We refer to these 
requirements as the “State Capital Requirements” and, together with the GSE Capital Standards, the “Capital Requirements.” While they vary among 
jurisdictions, the most common State Capital Requirements allow for a maximum risk-to-capital ratio of 25 to 1. This ratio is computed on a statutory 
basis for our insurance entities and is our net risk in force divided by our policyholders’ position. 
 
During part of 2012 and 2013, our risk-to-capital ratio exceeded 25 to 1. In March 2013, our holding company issued additional equity and convertible 
debt securities and transferred $800 million to increase our capital. In April 2013, we entered into a quota share reinsurance transaction with a group of 
unaffiliated reinsurers. That transaction applies to new insurance written between April 1, 2013 and December 31, 2015 (with certain exclusions). In 
December 2013, we entered into an Addendum to the quota share transaction that applies to certain insurance written before April 1, 2013. Although the 
quota share transaction was approved by the GSEs, it is possible that under the GSE Capital Standards and/or the revised State Capital Requirements 
discussed below, we will not be allowed full credit for the risk ceded to the reinsurers under the transaction. If we are disallowed full credit, we may 
terminate the transaction, without penalty, when such disallowance becomes effective. At December 31, 2013, our risk-to-capital ratio was 15.8 to 1, 
below the maximum allowed by the jurisdictions with State Capital Requirements, and our policyholder position was $454 million above the required 
MPP of $1.0 billion. Excluding the effects of the Addendum, our risk-to-capital would have been 19.2 to 1. At this time, we expect to continue to comply 
with the current State Capital Requirements, although we cannot assure you of such compliance. Matters that could negatively affect such compliance are 
discussed throughout the financial statement footnotes. 
 
In November 2013, the NAIC presented for discussion proposed changes to its Mortgage Guaranty Insurance Model Act. In connection with that, the 
NAIC announced that it plans to revise the minimum capital and surplus requirements for mortgage insurers, although it has not established a date by 
which it must make proposals to revise such requirements. Depending on the scope of the revisions made by the NAIC, we may be prevented from 
writing new business in the jurisdictions adopting such proposals.  
 
If we fail to meet the State Capital Requirements of Wisconsin and are unable to obtain a waiver of them from the OCI, we could be prevented from 
writing new business in all jurisdictions. If we were prevented from writing new business in all jurisdictions, our insurance operations would be in run-off 
(meaning no new loans would be insured but loans previously insured would continue to be covered, with premiums continuing to be received and losses 
continuing to be paid on those loans) until we either met the State Capital Requirements or obtained a waiver to allow us to once again write new 
business.  
  
If we fail to meet the State Capital Requirements of a jurisdiction other than Wisconsin and are unable to obtain a waiver of them, we could be prevented 
from writing new business in that particular jurisdiction. New insurance written in the jurisdictions that have State Capital Requirements represented 
approximately 50% of our new insurance written in 2013. Depending on the level of losses that we experience in the future, it is possible that regulatory 
action by one or more jurisdictions, including those that do not have specific State Capital Requirements, may prevent us from continuing to write new 
insurance in such jurisdictions.  
 
A possible future failure by us to meet the Capital Requirements will not necessarily mean that we lack sufficient resources to pay claims on our 
insurance liabilities. While we believe we have sufficient claims paying resources to meet our claim obligations on our insurance in force on a timely 
basis, we cannot assure you that events that may lead us to fail to meet Capital Requirements would not also result in us not having sufficient claims 
paying resources. Matters that could negatively affect our claims paying resources are discussed throughout the financial statement footnotes. 
  
We have in place a longstanding plan to write new business in MIC in the event we cannot meet the State Capital Requirements of a jurisdiction or obtain 
a waiver of them. MIC is licensed to write business in all jurisdictions. During 2012, MIC began writing new business in the jurisdictions where we did 
not have a waiver of the State Capital Requirements. Because we again meet the State Capital Requirements, we are again writing new business in all 
jurisdictions and MIC has suspended writing new business. As of December 31, 2013, MIC had statutory capital of $458 million and risk in force, net of 
reinsurance, of approximately $600 million. Before MIC may again write new business, it must obtain the necessary approvals from the OCI and the 
GSEs. 
 
We cannot assure you that the OCI or GSEs will approve MIC to write new business in all jurisdictions in which we may become unable to do so. If one 
GSE does not approve MIC in all jurisdictions in which we become unable to write new business, MIC may be able to write insurance on loans that will 
be sold to the other GSE or retained by private investors. However, because lenders may not know which GSE will purchase their loans until mortgage 
insurance has been procured, lenders may be unwilling to procure mortgage insurance from MIC. Furthermore, if we are unable to write business in all 
jurisdictions utilizing a combination of MIC and us, lenders may be unwilling to procure insurance from us anywhere. In addition, a lender’s assessment 
of the financial strength of our insurance operations may affect its willingness to procure insurance from MIC or us.  

(7) We have not made any advances to surplus. 
(8) We hold no stock for special purposes. 
(9) We have no special surplus funds. 
(10) The portion of unassigned funds (surplus) represented or reduced by cumulative unrealized gains and losses is $ (891,182,452). 
(11) We have no surplus notes. 
(12) We have not undergone a quasi-reorganization. 
(13) We have not undergone a quasi-reorganization. 

14. Contingencies 
A. We have agreed to provide funds to our affiliate, MIC, in the form of an agreement to provide liquidity for claim payments in one of the states in which it had 

written insurance prior to March 1985. As the parent of MGIC Australia, we agree to provide capital to MGIC Australia sufficient to satisfy the criteria 
established by the Australian Prudential Regulation Authority (“APRA”), in the form of a letter agreement (the “Letter Agreement”) from us to APRA on 
terms and conditions customarily required by APRA.  APRA is the governmental regulatory agency in Australia responsible for licensing insurers, including 
MGIC Australia, to transact business in the country.  The Letter Agreement provides that we will ensure that MGIC Australia sets a target capital adequacy 
multiple of 135% minimum capital requirement as determined by regulations of APRA (“MCR”) and that if MGIC Australia’s capital adequacy falls below 
120% of MCR, we will ensure that MGIC Australia’s capital base is increased to such 135% amount within three months.  In addition, if MGIC Australia is 
unable to pay in full any of its contractual obligations (including, but not limited to policyholder obligations), we will pay MGIC Australia the amounts which 
MGIC Australia is obligated to pay.  Our obligation is limited to $300 million over each 36 month period, which does not continue, to the extent not used, to 
the next 36 month period. During 2013, we did not pay MGIC Australia under this agreement.   

B. Assessments - not applicable 
C. Gain Contingencies - not applicable 
D. Claims Related Extra Contractual Obligation and Bad Faith Losses Stemming from Lawsuits - not applicable 
E. Product Warranties - not applicable 
F. All Other Contingencies 

Before paying a claim, we review the loan and servicing files to determine the appropriateness of the claim amount. All of our insurance policies provide that 
we can reduce or deny a claim if the servicer did not comply with its obligations under our insurance policy, including the requirement to mitigate our loss by 
performing reasonable loss mitigation efforts or, for example, diligently pursuing a foreclosure or bankruptcy relief in a timely manner. We call such reduction 
of claims submitted to us “curtailments.” In 2012 and 2013, curtailments reduced our average claim paid by approximately 4.1% and 5.8%, respectively. In 
addition, the claims submitted to us sometimes include costs and expenses not covered by our insurance policies, such as hazard insurance premiums for 
periods after the claim date and losses resulting from property damage that has not been repaired. These other adjustments reduced claim amounts by less than 
the amount of curtailments. After we pay a claim, servicers and insureds sometimes object to our curtailments and other adjustments. We review these 
objections if they are sent to us within 90 days after the claim was paid. Historically, we have not had material disputes regarding our curtailments or other 
adjustments.  

 
When reviewing the loan file associated with a claim, we may determine that we have the right to rescind coverage on the loan. Prior to 2008, rescissions of 
coverage on loans were not a material portion of our claims resolved during a year. However, beginning in 2008, our rescissions of coverage on loans have 
materially mitigated our paid losses. In 2009 through 2011, rescissions mitigated our paid losses in the aggregate by approximately $3.0 billion; and in 2012 
and 2013, rescissions mitigated our paid losses by approximately $0.3 billion and $135 million, respectively (in each case, the figure includes amounts that 
would have either resulted in a claim payment or been charged to a deductible under a bulk or pool policy, and may have been charged to a captive reinsurer). 
In recent quarters, approximately 5% of claims received in a quarter have been resolved by rescissions, down from the peak of approximately 28% in the first 
half of 2009. 
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We estimate rescissions mitigated our direct incurred losses by approximately $2.5 billion in 2009 and $0.2 billion in 2010. All of these figures include the 
benefit of claims not paid in the period as well as the impact of changes in our estimated expected rescission activity on our loss reserves in the period. In 2012, 
we estimate that our rescission benefit in direct loss reserves was reduced by $0.2 billion due to probable rescission settlement agreements. We estimate that 
other rescissions had no significant impact on our direct losses incurred in 2011 through 2013. At December 31, 2013, we estimate that our total direct loss 
reserves were benefited from anticipated rescissions by approximately $0.1 billion. Our loss reserving methodology incorporates our estimates of future 
rescissions and reversals of rescissions. Historically, reversals of rescissions have been immaterial. A variance between ultimate actual rescission and reversal 
rates and our estimates, as a result of the outcome of litigation, settlements or other factors, could materially affect our losses.  
  
If the insured disputes our right to rescind coverage, we generally engage in discussions in an attempt to settle the dispute. As part of those discussions, we 
may voluntarily suspend rescissions we believe may be part of a settlement. In 2011, Freddie Mac advised its servicers that they must obtain its prior approval 
for rescission settlements, Fannie Mae advised its servicers that they are prohibited from entering into such settlements and Fannie Mae notified us that we 
must obtain its prior approval to enter into certain settlements. Since those announcements, the GSEs have consented to our settlement agreements with two 
customers, one of which is Countrywide, as discussed below, and have rejected other settlement agreements. We have reached and implemented settlement 
agreements that do not require GSE approval, but they have not been material in the aggregate.  
 
If we are unable to reach a settlement, the outcome of the dispute ultimately would be determined by legal proceedings. Under our policies, legal proceedings 
disputing our right to rescind coverage may be brought up to three years after the lender has obtained title to the property (typically through a foreclosure) or 
the property was sold in a sale that we approved, whichever is applicable, although in a few jurisdictions there is a longer time to bring such an action. As of 
December 31, 2013, the period in which a dispute may be brought has not ended for approximately 28% of our post-2008 rescissions that are not subject to a 
settlement agreement.  
 
Until a liability associated with a settlement agreement or litigation becomes probable and can be reasonably estimated, we consider our claim payment or 
rescission resolved for financial reporting purposes even though discussions and legal proceedings have been initiated and are ongoing. Under SSAP 5R, an 
estimated loss from such discussions and proceedings is accrued for only if we determine that the loss is probable and can be reasonably estimated.  
  
Since December 2009, we have been involved in legal proceedings with Countrywide Home Loans, Inc. (“CHL”) and its affiliate, Bank of America, N.A., as 
successor to Countrywide Home Loans Servicing LP (“BANA” and collectively with CHL, “Countrywide”) in which Countrywide alleged that we denied 
valid mortgage insurance claims. (We refer to insurance rescissions and denials of claims collectively as “rescissions” and variations of that term.) In addition 
to the claim amounts it alleged we had improperly denied, Countrywide contended it was entitled to other damages of almost $700 million as well as 
exemplary damages. We sought a determination in those proceedings that we were entitled to rescind coverage on the applicable loans.  
 
In April 2013, we entered into separate settlement agreements with CHL and BANA, pursuant to which the parties will settle the Countrywide litigation as it 
relates to our rescission practices (as amended, the “Agreements”). The Agreement with BANA covers loans purchased by the GSEs. As of September 30, 
2013, rescissions of coverage on approximately 2,100 loans under the Agreement with BANA had been suspended. That Agreement was implemented 
beginning in November 2013 and we resolved all of those suspended rescissions in November and December 2013 by paying the associated claim or 
processing the rescission. The pending arbitration proceedings concerning the loans covered by that agreement have been dismissed, the mutual releases 
between the parties regarding such loans have become effective and the litigation between the parties regarding such loans is to be dismissed. 

 
The Agreement with CHL covers loans that were purchased by non-GSE investors, including securitization trusts (the “other investors”). That Agreement will 
be implemented only as and to the extent that it is consented to by or on behalf of the other investors, and any such implementation is expected to occur no 
earlier than the second quarter of 2014. While there can be no assurance that the Agreement with CHL will be implemented, we have determined that its 
implementation is probable.  
 
We recorded the estimated impact of the Agreements and another probable settlement in our financial statements for the quarter ending December 31, 2012. 
We have also recorded the estimated impact of other probable settlements, which in the aggregate have not been material. The estimated impact that we 
recorded is our best estimate of our loss from these matters. We estimate that the maximum exposure above the best estimate provision we recorded is $475 
million, of which about 50% is from rescission practices subject to the Agreement with CHL. If we are not able to implement the Agreement with CHL or the 
other settlements we consider probable, we intend to defend ourselves vigorously against any related legal proceedings. 
  
The flow policies at issue with Countrywide are in the same form as the flow policies that we used with all of our customers during the period covered by the 
Agreements, and the bulk policies at issue vary from one another, but are generally similar to those used in the majority of our Wall Street bulk transactions. 
The settlement with Countrywide may encourage other customers to pursue remedies against us.  
  
We are involved in discussions and legal proceedings with customers with respect to our claims paying practices that are collectively material in amount. 
Although it is reasonably possible that, when these discussions or legal proceedings are completed, we will not prevail in all cases, we are unable to make a 
reasonable estimate or range of estimates of the potential liability. We estimate the maximum exposure associated with these discussions and legal proceedings 
to be approximately $260 million, although we believe we will ultimately resolve these matters for significantly less than this amount. 
 
The estimates of our maximum exposure referred to above do not include interest or consequential or exemplary damages. 
 
Consumers continue to bring lawsuits against home mortgage lenders and settlement service providers. Mortgage insurers, including us, have been involved in 
litigation alleging violations of the anti-referral fee provisions of the Real Estate Settlement Procedures Act, which is commonly known as RESPA, and the 
notice provisions of the Fair Credit Reporting Act, which is commonly known as FCRA. Our settlement of class action litigation against us under RESPA 
became final in October 2003. We settled the named plaintiffs’ claims in litigation against us under FCRA in December 2004, following denial of class 
certification in June 2004. Since December 2006, class action litigation has been brought against a number of large lenders alleging that their captive mortgage 
reinsurance arrangements violated RESPA. Beginning in December 2011, we, together with various mortgage lenders and other mortgage insurers, have been 
named as a defendant in twelve lawsuits, alleged to be class actions, filed in various U.S. District Courts. Seven of those cases have previously been dismissed 
without any further opportunity to appeal. The complaints in all of the cases allege various causes of action related to the captive mortgage reinsurance 
arrangements of the mortgage lenders, including that the defendants violated RESPA by paying or receiving excessive premiums to the lenders’ captive 
reinsurer in relation to the risk assumed by that captive. We deny any wrongdoing and intend to vigorously defend ourselves against the allegations in the 
lawsuits. There can be no assurance that we will not be subject to further litigation under RESPA (or FCRA) or that the outcome of any such litigation, 
including the lawsuits mentioned above, would not have a material adverse effect on us. 
  
In 2013, the U.S. District Court of the Southern District of Florida approved a settlement with the Consumer Financial Protection Bureau (“CFPB”) that 
resolved a federal investigation of our participation in captive reinsurance arrangements in the mortgage insurance industry. The settlement concluded the 
investigation with respect to us without the CFPB or the court making any findings of wrongdoing. As part of the settlement, we agreed that we would not 
enter into any new captive reinsurance agreement or reinsure any new loans under any existing captive reinsurance agreement for a period of ten years. We had 
voluntarily suspended most of our captive arrangements in 2008 in response to market conditions and GSE requests. In connection with the settlement, we paid 
a civil penalty of $2.65 million and the court issued an injunction prohibiting us from violating any provisions of RESPA. 
 
We received requests from the Minnesota Department of Commerce (the “MN Department”) beginning in February 2006 regarding captive mortgage 
reinsurance and certain other matters in response to which we have provided information on several occasions, including as recently as May 2011. In August 
2013, we, along with several competitors received a draft Consent Order from the MN Department containing proposed conditions to resolve its investigation, 
including unspecified penalties. We are engaged in discussions with the MN Department regarding the draft Consent Order.  We also received a request in 
June 2005 from the New York Department of Financial Services for information regarding captive mortgage reinsurance arrangements and other types of 
arrangements in which lenders receive compensation. Other insurance departments or other officials, including attorneys general, may also seek information 
about, investigate, or seek remedies regarding captive mortgage reinsurance. 
  
Various regulators, including the CFPB, state insurance commissioners and state attorneys general may bring actions seeking various forms of relief in 
connection with violations of RESPA. The insurance law provisions of many states prohibit paying for the referral of insurance business and provide various 
mechanisms to enforce this prohibition. While we believe our practices are in conformity with applicable laws and regulations, it is not possible to predict the 
eventual scope, duration or outcome of any such reviews or investigations nor is it possible to predict their effect on us or the mortgage insurance industry. 
  
We are subject to comprehensive, detailed regulation by state insurance departments. These regulations are principally designed for the protection of our 
insured policyholders. Although their scope varies, state insurance laws generally grant broad supervisory powers to agencies or officials to examine insurance 
companies and enforce rules or exercise discretion affecting almost every significant aspect of the insurance business. Given the recent significant losses 
incurred by many insurers in the mortgage and financial guaranty industries, our insurance subsidiaries and affiliates have been subject to heightened scrutiny 
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by insurance regulators. State insurance regulatory authorities could take actions, including changes in capital requirements or termination of waivers of capital 
requirements, that could have a material adverse effect on us. In early 2013, the CFPB issued rules to implement laws requiring mortgage lenders to make 
ability-to-pay determinations prior to extending credit. We are uncertain whether the CFPB will issue any other rules or regulations that affect our business. 
Such rules and regulations could have a material adverse effect on us. 
  
In December 2013, the U.S. Treasury Department’s Federal Insurance Office released a report that calls for federal standards and oversight for mortgage 
insurers to be developed and implemented. It is uncertain what form the standards and oversight will take and when they will become effective. 
 
We understand several law firms have, among other things, issued press releases to the effect that they are investigating us, including whether the fiduciaries of 
Investment’s 401(k) plan breached their fiduciary duties regarding the plan’s investment in or holding of Investment’s common stock or whether we breached 
other legal or fiduciary obligations to Investment’s shareholders. We intend to defend vigorously any proceedings that may result from these investigations. 
  
In addition to the matters described above, we are involved in other legal proceedings in the ordinary course of business. In our opinion, based on the facts 
known at this time, the ultimate resolution of these ordinary course legal proceedings will not have a material adverse effect on our financial position or results 
of operations. 
 
See Note 9.G. for a description of federal income tax contingencies.  

15. Leases 
A. Lessee Operating Leases 

(1) We lease certain office space, data processing equipment and autos under operating leases that expire during the next six years.  Generally, all rental 
payments are fixed.  Total rental expense under operating leases was $4.4 million and $4.5 million for 2013 and 2012, respectively. 

(2) At January 1, 2014, the minimum aggregate operating lease commitments outstanding for all years in total, as well as for years 2014 through 2018, are as 
follows:  

Year ending 
December 31 Operating Leases
1. 2014 $ 906,498             
2. 2015 730,365             
3. 2016 539,472             
4. 2017 402,152             
5. 2018 175,035             
6. Total 3,147,520          

 
(3) Sale-leaseback transactions - not applicable 

B. Lessor Leases- not applicable 
16. Financial Instruments With Off-Balance Sheet Risk and Financial Instruments with Concentrations of Credit Risk - not applicable 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities - not applicable 
18. Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially Insured Plans - not applicable 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators - not applicable 
20. Fair Value Measurement 

A. Assets and Liabilities Measured and Reported at Fair Value 
(1) Fair Value Measurements at Reporting Date 

 
We have applied the following fair value hierarchy in order to measure fair value for assets and liabilities: 

 
Level 1 – Quoted prices for identical instruments in active markets that we have the ability to access.  We have no financial assets classified as Level 1 as 
of December 31, 2013. 

 
Level 2 – Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not active; and 
inputs, other than quoted prices, that are observable in the marketplace for the financial instrument. The observable inputs are used in valuation models to 
calculate the fair value of the financial instruments. We have no financial assets classified as Level 2 as of December 31, 2013. 

 
Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or value drivers are unobservable. Level 3 inputs reflect 
our own assumptions about the assumptions a market participant would use in pricing an asset or liability.  We have no financial assets classified as 
Level 3 as of December 31, 2013.  Non-financial assets utilizing Level 3 inputs include real estate acquired through claim settlement.   

 
Fair value measurements at Reporting Date: 

 
(Level 1) (Level 2) (Level 3) Total

a. Assets at fair value
Real estate acquired through claim settlement $ -                      $ -                      $ 13,280,165     $ 13,280,165     
Total assets at fair value $ -                      $ -                      $ 13,280,165     $ 13,280,165     

b. Liabilities at fair value $ -                      $ -                      $ -                      $ -                      
Total liabilities at fair value $ -                      $ -                      $ -                      $ -                       
At the end of each reporting period, we evaluate whether or not any event has occurred or circumstances have changed that would cause a security to be 
transferred between Levels 1 and 2.  During 2013, there were no transfers between Levels 1 and 2. 

 
(2) Fair Value Measurements in (Level 3) of the Fair Value hierarchy 

 

Description

Beginning 
Balance at 
01/01/2013

Transfers 
into Level 3

Transfers 
out of Level 

3

Total gains and 
(losses) 

included in Net 
Income

Total gains 
and (losses) 
included in 

Surplus Purchases Issuances Sales Settlements
Ending Balance 
at 12/31/2013

a. Assets
Real estate acquired 
through claim 
settlement 3,463,289$      -$              -$              (4,959,233)$     -$              39,187,712$    -$              (24,411,603)$   -$                 13,280,165$    

Total Assets 3,463,289$      -$              -$               $    (4,959,233) -$              39,187,712$    -$               $  (24,411,603) -$                  $   13,280,165 

b. Liabilities -                      -                -                -                      -                -                      -                -                      -                   -                      

Total Liabilities -$                    -$              -$              -$                    -$              -$                    -$              -$                    -$                 -$                    

 
(3) Policy on Transfers Into and Out of Level 3 

At the end of each reporting period, we evaluate whether or not any event has occurred or circumstances have changed that would cause a security to be 
transferred into or out of Level 3.  During 2013, there were no transfers into or out of Level 3. 

(4) Inputs and Techniques Used for Level 2 and 3 Fair Values 
We have no financial assets or liabilities measured at fair value in the Level 2 or Level 3 categories at December 31, 2013. 

 
Real estate acquired through claim settlement, which is classified in Level 3, is fair valued at the lower of our acquisition cost or a percentage of 
appraised value. The percentage applied to appraised value is based upon our historical sales experience adjusted for current trends. 
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(5) Derivative Fair Values - not applicable 
B. Other Fair Value Disclosures - not applicable 
C. Aggregate Fair Value for All Financial Instruments 

The following tables set forth the aggregate fair values, admitted asset values and level of fair value amounts for financial instruments held as of December 31, 
2013 and 2012: 

December 31, 2013
 Aggregate Fair 

Value 
 Admitted Asset  

Value Level 1 Level 2 Level 3

 Not  
Pract icable 
(Carrying 

Value) 
U.S. T reasury securities
   and obligations of U.S.
   government  corporations
   and agencies 757,043,611$    787,351,712$    404,967,605$ 352,076,006$    -$                    -$             
Obligations of states, territories
   and possessions 41,498,442        43,685,199        -                      41,498,442        -                      -               
Polit ical subdivisions of states,
   territories and possessions 85,018,471        85,689,189        -                      85,018,471        -                      -               
Special revenues and special
   assessment obligat ions 411,197,395      419,142,101      -                      411,197,395      -                      -               
Industrial and miscellaneous 1,718,290,856   1,738,468,170   -                      1,715,868,159   2,422,697       -               
Total bonds 3,013,048,775$ 3,074,336,371$ 404,967,605$ 2,605,658,473$ 2,422,697$     -$             
Cash equivalents 46,713,816$      46,713,816$      44,498,816$   2,215,000$        -$                    -$             
Short-term investments 362,393,133$    362,467,437$    171,387,720$ 191,005,413$    -$                    -$             

 

December 31, 2012
 Aggregate Fair 

Value 
 Admit ted Asset 

Value Level 1 Level 2 Level 3

 Not 
Pract icable 
(Carrying 

Value) 
U.S. Treasury securities
   and obligations of U.S.
   government corporations
   and agencies 732,012,628$    731,508,011$    293,790,050$ 438,222,578$    -$                    -$             
Obligat ions of states, territories
   and possessions 33,771,794        33,458,216        -                      33,771,794        -                      -               
Polit ical subdivisions of states,
   territories and possessions 40,419,625        39,711,465        -                      40,419,625        -                      -               
Special revenues and special
   assessment obligat ions 248,964,700      246,657,329      -                      248,964,700      -                      -               
Industrial and miscellaneous 1,370,164,274   1,362,452,439   -                      1,349,919,826   20,244,448     -               
Total bonds 2,425,333,021$ 2,413,787,460$ 293,790,050$ 2,111,298,523$ 20,244,448$   -$             
Cash equivalents 134,997,453$    134,997,453$    134,997,453$ -$                       -$                    -$             
Short -term investments 867,912,131$    867,829,835$    817,778,544$ 50,133,587$      -$                    -$             

 
Fair values are determined using market prices provided by independent third party pricing sources or internally developed models, if not available from the pricing 
sources. 
 
To determine the fair value of bonds, cash equivalents and short-term investments in Level 1 and Level 2 of the fair value hierarchy, independent pricing 
sources have been utilized.  One price is provided per security based on observable market data.  A variety of inputs are utilized by the independent pricing 
sources including benchmark yields, reported trades, non-binding broker/dealer quotes, issuer spreads, two sided markets, benchmark securities, bids, offers 
and reference data including data published in market research publications. Inputs may be weighted differently for any security, and not all inputs are used for 
each security evaluation. Market indicators, industry and economic events are also considered. 
 
Bonds classified in Level 3 at December 31, 2012 primarily consisted of auction rate securities which were not readily marketable and were valued using a 
discounted cash flow (“DCF”) model to derive an estimate of fair value of these assets. The assumptions used in preparing the DCF model included estimates 
with respect to the amount and timing of future interest and principal payments, the probability of full repayment of the principal considering the credit quality 
and guarantees in place, and the rate of return required by investors to own such securities given the current liquidity risk associated with them. During the first 
three months of 2013 we sold our remaining auction rate securities.  At December 31, 2013, our Level 3 securities consist of state premium tax credit 
investments.  The state premium tax credit investments have an average maturity of under 5 years, credit ratings of AA+ or higher, and their balance reflects 
their remaining scheduled payments discounted at an average annual rate of 7.3%. 

D. Financial Instruments Where Fair Value Not Practical  - not applicable 
21. Other Items 

A. Extraordinary Items - not applicable 
B. Troubled Debt Restructuring:  Debtors - not applicable 
C. Other Disclosures and Unusual Items - not applicable  
D. Business Interruption Insurance Recoveries - not applicable 
E. State Transferable and Non-transferable Tax Credits - not applicable 
F. Subprime-Mortgage-Related Risk Exposure 

(1) Subprime Mortgage Exposures 
 This disclosure is provided pursuant to SSAP No. 1- Disclosure of Accounting Policies, Risks and Uncertainties, and Other Disclosures (“SSAP No. 1”).  

This disclosure relates specifically to our “subprime mortgage” related risk exposure and related risk management practices. We are a direct writer of 
private mortgage guaranty insurance coverage on residential mortgage loans in the United States. 

 
 We classify primary loans as either “Reduced Doc” or not “Reduced Doc”.  Reduced Doc are loans in which full documentation about the borrower’s 

income, assets and liabilities, employment or certain other financial matters is not provided. In accordance with industry practice, we classify loans 
approved by GSE and other automated underwriting (AU) systems under “doc waiver” programs that do not require verification of borrower income as 
“full doc.”  Based in part on information provided by the GSEs, we estimate full doc loans of this type were approximately 4% of 2007 NIW.  
Information for other periods is not available.  We understand these AU systems grant such doc waivers for loans they judge to have higher credit quality.  
We also understand that the GSEs terminated their “doc waiver” programs in the second half of 2008.  Reduced documentation loans only appear in the 
reduced documentation category and do not appear in any of the other categories.    

 
If a primary loan is not a Reduced Doc loan, it is classified by FICO credit score as either prime, A minus, or subprime.  A borrower’s FICO credit score 
is determined as follows: if there are three FICO scores available, the middle FICO score is used; if two FICO scores are available, the lower of the two is 
used; if only one FICO score is available, it is used. For a loan with multiple borrowers, the lowest of the borrowers’ FICO credit scores is used.  A prime 
loan is defined as a mortgage loan with a FICO credit score equal to or above 620.  An A minus loan is defined as a mortgage loan with a FICO credit 
score greater than or equal to 575 but less than 620. A subprime loan is defined as a mortgage loan with a FICO credit score less than 575. We classify 
pool policies by FICO credit score as either prime, A minus, or subprime.  The pool’s FICO credit score is determined by averaging the valid FICO 
scores of the loans within each policy.   

 
 We have exposure to insurance on subprime mortgages issued prior to the second half of 2008 through our primary flow, structured finance channels, and 

to a limited extent, through our pool products.  Additionally, we insure high loan-to-value (LTV) loans, adjustable rate mortgages (ARMs), interest-only 
loans and payment option ARMs which are viewed to have riskier characteristics, but do not necessarily meet our definition of subprime mortgage 
exposure.   

(2) Direct exposure through investments in subprime mortgage loans – not applicable 
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(3) Direct exposure through other investments 
Our primary source of investments with underlying subprime exposure is through investments in affiliated insurance companies.  The remainder of our 
investments do not have significant exposure to subprime risks.  We cede portions of our direct writings to subsidiaries, MRCW and MRCV, which, as a 
result, have exposure to our subprime risks. 
 
The following is a summary of our other investments with subprime exposure: 

Actual Cost

Book/Adjusted 
Carrying Value 

(excluding interest) Fair Value

Other Than 
Temporary 
Impairment 

Losses 
Recognized

a. Residential mortgage backed securities

b. Commercial mortgage backed securities

c. Collateralized debt obligations

d. Structured securities

e. Equity investment in SCAs* 907,000,000           20,441,768             20,441,768             -                     

f. Other assets

g. Total 907,000,000$         20,441,768$           20,441,768$           -$                   

*Our subsidiaries MRCW and MRCV have underwriting exposure to subprime mortgage risk.  These investments comprise 0.5% of our 
invested assets.

 
(4) Underwriting exposure to subprime mortgage risk through mortgage guaranty insurance coverage 

Our private mortgage guaranty insurance business faces significant direct and indirect exposure to subprime mortgage risk.  If the homeowner defaults, 
private mortgage insurance reduces and, in some instances, eliminates the loss to the insured lending institution. We have direct exposure in providing 
mortgage insurance coverage on subprime mortgage loans, and we have indirect exposure to the extent our insurance on other mortgage loans is affected 
by conditions in the housing and mortgage markets that result from the performance of subprime mortgages, whether or not insured under mortgage 
insurance coverage. 
The subprime exposure we write is affected by our underwriting guidelines that limit the risk factors associated with an insured loan and by higher 
premium rates on coverage. 
a. We believe that mortgage credit risk is materially affected by the following underwriting factors:  

� the borrower’s credit strength, including the borrower’s credit history, debt-to-income ratios; 
� cash reserves, the willingness of a borrower with sufficient resources to make mortgage payments when the mortgage balance exceeds the 

value of the home; and 
� the loan product, which includes the LTV,  the type of loan instrument (including whether the instrument provides for fixed or variable 
 payments and the amortization schedule), the type of property, the purpose of the loan, and the borrower’s documentation for the loan. 

   
Excluding other factors, claim incidence increases for loans with lower FICO credit scores compared to loans with higher FICO credit scores; for 
reduced documentation loans compared to loans with full underwriting documentation; during periods of economic contraction and housing price 
depreciation, including when these conditions may not be nationwide, compared to periods of economic expansion and housing price appreciation; 
for loans with higher LTV ratios compared to loans with lower LTV ratios; for adjustable rate mortgage loans during a prolonged period of rising 
interest rates compared to fixed rate loans in such a rate environment; for loans that permit the deferral of principal amortization compared to loans 
that require principal amortization with each monthly payment; for loans in which the original loan amount exceeds the conforming loan limit 
compared to loans below such limit; and for cash out refinance loans compared to rate and term refinance loans.  

 
 There are also other types of loan characteristics relating to the individual loan or borrower which affect the risk potential for a loan, including the 

origination practices of the lender and the condition of the housing market in the area in which the property is located.  The presence of a number of 
higher risk characteristics in a loan materially increases the likelihood of a claim on such a loan unless there are other characteristics to lower the 
risk. From time to time we change our underwriting guidelines to reflect our assessment of risk on insured loans. 

 
In late 2007 and 2008, we implemented changes to the underwriting guidelines that are designed to improve the credit risk profile of the new 
insurance written. The changes primarily affect borrowers who have multiple risk factors such as a high loan-to-value ratio, a lower FICO score and 
limited documentation or are financing a home in a market that we categorize as higher risk. From time to time, in response to market conditions, 
we change the types of loans that we insure and the requirements under which we insure them. Beginning in 2013, we aligned most of our 
underwriting requirements with Fannie Mae and Freddie Mac for loans that receive and are processed in accordance with certain approval 
recommendations from a GSE automated underwriting system, as described in our underwriting requirements. We make exceptions to our 
underwriting requirements on a loan-by-loan basis and for certain customer programs. Together, the number of loans for which exceptions were 
made accounted for fewer than 2% of the loans we insured in 2012 and 2013.      

b. Our premium rates vary, not only on the basis of the level of coverage provided, but also on the perceived risk of a claim on the insured loan and, 
thus, take into account the LTV, the loan type (fixed payment versus non-fixed payment) and mortgage term, the location of the borrower’s credit 
score within a range of credit scores, and whether the loan is a reduced documentation loan.  

 
 We charge higher premium rates to reflect the increased risk of claim incidence that we perceive is associated with certain types of loans, although 

not all higher risk characteristics are reflected in the premium rate. There can be no assurance that our premium rates adequately reflect the 
increased risk, particularly in a period of economic recession, slowing home price appreciation, or decline in housing values.  

 
Reserves are established as discussed in Footnote 1.C.(11).  Our reserving process is based upon the assumption that past experience provides a 
reasonable basis for estimating future events. However, estimation of loss reserves is inherently judgmental. Conditions that have affected the 
development of the loss reserves in the past may not necessarily affect development patterns in the future, in either a similar manner or degree. 

 
SSAP No. 1 requires disclosures illustrating exposure related to the subprime mortgage sector and specifically requires disclosure of the related losses 
paid, losses incurred, case reserves, and IBNR reserves for subprime loans for the current year.  Our reserving process is not designed to segregate prime 
loan reserves from subprime loan reserves, as defined in this disclosure.  However, we do capture losses paid for subprime loans. 

 
 Subprime net losses and net reserves according to our definitions described in 21.G.(1) were as follows: 

Losses Paid in the 
Current Year

Losses Incurred in the 
Current Year

Case Reserves at End 
of Current Period

IBNR Reserves at 
End of Current 

Period
a. Mortgage Guaranty Coverage 40,433,220$             17,103,604$              132,816,320$            6,711,750$          
b. Financial Guaranty Coverage -                                -                                -                                -                           
c. Other -                                -                                -                                -                           
d. Total 40,433,220$             17,103,604$              132,816,320$            6,711,750$          
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A breakdown of our net losses and reserves amongst all the categories discussed in 21.G.(1) is as follows: 

Losses Losses Case IBNR
Paid Incurred  (2) Reserves  (1) Reserves  (1)

Prime 1,120,744,019$          557,022,769$              1,501,005,212$           201,476,914$        
A- 151,270,515               67,660,914                  343,564,293                17,361,705            
Subprime 40,433,220                 17,103,604                  132,816,320                6,711,750              
Reduced Doc 223,964,714               98,766,334                  305,845,372                15,455,614            
Total 1,536,412,468$          740,553,621$              2,283,231,197$           241,005,983$        

 
1) We have calculated subprime related case and IBNR reserves using the proportionate number of subprime default inventory compared to the total 

number of default inventory multiplied by our total case and IBNR reserves. 
2) We have calculated losses incurred as the change in case and IBNR reserves (calculated as discussed in Note 1), plus losses paid 

G. Offsetting and Netting of Assets and Liabilities - not applicable 
22. Events Subsequent 

We have considered subsequent events through February 19, 2014.  
23. Reinsurance 

A. We have an unsecured reinsurance recoverable of $379,732,136 from MRCW (NAIC Group #0105, FEIN 39-1529305), a wholly owned subsidiary, and an 
unsecured reinsurance recoverable of $125,111,002 from MGIC Re (NAIC Group #0105, FEIN 39-1509181), an affiliate.  These amounts exceed 3% of our 
policyholders' surplus.    

B. We have no reinsurance recoverable on paid and unpaid losses (including IBNR) in dispute that exceed 3% of our policyholders' surplus. 
C. Reinsurance Assumed and Ceded 

(1) The maximum amount of return commission which would have been due reinsurers if all reinsurance contracts had been cancelled as of December 31, 
2013 with the return of unearned premium reserve is as follows: 

Premium 
Reserve

Commission 
Equity

Premium 
Reserve

Commission 
Equity

Premium 
Reserve

Commission 
Equity

a.  Affiliates $ 4,957           $ 93                   $ 10,040,396     $ 1,790,118       $ (10,035,439)      $ (1,790,025)      
b.  All Other 124              -                      32,721,727     6,515,042       (32,721,603)      (6,515,042)      
c. Total $ 5,081           $ 93                   $ 42,762,123     $ 8,305,160       $ (42,757,042)      $ (8,305,067)      

d. Direct Unearned Premium Reserve $ 119,484,755      

ASSUMED REINSURANCE CEDED REINSURANCE NET

 
(2)  

REINSURANCE

Direct Assumed Ceded Net
a.  Contingent Commission $ -                   $ -                      $ -                      $ -                      
b.  Sliding Scale Adjustments -                      
c.  Other Profit Commission Arrangements -                   -                      (2,365,219)      2,365,219       
d. Total $ -                   $ -                      $ (2,365,219)      $ 2,365,219       

 
(3) Not applicable 

D. Uncollectible Reinsurance - not applicable 
E. Commutation of Ceded Reinsurance  

We have reported in our operations in the current year as a result of commutation of reinsurance with the companies listed below, amounts that are reflected as: 
 

(1) Losses incurred 2,959,176$          
(2) Loss adjustment expenses incurred 29,592
(3) Premiums earned -                           
(4) Other -                           

(5) Company Amount

Associated Mortgage Reinsurance Inc. 2,802,539            
Discovery Financial Services Corporation 103,053               
Northwest Savings Bank 83,176                  

F. Retroactive Reinsurance - not applicable 
G. Reinsurance Accounted for as a Deposit - not applicable 
H. Disclosures for the Transfer of Property and Casualty Run-off Agreements - not applicable 
I. Certified Reinsurer Rating Downgraded or Status Subject to Revocation - not applicable 

24. Retrospectively Rated Contracts & Contracts Subject to Redetermination - not applicable 
25. Change in Incurred Losses and Loss Adjustment Expenses  

Reserves as of December 31, 2012 were $3,320 million.  As of December 31, 2013, $1,475 million has been paid for incurred losses and loss adjustment expenses 
attributable to insured events of prior years.  Reserves remaining for prior years are now $1,833 million as a result of re-estimation of unpaid claims and claim 
adjustment expenses.  Therefore, there has been a $12 million favorable prior year development from December 31, 2012 to December 31, 2013.  The decrease is 
generally the result of ongoing analysis of recent loss development trends.  Original estimates are increased or decreased as additional information becomes known 
regarding individual claims.  We do not adjust premiums based on past claim activity. 

26. Inter-company Pooling Arrangements - not applicable 
27. Structured Settlements - not applicable 
28. Health Care Receivables - not applicable 
29. Participating Policies - not applicable 
30. Premium Deficiency Reserves  

1. Liability carried for premium deficiency reserves   $0 
2. Date of the most recent evaluation of this liability   02/12/2014 
3. Was anticipated investment income utilized in the calculation  Yes  X   No             

31. High Deductibles - not applicable 
32. Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses - not applicable 
33. Asbestos/Environmental Reserves - not applicable 
34. Subscriber Savings Accounts - not applicable 
35. Multiple Peril Crop Insurance - not applicable 
36. Financial Guaranty Insurance - not applicable 
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