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PART I.  FINANCIAL INFORMATION
ITEM 1.  FINANCIAL STATEMENTS

MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

March 31, 2010 (Unaudited) and December 31, 2009

  March 31,   December 31,  
  2010   2009  
ASSETS  (In thousands of dollars)  
Investment portfolio (notes 7 and 8):       

Securities, available-for-sale, at fair value:       
Fixed maturities (amortized cost, 2010-$7,301,464; 2009-$7,091,840)  $ 7,467,294  $ 7,251,574 
Equity securities (cost, 2010-$2,922; 2009-$2,892)   2,943   2,891 

         
Total investment portfolio   7,470,237   7,254,465 

         
Cash and cash equivalents   818,123   1,185,739 
Accrued investment income   78,285   79,828 
Reinsurance recoverable on loss reserves (note 4)   339,427   332,227 
Prepaid reinsurance premiums   3,342   3,554 
Premiums receivable   86,749   90,139 
Home office and equipment, net   28,745   29,556 
Deferred insurance policy acquisition costs   8,689   9,022 
Income taxes recoverable (note 11)   266,905   275,187 
Other assets   149,915   144,702 

Total assets  $ 9,250,417  $ 9,404,419 
         
LIABILITIES AND SHAREHOLDERS' EQUITY         
Liabilities:         

Loss reserves (note 12)  $ 6,648,106  $ 6,704,990 
Premium deficiency reserves (note 12)   179,620   193,186 
Unearned premiums   265,052   280,738 
Short- and long-term debt (note 2)   377,156   377,098 
Convertible debentures (note 3)   297,321   291,785 
Other liabilities   325,208   254,041 

         
Total liabilities   8,092,463   8,101,838 

         
Contingencies (note 5)         
         
Shareholders' equity:         

Common stock, $1 par value, shares authorized 460,000,000; shares issued, 2010 - 130,163,060; 2009 - 130,163,060;
shares outstanding, 2010 - 125,561,696; 2009 - 125,101,057   130,163   130,163 

Paid-in capital   431,532   443,294 
Treasury stock (shares at cost, 2010 - 4,601,364; 2009 - 5,062,003)   (222,894)   (269,738)
Accumulated other comprehensive income, net of tax (note 9)   79,945   74,155 
Retained earnings   739,208   924,707 

         
Total shareholders' equity   1,157,954   1,302,581 

         
Total liabilities and shareholders' equity  $ 9,250,417  $ 9,404,419 

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended March 31, 2010 and 2009
(Unaudited)

  Three Months Ended  
  March 31,  
  2010   2009  

  
(In thousands of dollars, except

per share data)  
Revenues:       

Premiums written:       
Direct  $ 275,134  $ 377,954 
Assumed   797   1,463 
Ceded   (19,873)   (31,904)

         
Net premiums written   256,058   347,513 
Decrease in unearned premiums, net   15,894   8,317 

         
Net premiums earned   271,952   355,830 
Investment income, net of expenses   68,859   77,173 
Realized investment gains, net   32,954   8,441 

Total other-than-temporary impairment losses   (6,052)   (25,702)
Portion of losses recognized in other comprehensive income, before taxes   -   - 

Net impairment losses recognized in earnings   (6,052)   (25,702)
Other revenue   3,057   19,442 

         
Total revenues   370,770   435,184 

         
Losses and expenses:         

Losses incurred, net   454,511   757,893 
Change in premium deficiency reserves (note 12)   (13,566)   (164,801)
Underwriting and other expenses, net   59,945   62,549 
Reinsurance fee   -   26,407 
Interest expense   21,018   23,926 

         
Total losses and expenses   521,908   705,974 

         
Loss before tax   (151,138)   (270,790)
Benefit from income taxes   (1,047)   (86,230)
         
Net loss  $ (150,091)  $ (184,560)
         
Loss per share (note 6):         

Basic  $ (1.20)  $ (1.49)
Diluted  $ (1.20)  $ (1.49)

         
Weighted average common shares outstanding - diluted (shares in thousands, note 6)   124,889   123,999 

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
CONSOLIDATED  STATEMENTS OF SHAREHOLDERS' EQUITY

Year Ended December 31, 2009 and Three Months Ended March 31, 2010 (unaudited)

           Accumulated        
           other        
  Common   Paid-in   Treasury   comprehensive   Retained   Comprehensive 
  stock   capital   stock   income (loss)   earnings   (loss) income  
  (In thousands of dollars)  
                   
Balance, December 31, 2008  $ 130,119  $ 440,542  $ (276,873)  $ (106,789)  $ 2,247,234    
                        
Net loss   -   -   -   -   (1,322,277)  $ (1,322,277)
Change in unrealized investment gains and

losses, net   -   -   -   154,358   -   154,358 
Noncredit component of impairment losses,

net   -   -   -   (1,764)   -   (1,764)
Common stock shares issued upon debt

conversion   44   263   -   -   -     
Reissuance of treasury stock, net   -   (11,613)   7,135   -   (545)     
Equity compensation   -   14,102   -   -   -     
Defined benefit plan adjustments, net   -   -   -   10,704   -   10,704 
Unrealized foreign currency translation

adjustment   -   -   -   17,646   -   17,646 
Other   -   -   -   -   295     
Comprehensive loss   -   -   -   -   -  $ (1,141,333)
                         
Balance, December 31, 2009  $ 130,163  $ 443,294  $ (269,738)  $ 74,155  $ 924,707     
                         
                         
Net loss   -   -   -   -   (150,091)  $ (150,091)
Change in unrealized investment gains and

losses, net   -   -   -   6,206   -   6,206 
Reissuance of treasury stock, net   -   (14,148)   46,844   -   (35,408)     
Equity compensation   -   2,386   -   -   -     
Unrealized foreign currency translation

adjustment   -   -   -   (416)   -   (416)
Comprehensive loss (note 9)   -   -   -   -   -  $ (144,301)
                         
Balance, March 31, 2010  $ 130,163  $ 431,532  $ (222,894)  $ 79,945  $ 739,208     

See accompanying notes to consolidated financial statements
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended March 31, 2010 and 2009
(Unaudited)

  Three Months Ended  
  March 31,  
       
       
  2010   2009  
  (In thousands of dollars)  
Cash flows from operating activities:       

Net loss  $ (150,091)  $ (184,560)
Adjustments to reconcile net loss to net cash provided by operating activities:         

Amortization of deferred insurance policy acquisition costs   1,723   2,073 
Capitalized deferred insurance policy acquisition costs   (1,390)   (1,310)
Depreciation and amortization   12,627   17,350 
Decrease (increase) in accrued investment income   1,543   (3,538)
Increase in reinsurance recoverable on loss reserves   (7,200)   (70,562)
Decrease in prepaid reinsurance premiums   212   264 
Decrease in premium receivable   3,390   683 
(Increase) decrease in real estate acquired   (923)   13,557 
(Decrease) increase in loss reserves   (56,884)   472,621 
Decrease in premium deficiency reserve   (13,566)   (164,801)
Decrease in unearned premiums   (15,686)   (8,886)
Deferred tax (benefit) provision   (3,146)   41,271 
Increase in income taxes recoverable (current)   8,546   278,455 
Realized investment gains, excluding impairment losses   (32,954)   (8,441)
Net investment impairment losses   6,052   25,702 
Other   50,698   19,786 

Net cash (used in) provided by operating activities   (197,049)   429,664 
         
Cash flows from investing activities:         

Purchase of fixed maturities   (1,330,501)   (1,142,507)
Purchase of equity securities   (30)   (24)
Proceeds from sale of fixed maturities   986,547   738,040 
Proceeds from maturity of fixed maturities   157,828   114,125 
Net increase (decrease) in payable for securities   15,589   (4,513)

Net cash used in investing activities   (170,567)   (294,879)
         
Cash flows from financing activities:         

Repayment of long-term debt   -   (19,422)
Net cash used in financing activities   -   (19,422)
         
Net (decrease) increase in cash and cash equivalents   (367,616)   115,363 
Cash and cash equivalents at beginning of period   1,185,739   1,097,334 
Cash and cash equivalents at end of period  $ 818,123  $ 1,212,697 

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2010
(Unaudited)

Note 1 - Basis of presentation and summary of certain significant accounting policies

The accompanying unaudited consolidated financial statements of MGIC Investment Corporation and its wholly-owned subsidiaries have been prepared in
accordance with the instructions to Form 10-Q as prescribed by the Securities and Exchange Commission (“SEC”) for interim reporting and do not include all
of the other information and disclosures required by accounting principles generally accepted in the United States of America. These statements should be
read in conjunction with the consolidated financial statements and notes thereto for the year ended December 31, 2009 included in our Annual Report on
Form 10-K.

In the opinion of management such financial statements include all adjustments, consisting primarily of normal recurring accruals, necessary to fairly present
our financial position and results of operations for the periods indicated. The results of operations for the three months ended March 31, 2010 may not be
indicative of the results that may be expected for the year ending December 31, 2010.

Capital

At March 31, 2010, Mortgage Guaranty Insurance Corporation’s (“MGIC”) policyholders position exceeded the required regulatory minimum by
approximately $143 million, and we exceeded the required minimum by approximately $215 million on a combined statutory basis. (The combined figures
give effect to reinsurance with subsidiaries of our holding company.) At March 31, 2010 MGIC’s risk-to-capital was 20.2:1 and was 23.2:1 on a combined
statutory basis.

The insurance laws or regulations of 17 states, including Wisconsin, 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 risk-to-
capital requirement. While formulations of minimum capital may vary in certain states, the most common measure applied allows for a maximum permitted
risk-to-capital ratio of 25 to 1.  Based upon internal company estimates, MGIC’s risk-to-capital ratio over the next few years, after giving effect to any
contribution of the proceeds from the common stock and the concurrent convertible notes offering to MGIC discussed in Note 13 – “Subsequent Events”,
could reach 40 to 1 or even higher.

In December 2009, the Office of the Commissioner of Insurance for the State of Wisconsin (“OCI”) issued an order waiving, until December 31, 2011, the
minimum risk-to-capital ratio. MGIC has also applied for waivers in all other jurisdictions that have risk-to-capital requirements. MGIC has received waivers
from some of these states. These waivers expire at various times, with the earliest expiration being December 31, 2010. Some jurisdictions have denied the
request because a waiver is not authorized under the jurisdictions’ statutes or regulations and others may deny the request on other grounds. The OCI and
other state insurance departments, in their sole discretion, may modify, terminate or extend their waivers. If the OCI or other state insurance department
modifies or terminates its waiver, or if it fails to ren ew its waiver after expiration, MGIC would be prevented from writing new business anywhere, in the
case of the waiver from the OCI, or in the particular jurisdiction, in the case of the other waivers, if MGIC’s risk-to-capital ratio exceeds 25 to 1 unless MGIC
raised additional capital to enable it to comply with the risk-to-capital requirement. New insurance written in the states that have risk-to-capital ratio limits
represented approximately 50% of new insurance written in 2009. If we were prevented from writing new business in all states, 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 applicable risk-to-capital requirement or obtained a necessary waiver to
allow us to once again write new business.
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We cannot assure you that the OCI or any other jurisdiction that has granted a waiver of its risk-to-capital ratio requirements will not modify or revoke the
waiver, that it will renew the waiver when it expires or that we could raise additional capital to comply with the risk-to-capital requirement.

We are in the final stages of implementing a plan to write new mortgage insurance in MIC in selected jurisdictions in order to address the likelihood that in
the future MGIC will not meet the minimum regulatory capital requirements discussed above and may not be able to obtain appropriate waivers of these
requirements in all jurisdictions in which minimum requirements are present. In December 2009, the OCI also approved a transaction under which MIC will
be eligible to write new mortgage guaranty insurance policies only in jurisdictions where MGIC does not meet minimum capital requirements similar to those
waived by the OCI and does not obtain a waiver of those requirements from that jurisdiction’s regulatory authority. MIC has received the necessary approvals
to write business in all of the jurisdictions in which MGIC would be p rohibited from continuing to write new business due to MGIC’s failure to meet
applicable regulatory capital requirements and obtain waivers of those requirements.

In October 2009, we, MGIC and MIC entered into an agreement with Fannie Mae (the “Fannie Mae Agreement”) under which MGIC agreed to contribute
$200 million to MIC (which MGIC has done) and Fannie Mae approved MIC as an eligible mortgage insurer through December 31, 2011 subject to the terms
of the Fannie Mae Agreement. Under the Fannie Mae Agreement, MIC will be eligible to write mortgage insurance only in those 16 other jurisdictions in
which MGIC cannot write new insurance due to MGIC’s failure to meet regulatory capital requirements and if MGIC fails to obtain relief from those
requirements or a specified waiver of them.

On February 11, 2010, Freddie Mac notified MGIC (the “Freddie Mac Notification”) that it may utilize MIC to write new business in states in which MGIC
does not meet minimum regulatory capital requirements to write new business and does not obtain appropriate waivers of those requirements. This
conditional approval to use MIC as a “Limited Insurer” will expire December 31, 2012. This conditional approval includes terms substantially similar to those
in the Fannie Mae Agreement.
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Under the Fannie Mae Agreement, Fannie Mae approved MIC as an eligible mortgage insurer only through December 31, 2011 and Freddie Mac has
approved MIC as a “Limited Insurer” only through December 31, 2012. Whether MIC will continue as an eligible mortgage insurer after these dates will be
determined by the applicable GSE’s mortgage insurer eligibility requirements then in effect. Further, under the Fannie Mae Agreement and the Freddie Mac
Notification, MGIC cannot capitalize MIC with more than the $200 million contribution without prior approval from each GSE, which limits the amount of
business MIC can write. We believe that the amount of capital that MGIC has contributed to MIC will be sufficient to write business for the term of the
Fannie Mae Agreement in the jurisdictions in which MIC is eligible to do so. Depen ding on the level of losses that MGIC experiences in the future, however,
it is possible that regulatory action by one or more jurisdictions, including those that do not have specific regulatory capital requirements applicable to
mortgage insurers, may prevent MGIC from continuing to write new insurance in some or all of the jurisdictions in which MIC is not eligible to write
business.

A failure to meet the specific minimum regulatory capital requirements to insure new business does not necessarily mean that MGIC does not have sufficient
resources to pay claims on its insurance liabilities. While we believe that we have claims paying resources at MGIC that exceed our claim obligations on our
insurance in force, even in scenarios in which we fail to meet regulatory capital requirements, we cannot assure you that the events that lead to us failing to
meet regulatory capital requirements would not also result in our not having sufficient claims paying resources. Furthermore, our estimates of our claims
paying resources and claim obligations are based on various assumptions. These assumptions include our anticipated rescission activity, future housing values
and future unemployment rates. These assumptions are subject to inherent uncertainty and require judgment by management. Current conditions in the
domestic economy make the assumptions about housing values and unemployment highly volatile in the sense that there is a wide range of reasonably
possible outcomes. Our anticipated rescission activity is also subject to inherent uncertainty due to the difficulty of predicting the amount of claims that will
be rescinded and the outcome of any dispute resolution proceedings related to rescissions that we make.

Historically, claims submitted to us on policies we rescinded were not a material portion of our claims resolved during a year. However, beginning in 2008,
our rescissions of policies have materially mitigated our paid and incurred losses. In 2009, rescissions mitigated our paid losses by $1.2 billion and in the first
quarter of 2010, rescissions mitigated our paid losses by $373 million (both of these figures include amounts that would have resulted in either a claim
payment or been charged to a deductible under a bulk or pool policy, and may have been charged to a captive reinsurer). While we have a substantial pipeline
of claims investigations that we expect will eventually result in future rescissions, we can give no assurance that rescissions will continue to mitigate paid
losses at the same level we have recently experienced.

Our loss reserving methodology incorporates the effects rescission activity is expected to have on the losses we will pay on our delinquent inventory. A
variance between ultimate actual rescission rates and these estimates, as a result of litigation, settlements or other factors, could materially affect our losses.
We estimate rescissions mitigated our incurred losses by approximately $2.5 billion in 2009, compared to $0.6 billion in the first quarter of 2010; both of
these figures include the benefit of claims not paid as well as the impact on our loss reserves.  In recent quarters, approximately 25% of claims received in a
quarter have been resolved by rescissions.  At March 31, 2010, we had 241,244 loans in our primary delinquency inventory; the resolution of a material
portion of these loans will not involve cla ims.
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In addition, if the insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal
proceedings. Objections to rescission may be made several years after we have rescinded an insurance policy.  Countrywide Home Loans, Inc. and an affiliate
(“Countrywide”) has filed a lawsuit against MGIC alleging that MGIC has denied, and continues to deny, valid mortgage insurance claims. We have filed an
arbitration case against Countrywide regarding rescissions and Countrywide has responded seeking material damages. For more information about this
lawsuit and arbitration case, see Note 5. In addition, we continue to discuss with other lenders their objections to material rescissions and are involved in other
arbitration proceedings with respect to rescissions t hat are not collectively material in amount.
 
Holding company liquidity

See Note 13 - “Subsequent Events” for information related to our proceeds from the sale of common stock and issuance of convertible senior notes in April
2010.

At March 31, 2010, we had approximately $85 million in short-term investments at our holding company. Prior to the offerings referred to above, these
investments were virtually all of our holding company’s liquid assets. As of March 31, 2010, our holding company’s obligations included $78.4 million of
debt which is scheduled to mature in September 2011 and $300 million of Senior Notes due in November 2015, both of which must be serviced pending
scheduled maturity.  On an annual basis, as of March 31, 2010 our use of funds at the holding company for interest payments on our Senior Notes
approximated $21 million. As a result of the offering of Convertible Senior Notes referred to above, our annual interest payments increased by $17.3 million.
See Note 3 for a discussion of our $389.5 million in junior convertible de bentures due in 2063, including our election to defer payment of interest on these
debentures.

The senior notes and convertible debentures, discussed in Notes 2, 3 and 13 are obligations of our holding company, and not of its subsidiaries. Payment of
dividends from our insurance subsidiaries, which prior to raising capital in the public markets in 2008 and 2010 had been the principal source of our holding
company cash inflow, is restricted by insurance regulation. MGIC is the principal source of dividend-paying capacity.  In 2010 and 2011, MGIC cannot pay
any dividends to our holding company without approval from the OCI. There can be no assurances that such approvals can be obtained in order to service the
debt at our holding company.
 
 
New Accounting Guidance

In January 2010 new accounting guidance was issued that expands the current disclosures on fair value measurements. The guidance will require the
disclosure of transfers in and out of levels 1 and 2 of the fair value hierarchy and the reasons for those transfers and separate presentation of purchases, sales,
issuances and settlements for level 3 securities, on a gross basis rather than as one net number. The new guidance also clarifies the level of disaggregation
required to be disclosed for each class of assets and liabilities and provides clarification on the appropriate disclosures of inputs and valuation techniques used
to measure fair value for both recurring and non recurring measurements in levels 2 and 3. This guidance is effective for interim and annual reporting periods
beginning after December 15, 2009, except for the disclo sures about purchases, sales, issuances, and settlements for the level 3 securities. Those disclosures
are effective for fiscal years beginning after December 15, 2010, and for interim periods within those fiscal years. We have evaluated the provisions of this
guidance and there is no significant impact on our financial statements disclosures.
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In June 2009 new accounting guidance intended to improve financial reporting by companies involved with variable interest entities was issued. The guidance
is effective for annual reporting periods beginning after November 15, 2009. We have evaluated the provisions of this guidance and there is no impact on our
financial statements and disclosures.
 
 
Reclassifications

Certain reclassifications have been made in the accompanying financial statements to 2009 amounts to conform to 2010 presentation.
 
 
Note 2 - Short- and long-term debt, excluding convertible debentures discussed in Note 3

At March 31, 2010 and December 31, 2009 we had approximately $78.4 million, 5.625% Senior Notes due in September 2011 and $300 million, 5.375%
Senior Notes due in November 2015 outstanding. Covenants in the Senior Notes include the requirement that there be no liens on the stock of the  designated
subsidiaries unless the Senior Notes are equally and ratably secured; that there be no disposition of the stock of designated subsidiaries unless all of the stock
is disposed of for consideration equal to the fair market value of the stock; and that we and the designated subsidiaries preserve our corporate existence, rights
and franchises unless we or such subsidiary determines that such preservation is no longer necessary in the conduct of its business and that the loss thereof is
not disadvantageous to the Senior Notes.   ;A designated subsidiary is any of our consolidated subsidiaries which has shareholder’s equity of at least 15% of
our consolidated shareholders equity. We were in compliance with all covenants at March 31, 2010.

If we fail to meet any of the covenants of the Senior Notes discussed above or we fail to make a payment of principal of the Senior Notes when due or a
payment of interest on the Senior Notes within thirty days after due and we are not successful in obtaining an agreement from holders of a majority of the
applicable series of Senior Notes to change (or waive) the applicable requirement or payment default, then the holders of 25% or more of either series of our
Senior Notes each would have the right to accelerate the maturity of that debt.  In addition, the Trustee of these two issues of Senior Notes could, independent
of any action by holders of Senior Notes, accelerate the maturity of the Senior Notes.
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At March 31, 2010 and December 31, 2009, the fair value of the amount outstanding under our Senior Notes was $316.1 million and $293.2 million,
respectively. The fair value of our Senior Notes was determined using publicly available trade information.

Interest payments on all long-term and short-term debt, excluding the convertible debentures, were $2.2 million and $8.7 million for the three months ended
March 31, 2010 and 2009, respectively.
 
 
Note 3 – Convertible debentures and related derivatives

At March 31, 2010 and December 31, 2009 we had $389.5 million principal amount of 9% Convertible Junior Subordinated Debentures due in 2063
outstanding. The debentures have an effective interest rate of 19% that reflects our non-convertible debt borrowing rate at the time of issuance. At March 31,
2010 and December 31, 2009 the amortized value of the principal amount of the debentures is reflected as a liability on our consolidated balance sheet of
$297.3 million and $291.8 million, respectively, with the unamortized discount reflected in equity. At March 31, 2010 and December 31, 2009 we also had
$55.0 million and $35.8 million, respectively, of deferred interest outstanding on the convertible debentures which is included in other liabilities on the
consolidated balance sheet. The debentures rank junior to all of our existing and futu re senior indebtedness.

The debentures were sold in private placements to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933, as amended. Interest
on the debentures is payable semi-annually in arrears on April 1 and October 1 of each year. As long as no event of default with respect to the debentures has
occurred and is continuing, we may defer interest, under an optional deferral provision, for one or more consecutive interest periods up to ten years without
giving rise to an event of default. Deferred interest will accrue additional interest at the rate then applicable to the debentures. Violations of the covenants
under the Indenture governing the debentures, including covenants to provide certain documents to the trustee, are not events of default under the Indenture
and would not allow the acceleration of amounts that w e owe under the debentures.  Similarly, events of default under, or acceleration of, any of our other
obligations, including those described in Note 2 – “Short- and long-term debt, excluding convertible debentures discussed in Note 3” would not allow the
acceleration of amounts that we owe under the debentures.  However, violations of the events of default under the Indenture, including a failure to pay
principal when due under the debentures and certain events of bankruptcy, insolvency or receivership involving our holding company would allow
acceleration of amounts that we owe under the debentures.

Interest on the debentures that would have been payable on the scheduled interest payment dates beginning with April 1, 2009 has been deferred for 10 years
past the scheduled payment date. During this 10-year deferral period the deferred interest will continue to accrue and compound semi-annually to the extent
permitted by applicable law at an annual rate of 9%. We also have the right to defer interest that is payable on subsequent scheduled interest payment dates if
we give notice as required by the debentures. Any deferral of such interest would be on terms equivalent to those described above.
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When interest on the debentures is deferred, we are required, not later than a specified time, to use reasonable commercial efforts to begin selling qualifying
securities to persons who are not our affiliates. The specified time is one business day after we pay interest on the debentures that was not deferred, or if
earlier, the fifth anniversary of the scheduled interest payment date on which the deferral started. Qualifying securities are common stock, certain warrants
and certain non-cumulative perpetual preferred stock. The requirement to use such efforts to sell such securities is called the Alternative Payment Mechanism.
The common shares issued in April 2010, discussed in Note 13 “Subsequent Events”, are qualifying securities. We have 180 days from the date of issuance of
these shares to use the proceeds to pay defer red interest if we elect to do so with such proceeds.

The net proceeds of Alternative Payment Mechanism sales are to be applied to the payment of deferred interest, including the compound portion. We cannot
pay deferred interest other than from the net proceeds of Alternative Payment Mechanism sales, except at the final maturity of the debentures or at the tenth
anniversary of the start of the interest deferral. The Alternative Payment Mechanism does not require us to sell common stock or warrants before the fifth
anniversary of the interest payment date on which that deferral started if the net proceeds (counting any net proceeds of those securities previously sold under
the Alternative Payment Mechanism) would exceed the 2% cap. The 2% cap is 2% of the average closing price of our common stock times the number of our
outstanding shares of common stock. The average price is determined ov er a specified period ending before the issuance of the common stock or warrants
being sold, and the number of outstanding shares is determined as of the date of our most recent publicly released financial statements.

We are not required to issue under the Alternative Payment Mechanism a total of more than 10 million shares of common stock, including shares underlying
qualifying warrants. In addition, we may not issue under the Alternative Payment Mechanism qualifying preferred stock if the total net proceeds of all
issuances would exceed 25% of the aggregate principal amount of the debentures.

The Alternative Payment Mechanism does not apply during any period between scheduled interest payment dates if there is a “market disruption event” that
occurs over a specified portion of such period. Market disruption events include any material adverse change in domestic or international economic or
financial conditions.

The provisions of the Alternative Payment Mechanism are complex. The description above is not intended to be complete in all respects. Moreover, that
description is qualified in its entirety by the terms of the debentures, which are contained in the Indenture, dated as of March 28, 2008, between us and U.S.
Bank National Association. The Indenture is filed as Exhibit 4.6 to our Quarterly Report on Form 10-Q for the quarter ended March 31, 2008.

We may redeem the debentures prior to April 6, 2013, in whole but not in part, only in the event of a specified tax or rating agency event, as defined in the
Indenture. In any such event, the redemption price will be equal to the greater of (1) 100% of the principal amount of the debentures being redeemed and (2)
the applicable make-whole amount, as defined in the Indenture, in each case plus any accrued but unpaid interest. On or after April 6, 2013, we may redeem
the debentures in whole or in part from time to time, at our option, at a redemption price equal to 100% of the principal amount of the debentures being
redeemed plus any accrued and unpaid interest if the closing sale price of our common stock exceeds 130% of the then prevailing conversion price of the
debentures for at least 20 of the 30 trading days preceding notice of th e redemption. We will not be able to redeem the debentures, other than in the event of a
specified tax event or rating agency event, during an optional deferral period.
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The debentures are currently convertible, at the holder's option, at an initial conversion rate, which is subject to adjustment, of 74.0741 common shares per
$1,000 principal amount of debentures at any time prior to the maturity date. This represents an initial conversion price of approximately $13.50 per share. If
a holder elects to convert their debentures, deferred interest owed on the debentures being converted is also converted into shares of our common stock. The
conversion rate for the deferred interest is based on the average price that our shares traded at during a 5-day period immediately prior to the election to
convert. In 2009, we issued 44,316 shares of our common stock on conversion of $478,000 principal amount of our convertible debentures and related
deferred interest.

In lieu of issuing shares of common stock upon conversion of the debentures occurring after April 6, 2013, we may, at our option, make a cash payment to
converting holders equal to the value of all or some of the shares of our common stock otherwise issuable upon conversion.

The fair value of the convertible debentures was approximately $427.5 million and $254.3 million, respectively, at March 31, 2010 and December 31, 2009,
as determined using available pricing for these debentures or similar instruments.

See Note 13 - “Subsequent Events” for information related to our sale of common stock and issuance of convertible senior notes in April 2010.
 
 
Note 4 – Reinsurance

The reinsurance recoverable on loss reserves related to captive agreements was approximately $304 million at March 31, 2010 and $297 million at December
31, 2009. The total fair value of the trust fund assets under our captive agreements at March 31, 2010 was $562 million, compared to $547 million at
December 31, 2009. During 2009, $119 million of trust fund assets were transferred to us as a result of captive terminations. The transferred funds resulted in
an increase in our investment portfolio (including cash and cash equivalents) and there was a corresponding decrease in our reinsurance recoverable on loss
reserves, which is offset by a decrease in our net losses paid. There were no captive terminations during the first quarter of 2010.
 
 
Note 5 – Litigation and contingencies

In addition to the matters described below, we are involved in other litigation in the ordinary course of business. In our opinion, the ultimate resolution of this
ordinary course litigation will not have a material adverse effect on our financial position or results of operations.

Consumers are bringing a growing number of lawsuits against home mortgage lenders and settlement service providers. Seven mortgage insurers, including
MGIC, 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. MGIC’s settlement of class
action litigation against it under RESPA became final in October 2003. MGIC settled the named plaintiffs’ claims in litigation against it under FCRA in late
December 2004 following denial of class certification in June 2004. Since December 2006, class action litigation was separately brought against a number of
large lenders alleging that their captive mortgage reinsurance arrangements violated RESPA. While we are not a defendant in any of these cases, there can be
no assurance that we will not be subject to future litigation under RESPA or FCRA or that the outcome of any such litigation would not have a material
adverse effect on us.
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We are subject to comprehensive, detailed regulation by state insurance departments. These regulations are principally designed for the protection of our
insured policyholders, rather than for the benefit of investors. 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 have been
subject to heightened scrutiny by insurance regulators. State insurance regulatory authorities could take actions, including changes in capital requirements or
termination of waivers of capital requirements, that could ha ve a material adverse effect on us.

In June 2005, in response to a letter from the New York Insurance Department, we provided information regarding captive mortgage reinsurance
arrangements and other types of arrangements in which lenders receive compensation. In February 2006, the New York Insurance Department requested
MGIC to review its premium rates in New York and to file adjusted rates based on recent years’ experience or to explain why such experience would not alter
rates. In March 2006, MGIC advised the New York Insurance Department that it believes its premium rates are reasonable and that, given the nature of
mortgage insurance risk, premium rates should not be determined only by the experience of recent years. In February 2006, in response to an administrative
subpoena from the Minnesota Department of Commerce, which regulates insurance, we provided the Department with information about captive mortgage
reinsurance and certain other matters. We subsequently provided additional information to the Minnesota Department of Commerce, and beginning in March
2008 that Department has sought additional information as well as answers to questions regarding captive mortgage reinsurance on several occasions. In
addition, beginning in June 2008, we have received subpoenas from the Department of Housing and Urban Development, commonly referred to as HUD,
seeking information about captive mortgage reinsurance similar to that requested by the Minnesota Department of Commerce, but not limited in scope to the
state of Minnesota. Other insurance departments or other officials, including attorneys general, may also seek information about or investigate captive
mortgage reinsurance.

The anti-referral fee provisions of RESPA provide that HUD as well as the insurance commissioner or attorney general of any state may bring an action to
enjoin violations of these provisions 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 captive reinsurance arrangements are in conformity with applicable laws and
regulations, it is not possible to predict the outcome of any such reviews or investigations nor is it possible to predict their effect on us or the mortgage
insurance industry.
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Since October 2007, we have been involved in an investigation conducted by the Division of Enforcement of the SEC.  The investigation appears to involve
disclosure and financial reporting by us and by a co-investor regarding our respective investments in our Credit-Based Asset Servicing and Securitization (“C-
BASS”) joint venture.  We have provided documents to the SEC and a number of our executive officers, as well as other employees, have testified.  This
matter is ongoing and no assurance can be given that the SEC staff will not recommend an enforcement action against our company or one or more of our
executive officers or other employees.

Five previously-filed purported class action complaints filed against us and several of our executive officers were consolidated in March 2009 in the United
States District Court for the Eastern District of Wisconsin and Fulton County Employees’ Retirement System was appointed as the lead plaintiff. The lead
plaintiff filed a Consolidated Class Action Complaint (the “Complaint”) on June 22, 2009. Due in part to its length and structure, it is difficult to summarize
briefly the allegations in the Complaint but it appears the allegations are that we and our officers named in the Complaint violated the federal securities laws
by misrepresenting or failing to disclose material information about (i) loss development in our insurance in force, and (ii) C-BASS, including its liquidity.
Our motion to dismiss the Complaint was granted on February 18, 2010.  On March 18, 2010, plaintiffs filed a motion for leave to file an amended complaint.
Attached to this motion was a proposed Amended Complaint (the “Amended Complaint”). The Amended Complaint alleges that we and two of our officers
named in the Amended Complaint violated the federal securities laws by misrepresenting or failing to disclose material information about C-BASS, including
its liquidity, and by failing to properly account for our investment in C-BASS. The Amended Complaint also names two officers of C-BASS with respect to
the Amended Complaint’s allegations regarding C-BASS.  The purported class period covered by the Complaint begins on February 6, 2007 and ends on
August 13, 2007. The Amended Complaint seeks damages based on purchases of our stock during this time period at prices that were allegedly inflated as a
result of the purported violations of federal securities laws. On April 12, 2010, we filed a motion in opposition to Plaintiff’s motion for leave to amend its
complaint. With limited exceptions, our bylaws provide that our officers are entitled to indemnification from us for claims against them of the type alleged in
the Amended Complaint. We are unable to predict the outcome of these consolidated cases or estimate our associated expenses or possible losses. Other
lawsuits alleging violations of the securities laws could be brought against us.

Several law firms have issued press releases to the effect that they are investigating us, including whether the fiduciaries of our 401(k) plan breached their
fiduciary duties regarding the plan’s investment in or holding of our common stock or whether we breached other legal or fiduciary obligations to our
shareholders. With limited exceptions, our bylaws provide that our officers and 401(k) plan fiduciaries are entitled to indemnification from us for claims
against them. We intend to defend vigorously any proceedings that may result from these investigations.

As we previously disclosed, for some time we have had discussions with lenders regarding their objections to rescissions that in the aggregate are material.
On December 17, 2009, Countrywide filed a complaint for declaratory relief in the Superior Court of the State of California in San Francisco against MGIC.
This complaint alleges that MGIC has denied, and continues to deny, valid mortgage insurance claims submitted by Countrywide and says it seeks declaratory
relief regarding the proper interpretation of the flow insurance policies at issue. On January 19, 2010, we removed this case to the United States District Court
for the Northern District of California. On March 30, 2010, the Court ordered the case remanded to the Superior Court of the State of California in San
Francisco. We have appealed this decision to the United States Court of Appeals for the Ninth Circuit and asked the Court of Appeals to vacate the remand
and stay proceedings in the District Court. On February 24, 2010, we commenced an arbitration action against Countrywide seeking a determination that
MGIC was entitled to deny and/or rescind coverage on the loans involved in the arbitration demand, which numbered more than 1,400 loans as of the filing of
the demand. On March 16, 2010, Countrywide filed a response to our arbitration action objecting to the arbitrator’s jurisdiction in view of the case initiated
by Countrywide in the Superior Court of the State of California and asserting various defenses to the relief sought by MGIC in the arbitration.  The response
also seeks damages of at least $150 million, exclusive of interest and costs, as a result of purported breaches of flow insurance policies issued by MGIC and
additional damages, including exemplary damages, on ac count of MGIC’s purported breach of an implied covenant of good faith and fair dealing. We intend
to defend MGIC against Countrywide’s complaint and arbitration response, and to pursue MGIC’s claims in the arbitration, vigorously. However, we are
unable to predict the outcome of these proceedings or their effect on us.
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In addition to the rescissions at issue with Countrywide, we have a substantial pipeline of claims investigations (including investigations involving loans
related to Countrywide) that we expect will eventually result in future rescissions.

We provide an outsourced underwriting service to our customers known as contract underwriting. Under our contract underwriting agreements, we may be
required to provide certain remedies to our customers if certain standards relating to the quality of our underwriting work are not met, we have an established
reserve for such obligations.  The cost of remedies provided by us to customers for failing to meet these standards has not been material to our financial
position or results of operations for the three months ended March 31, 2010 and 2009. However, a generally positive economic environment for residential
real estate that continued until approximately 2007 may have mitigated the effect of some of these costs, and claims for remedies may be made a number of
years after the underwriting work was performed. A material portio n of our new insurance written through the flow channel in recent years, including for
2006 and 2007, involved loans for which we provided contract underwriting services. We believe the rescission of mortgage insurance coverage on loans on
which we also provided contract underwriting services may make a claim for a contract underwriting remedy more likely to occur. Beginning in the second
half 2009, we experienced an increase in claims for contract underwriting remedies, which may continue. Hence, there can be no assurance that contract
underwriting remedies will not be material in the future.

See note 11 – “Income taxes” for a description of federal income tax contingencies.
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Note 6 – Earnings (loss) per share

Our basic EPS is based on the weighted average number of common shares outstanding, which excludes participating securities with non-forfeitable rights to
dividends of 1.8 million for both the three months ended March 31, 2010 and 2009 because they were anti-dilutive due to our reported net loss.  Typically,
diluted EPS is based on the weighted average number of common shares outstanding plus common stock equivalents which include certain stock awards,
stock options and the dilutive effect of our convertible debentures (issued in March 2008). In accordance with accounting guidance, if we report a net loss
from continuing operations then our diluted EPS is computed in the same manner as the basic EPS. The following is a reconciliation of the weighted average
number of shares; however for the three months ended March 31, 2010 a nd 2009 common stock equivalents of 34.1 million and 29.4 million, respectively,
were not included because they were anti-dilutive.

  Three Months Ended  
  March 31,  
       
  2010   2009  
  (in thousands)  
       
Weighted-average shares - Basic   124,889   123,999 
Common stock equivalents   -   - 
         
Weighted-average shares - Diluted   124,889   123,999 

See Note 13 - “Subsequent Events” for information related to our sale of common stock and issuance of convertible senior notes in April 2010.
 
 
Note 7 – Investments

The amortized cost, gross unrealized gains and losses and fair value of the investment portfolio at March 31, 2010 and December 31, 2009 are shown below.
Debt securities consist of fixed maturities and short-term investments.
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     Gross   Gross     
  Amortized   Unrealized   Unrealized   Fair  
March 31, 2010:  Cost   Gains   Losses (1)   Value  
  (In thousands of dollars)  
U.S. Treasury securities and obligations of U.S. government corporations and

agencies  $ 1,159,323  $ 7,965  $ (1,079)  $ 1,166,209 
Obligations of U.S. states and political subdivisions   4,052,546   154,849   (39,473)   4,167,922 
Corporate debt securities   1,893,159   47,742   (7,426)   1,933,475 
Residential mortgage-backed securities   88,865   4,748   (1,506)   92,107 
Debt securities issued by foreign sovereign governments   107,571   1,211   (1,201)   107,581 

Total debt securities   7,301,464   216,515   (50,685)   7,467,294 
Equity securities   2,922   25   (4)   2,943 
                 

Total investment portfolio  $ 7,304,386  $ 216,540  $ (50,689)  $ 7,470,237 

     Gross   Gross     
  Amortized   Unrealized   Unrealized   Fair  
December 31, 2009:  Cost   Gains   Losses (1)   Value  
  (In thousands of dollars)  
U.S. Treasury securities and obligations of U.S. government corporations and

agencies  $ 736,668  $ 4,877  $ (6,357)  $ 735,188 
Obligations of U.S. states and political subdivisions   4,607,936   187,540   (59,875)   4,735,601 
Corporate debt securities   1,532,571   40,328   (9,158)   1,563,741 
Residential mortgage-backed securities   102,062   3,976   (1,986)   104,052 
Debt securities issued by foreign sovereign governments   112,603   1,447   (1,058)   112,992 

Total debt securities   7,091,840   238,168   (78,434)   7,251,574 
Equity securities   2,892   3   (4)   2,891 
                 

Total investment portfolio  $ 7,094,732  $ 238,171  $ (78,438)  $ 7,254,465 

(1) At March 31, 2010 and December 31, 2009, gross unrealized losses for residential mortgage-backed securities include $1.8 million in other-than-
temporary impairment losses recorded in other comprehensive income, since the adoption of new guidance on other-than-temporary impairments.

The amortized cost and fair values of debt securities at March 31, 2010, by contractual maturity, are shown below. Expected maturities will differ from
contractual maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.  Because most auction
rate and mortgage-backed securities provide for periodic payments throughout their lives, they are listed below in separate categories.
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  Amortized   Fair  
March 31, 2010  Cost   Value  
  (In thousands of dollars)  
       
Due in one year or less  $ 552,964  $ 554,561 
Due after one year through five years   2,814,325   2,887,534 
Due after five years through ten years   1,338,697   1,381,866 
Due after ten years   1,995,238   2,062,366 
   6,701,224   6,886,327 
         
Residential mortgage-backed securities   88,865   92,107 
Auction rate securities (1)   511,375   488,860 
         
Total at March 31, 2010  $ 7,301,464  $ 7,467,294 

(1) At March 31, 2010, 98% of auction rate securities had a contractual maturity greater than 10 years.
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At March 31, 2010 and December 31, 2009, the investment portfolio had gross unrealized losses of $50.7 million and $78.4 million, respectively.  For those
securities in an unrealized loss position, the length of time the securities were in such a position, as measured by their month-end fair values, is as follows:

 Less Than 12 Months  12 Months or Greater  Total  
 Fair  Unrealized  Fair  Unrealized  Fair  Unrealized  
March 31, 2010 Value  Losses  Value  Losses  Value  Losses  
 (In thousands of dollars)  
U.S. Treasury securities and obligations of

U.S. government corporations and
agencies  $ 222,153  $ 1,079  $ -  $ -  $ 222,153  $ 1,079 

Obligations of U.S. states and political
subdivisions   784,176   22,407   338,587   17,066   1,122,763   39,473 

Corporate debt securities   505,697   7,426   -   -   505,697   7,426 
Residential mortgage-backed securities   8,715   1,323   870   183   9,585   1,506 
Debt issued by foreign sovereign

governments   53,056   1,122   6,788   79   59,844   1,201 
Equity securities   1,130   4   -   -   1,130   4 

Total investment portfolio  $ 1,574,927  $ 33,361  $ 346,245  $ 17,328  $ 1,921,172  $ 50,689 
                         
                         
 Less Than 12 Months  12 Months or Greater  Total  
 Fair  Unrealized  Fair  Unrealized  Fair  Unrealized  
December 31, 2009 Value  Losses  Value  Losses  Value  Losses  
 (In thousands of dollars)  
U.S. Treasury securities and obligations of

U.S. government corporations and
agencies  $ 434,362  $ 6,357  $ -  $ -  $ 434,362  $ 6,357 

Obligations of U.S. states and political
subdivisions   926,860   29,390   398,859   30,485   1,325,719   59,875 

Corporate debt securities   453,804   9,158   -       453,804   9,158 
Residential mortgage-backed securities   8,743   1,764   870   222   9,613   1,986 
Debt issued by foreign sovereign

governments   56,122   1,058   -   -   56,122   1,058 
Equity securities   2,398   4   -   -   2,398   4 

Total investment portfolio  $ 1,882,289  $ 47,731  $ 399,729  $ 30,707  $ 2,282,018  $ 78,438 
 
There were 368 securities in an unrealized loss position at March 31, 2010. The unrealized losses in all categories of our investments were primarily caused
by the difference in interest rates at March 31, 2010 and December 31, 2009, compared to the interest rates at the time of purchase as well as the illiquidity
premium applied in our auction rate securities discounted cash flow model, offset by improvements in the credit spreads on non-governmental securities. Of
those securities in an unrealized loss position greater than 12 months at March 31, 2010, 72 securities had a fair value greater than 80% of amortized cost and
no securities had a fair value less than 80% of amortized cost.
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Under the current guidance a debt security impairment is deemed other than temporary if we either intend to sell the security, or it is more likely than not that
we will be required to sell the security before recovery or we do not expect to collect cash flows sufficient to recover the amortized cost basis of the security.
During the first three months of 2010 we recognized OTTI in earnings of $6.1 million, compared to $25.7 million in the first three months of 2009. Our OTTI
for the first quarter of 2010 was primarily related to securities for which we had the intent to sell.

The following table provides a rollforward of the amount related to credit losses recognized in earnings for which a portion of an OTTI was recognized in
accumulated other comprehensive income (loss) for the three months ended March 31, 2010.
 

  
(In thousands

of dollars)  
    
Beginning balance at December 31, 2009  $ 1,021 

Addition for the amount related to the credit loss for which an OTTI was not previously recognized   - 
Additional increases to the amount related to the credit loss for which an OTTI was previously recognized   - 
Reductions for securities sold during the period (realized)   - 

Ending balance at March 31, 2010  $ 1,021 
 
We held approximately $489 million in auction rate securities (ARS) backed by student loans at March 31, 2010.  ARS are intended to behave like short-term
debt instruments because their interest rates are reset periodically through an auction process, most commonly at intervals of 7, 28 and 35 days. The same
auction process has historically provided a means by which we may rollover the investment or sell these securities at par in order to provide us with liquidity
as needed.  The ARS we hold are collateralized by portfolios of student loans, all of which are ultimately 97% guaranteed by the United States Department of
Education.  At March 31, 2010, 90% of our ARS portfolio was AAA/Aaa-rated by one or more of the following major rating agencies: Moody’s, Standard &
Poor’s and Fitch Ratings.

In mid-February 2008, auctions began to fail due to insufficient buyers, as the amount of securities submitted for sale in auctions exceeded the aggregate
amount of the bids.  For each failed auction, the interest rate on the security moves to a maximum rate specified for each security, and generally resets at a
level higher than specified short-term interest rate benchmarks.  At March 31, 2010, our entire ARS portfolio, consisting of 47 investments, was subject to
failed auctions; however, we received calls at par for $29.2 million in ARS from the period when the auctions began to fail through March 31, 2010. To date,
we have collected all interest due on our ARS.

As a result of the persistent failed auctions, and the uncertainty of when these investments could be liquidated at par, the investment principal associated with
failed auctions will not be accessible until successful auctions occur, a buyer is found outside of the auction process, the issuers establish a different form of
financing to replace these securities, or final payments come due according to the contractual maturities of the debt issues.
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The net realized investment gains (losses) are as follows:
 
  Three months ended  
  March 31,  
  2010   2009  
 (In thousands of dollars)  
Net realized investment gains (losses) and OTTI on investments:       

Fixed maturities  $ 26,636  $ (17,409)
Equity securities   38   124 
Other   228   24 

         
  $ 26,902  $ (17,261)
 
In the first quarter of 2010, there were gross realized gains on the sale of fixed income investments of $35.7 million offset by gross realized losses on the sale
of fixed income securities of $3.0 million and OTTI losses of $6.1 million. In the first three months of 2009, there were gross realized gains on the sale of
fixed income investments of $17.9 million offset by gross realized losses on the sale of fixed income securities of $9.5 million and OTTI losses of $25.7
million. The net realized gains on investments during 2009 was primarily the result of reducing the proportion of our investment portfolio in tax exempt
municipal securities while increasing the proportion of taxable securities principally since the tax benefits of holding tax exempt municipal securities are no
longer available based on our current net loss position. Th e majority of the gross realized losses on sales during 2009 were due to credit concerns related to
these securities which became more pronounced in the first half of 2009.
 
 
Note 8 – Fair value measurements

Fair value measurements for items measured at fair value included the following as of March 31, 2010 and December 31, 2009:
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  Fair Value   

Quoted Prices
in Active

Markets for
Identical
Assets

(Level 1)   

Significant
Other

Observable
Inputs

(Level 2)   

Significant
Unobservable

Inputs
(Level 3)  

  (in thousand of dollars)  
March 31, 2010             
Assets             
U.S. Treasury securities and obligations of U.S. government corporations and

agencies  $ 1,166,209  $ 1,166,209  $ -  $ - 
Obligations of U.S. states and political subdivisions   4,167,922   -   3,800,006   367,916 
Corporate debt securities   1,933,475   2,523   1,800,886   130,066 
Residential mortgage-backed securities   92,107   20,617   71,490   - 
Debt securities issued by foreign sovereign governments   107,581   98,420   9,161   - 

Total debt securities   7,467,294   1,287,769   5,681,543   497,982 
Equity securities   2,943   2,622   -   321 

Total investments  $ 7,470,237  $ 1,290,391  $ 5,681,543  $ 498,303 
Real estate acquired (1)   4,753   -   -   4,753 
                 
                 
December 31, 2009                 
Assets                 
U.S. Treasury securities and obligations of U.S. government corporations and

agencies  $ 735,188  $ 735,188  $ -  $ - 
                 
Obligations of U.S. states and political subdivisions   4,735,601   -   4,365,260   370,341 
                 
Corporate debt securities   1,563,741   2,559   1,431,844   129,338 
Residential mortgage-backed securities   104,052   23,613   80,439   - 
                 
Debt securities issued by foreign sovereign governments   112,992   101,983   11,009   - 

Total debt securities   7,251,574   863,343   5,888,552   499,679 
Equity securities   2,891   2,570   -   321 

Total investments  $ 7,254,465  $ 865,913  $ 5,888,552  $ 500,000 
Real estate acquired (1)   3,830   -   -   3,830 

(1) Real estate acquired through claim settlement, which is held for sale, is reported in Other Assets on the consolidated balance sheet.
 
There were no significant transfers of securities between Level 1 and Level 2 during the first quarter of 2010.
 
For assets and liabilities measured at fair value using significant unobservable inputs (Level 3), a reconciliation of the beginning and ending balances for the
three months ended March 31, 2010 and 2009 is as follows:
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Obligations of
U.S. States and

Political
Subdivisions   

Corporate Debt
Securities   

Equity
Securities   

Total
Investments   

Real Estate
Acquired  

  (in thousand of dollars)  
Balance at December 31, 2009  $ 370,341  $ 129,338  $ 321  $ 500,000  $ 3,830 

Total realized/unrealized losses:                     
                     
Included in earnings and reported as losses incurred, net   -   -   -   -   (376)
Included in other comprehensive income   907   728   -   1,635   - 
                     
Purchases, issuances and settlements   (3,332)   -   -   (3,332)   1,299 
Transfers in and/or out of Level 3   -   -   -   -   - 
Balance at March 31, 2010  $ 367,916  $ 130,066  $ 321  $ 498,303  $ 4,753 
                     
Amount of total losses included in earnings for the three

months ended March 31, 2010 attributable to the change in
unrealized losses on assets still held at March 31, 2010  $ -  $ -  $ -  $ -  $ - 

  

Obligations of
U.S. States and

Political
Subdivisions   

Corporate Debt
Securities   

Equity
Securities   

Total
Investments   

Real Estate
Acquired  

  (in thousand of dollars)  
Balance at December 31, 2008  $ 395,388  $ 150,241  $ 321  $ 545,950  $ 32,858 

Total realized/unrealized losses:                     
                     
Included in earnings and reported as realized investment

losses, net   -   (10,107)   -   (10,107)   - 
Included in earnings and reported as losses incurred, net   -   -   -   -   (153)
                     
Included in other comprehensive income   -   751   -   751   - 
Purchases, issuances and settlements   (1,876)   (2,435)   -   (4,311)   (13,404)
Transfers in and/or out of Level 3   -   -   -   -   - 
Balance at March 31, 2009  $ 393,512  $ 138,450  $ 321  $ 532,283  $ 19,301 
                     
Amount of total losses included in earnings for the three

months ended March 31, 2009 attributable to the change in
unrealized losses on assets still held at March 31, 2009  $ -  $ -  $ -  $ -  $ - 
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Additional fair value disclosures related to our investment portfolio are included in Note 7. Fair value disclosures related to our debt are included in Notes 2
and 3.

Note 9 - Comprehensive income

Our total other comprehensive income was as follows:

  Three months ended  
  March 31,  
       
  2010   2009  
  (In thousands of dollars)  
       
Net loss  $ (150,091)  $ (184,560)
Other comprehensive income (loss)   5,790   76,461 
         

Total other comprehensive loss  $ (144,301)  $ (108,099)
         
Other comprehensive income (loss) (net of tax):         

Change in unrealized gains and losses on investments  $ 6,206  $ 77,234 
Noncredit component of impairment loss   -   - 
Unrealized foreign currency translation adjustment   (416)   (773)

         
Other comprehensive income (loss)  $ 5,790  $ 76,461 
 
At March 31, 2010, accumulated other comprehensive income of $79.9 million included $107.8 million of net unrealized gains on investments, ($37.2)
million relating to defined benefit plans and $9.3 million related to foreign currency translation adjustment. At December 31, 2009, accumulated other
comprehensive income of $74.2 million included $101.6 million of net unrealized gains on investments, ($37.2) million relating to defined benefit plans and
$9.8 million related to foreign currency translation adjustment.

Note 10 - Benefit Plans

The following table provides the components of net periodic benefit cost for the pension, supplemental executive retirement and other postretirement benefit
plans:
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  Three Months Ended  
  March 31,  
             
  Pension and Supplemental   Other Postretirement  
  Executive Retirement Plans   Benefits  
  2010   2009   2010   2009  
  (In thousands of dollars)  
             
Service cost  $ 2,184  $ 2,045  $ 324  $ 301 
Interest cost   3,821   3,672   340   400 
Expected return on plan assets   (3,597)   (3,821)   (720)   (553)
Recognized net actuarial loss   1,438   1,719   256   472 
Amortization of transition obligation   -   -   -   - 
Amortization of prior service cost   140   158   (1,535)   (1,515)
                 
Net periodic benefit cost  $ 3,986  $ 3,773  $ (1,335)  $ (895)
 
We previously disclosed in our financial statements for the year ended December 31, 2009 that we expected to contribute approximately $10.0 million and
zero, respectively, to our pension and postretirement plans in 2010. We have not yet made any such contributions to the pension plan.

Note 11 – Income Taxes

Valuation Allowance

We review the need to establish a deferred tax asset valuation allowance on a quarterly basis. We include an analysis of several factors, among which are the
severity and frequency of operating losses, our capacity for the carryback or carryforward of any losses, the expected occurrence of future income or loss and
available tax planning alternatives. As discussed below, we have reduced our benefit from income tax by establishing a valuation allowance.

In periods prior to 2008, we deducted significant amounts of statutory contingency reserves on our federal income tax returns. The reserves were deducted to
the extent we purchased tax and loss bonds in an amount equal to the tax benefit of the deduction. The reserves are included in taxable income in future years
when they are released for statutory accounting purposes or when the taxpayer elects to redeem the tax and loss bonds that were purchased in connection with
the deduction for the reserves. Since the tax effect on these reserves exceeded the gross deferred tax assets less deferred tax liabilities, we believe that all
gross deferred tax assets recorded in periods prior to the quarter ended March 31, 2009 were fully realizable. Therefore, we established no valuation reserve.

In the first quarter of 2009, we redeemed the remaining balance of our tax and loss bonds of $431.5 million. Therefore, the remaining contingency reserves
were released for tax purposes and are no longer available to support any net deferred tax assets. Beginning with the first quarter of 2009, any benefit from
income taxes, relating to operating losses, has been reduced or eliminated by the establishment of a valuation allowance.  We have reduced our benefit from
income taxes due to the establishment of a valuation allowance for the three months ended March 31, 2010 and March 31, 2009 as follows:
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  Three months ended  
  March 31,  
  2010   2009  
  ($ in millions)  
Benefit from income taxes  $ (60.7)  $ (117.2)
Valuation allowance   59.7   31.0 
         
Tax provision (benefit)  $ (1.0)  $ (86.2)

 
The total valuation allowance as of March 31, 2010 and December 31, 2009 is $298.2 million and $238.5 million, respectively.

Recently enacted legislation expands the carryback period for certain net operating losses from 2 years to 5 years. A total benefit for income taxes of $282.0
million has been recorded during 2009 in the Consolidated Statement of Operations for the carryback of 2009 losses.
 
Giving full effect to the carryback of net operating losses for federal income tax purposes, we have approximately $1.1 billion of net operating loss
carryforwards on a regular tax basis and $323 million of net operating loss carryforwards for computing the alternative minimum tax as of March 31, 2010.
Any unutilized carryforwards are scheduled to expire at the end of tax years 2029 and 2030.

The Internal Revenue Service (“IRS”) has completed separate examinations of our federal income tax returns for the years 2000 through 2004 and 2005
through 2007 and has issued assessments for unpaid taxes, interest and penalties. The primary adjustment in both examinations relates 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”). This
portfolio has been managed and maintained during years prior to, during and subsequent to the examination period. The IRS has indicated that it does not
believe that, for various reasons, we have established sufficient tax basis in the REMIC residual interests to deduct the losses from taxable income. We
disagree with this conclusion and believe that the flow through i ncome and loss from these investments was properly reported on our federal income tax
returns in accordance with applicable tax laws and regulations in effect during the periods involved and have appealed these adjustments. The appeals process
is ongoing and may last for an extended period of time, but at this time it is difficult to predict with any certainty when it may conclude. The assessment for
unpaid taxes related to the REMIC issue for these years is $197.1 million in taxes and accuracy-related penalties, plus applicable interest. Other adjustments
during taxable years 2000 through 2007 are not material, and have been agreed to with the IRS. On July 2, 2007, we made a payment on account of $65.2
million with the United States Department of the Treasury to eliminate the further accrual of interest. We believe, after discussions with outside counsel about
the issues raised in the examinations and the procedures for resolution of the disputed adjustments, that an adequate provision for income taxes has been made
for potential liabilities that may result from these assessments. If the outcome of this matter differs materially from our estimates, it could have a material
impact on our effective tax rate, results of operations and cash flows.
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Note 12 – Loss Reserves and Premium Deficiency Reserve

Loss Reserves

Our loss estimates are established based upon historical experience. Losses incurred for the first quarter of 2010 decreased compared to the first quarter of
2009. The default inventory decreased by 9,196 delinquencies in the first quarter of 2010, compared to an increase of 13,530 in the first quarter of 2009. The
estimated severity remained relatively stable in the first quarter of 2010 and increased in the first quarter of 2009. The estimated claim rate remained
relatively flat in both the first quarter of 2010 and the first quarter of 2009.

The decrease in delinquencies experienced during the first quarter of 2010 was generally across all markets and all book years. However the age of the default
inventory continues to increase, as shown in the table below. Historically as a default ages it becomes more likely to result in a claim.

Aging of the Primary Default Inventory

   Q1 2009    Q2 2009    Q3 2009    Q4 2009    Q1 2010  
                                    
Missed payments                                    

3 payments or less   49,638   25%  50,297   24%  53,615   23%  48,252   19%  36,256   15%
4 - 11 payments   89,861   46%  93,704   44%  97,435   41%  98,210   39%  90,816   38%
12 payments or more   56,219   29%  68,236   32%  84,560   36%  103,978   42%  114,172   47%

                                         
Total primary default

inventory (1)   195,718   100%  212,237   100%  235,610   100%  250,440   100%  241,244   100%

(1) At March 31, 2009, June 30, 2009, September 30, 2009, December 31, 2009 and March 31, 2010 14,805, 15,337, 16,802, 16,389 and 17,384 loans in
default, respectively, were in our claims received inventory.

 
Before paying a claim, we can review the loan file to determine whether we are required, under the applicable insurance policy, to pay the claim or whether
we are entitled to reduce the amount of the claim. For example, all of our insurance policies provide that we can reduce or deny a claim if the servicer did not
comply with its obligation to mitigate our loss by performing reasonable loss mitigation efforts or diligently pursuing a foreclosure or bankruptcy relief in a
timely manner. We also do not cover losses resulting from property damage that has not been repaired. We are currently reviewing the loan files for the
majority of the claims submitted to us.

 
28



 

In addition, subject to rescission caps in certain of our Wall Street bulk transactions, all of our insurance policies allow us to rescind coverage under certain
circumstances. Because we review the loan origination documents and information as part of our normal processing when a claim is submitted to us,
rescissions occur on a loan by loan basis most often after we have received a claim. Historically, claim rescissions and denials, which we collectively refer to
as rescissions, were not a material portion of our claims resolved during a year. However, beginning in 2008 our rescissions of policies have materially
mitigated our paid and incurred losses. While we have a substantial pipeline of claims investigations that we expect will eventually result in rescissions, we
can give no assurance that rescissions will continue to mitig ate paid and incurred losses at the same level we have recently experienced. In addition, if an
insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal proceedings. Rescissions
mitigated our paid losses by approximately $373 million in the first quarter of 2010, compared to approximately $163 million in the first quarter of 2009.
These figures include amounts that would have resulted in either 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 the first quarter of 2010, $81 million, of the $373 mitigated, would have been applied to a deductible had the policy not
been rescinded. In the first quarter of 2009, $34 million, of the $163 million mitigated, would have been applied to a deductible. The amounts that would have
been applied to a deductible do not take into account previous rescissions that may have been applied to a deductible. While we have a subs tantial pipeline of
claims investigations that we expect will eventually result in future rescissions, we can give no assurance that rescissions will continue to mitigate paid losses
at the same level we have recently experienced.

In addition, our loss reserving methodology incorporates the effect that rescission activity is expected to have on the losses we will pay on our delinquent
inventory. We do not utilize an explicit rescission rate in our reserving methodology, but rather our reserving methodology incorporates the effects rescission
activity has had on our historical claim rate and claim severities. A variance between ultimate actual rescission rates and these estimates could materially
affect our losses incurred. Our estimation process does not include a direct correlation between claim rates and severities to projected rescission activity or
other economic conditions such as changes in unemployment rates, interest rates or housing values. Our experience is that an alysis of that nature would not
produce reliable results, as the change in one condition can not be isolated to determine its sole effect on our ultimate paid losses as our ultimate paid losses
are also influenced at the same time by other economic conditions. Based upon the increase in rescission activity during 2008 and 2009, the effects rescissions
have on our losses incurred have become material. While we do not incorporate an explicit rescission rate into our reserving methodology, we have estimated
the effects rescissions have had on our incurred losses based upon recent rescission history, as shown in the table that follows labeled “Ever to Date
Rescission Rates on Claims Received”. We estimate that rescissions mitigated our incurred losses by approximately $0.6 billion in the first quarter of 2010,
compared to approximately $0.4 billion in the first quarter of 2009; both of these figures include the benefit of claims not paid as well as the impact on our
loss reserves. The liability assoc iated with our estimate of premiums to be refunded on expected future rescissions is accrued for separately. At March 31,
2010 and December 31, 2009 the estimate of this liability totaled $142 million and $88 million, respectively. Separate components of this liability are
included in “Other liabilities” and “Premium deficiency reserves” on our consolidated balance sheet. Changes in the liability affect premiums written and
earned.
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If the insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal proceedings.
Objections to rescission may be made several years after we have rescinded an insurance policy.  Countrywide has filed a lawsuit against MGIC alleging that
MGIC has denied, and continues to deny, valid mortgage insurance claims.  We have filed an arbitration case against Countrywide regarding rescissions and
Countrywide has responded seeking material damages. For more information about this lawsuit and arbitration case, see Note 5 – “Litigation and
contingencies.”  In addition, we continue to discuss with other lenders their objections to material rescissions and are involved in other arbitration proceedings
with respect to rescissions tha t are not collectively material in amount.

Information regarding the ever-to-date rescission rates by the quarter in which the claim was received appears in the table below. No information is presented
for claims received in the most recent two quarters to allow sufficient time for a substantial percentage of the claims received in those two quarters to reach
resolution.

As of March 31, 2010
Ever to Date Rescission Rates on Claims Received
(based on count)

Quarter in Which the   ETD Rescission   ETD Claims Resolution  
Claim was Received   Rate (1)   Percentage (2)  

        
 Q1 2008   12.6%   100.0%
 Q2 2008   16.0%   100.0%
 Q3 2008   21.3%   100.0%
 Q4 2008   25.1%   99.9%
 Q1 2009   29.3%   99.5%
 Q2 2009   26.1%   98.0%
 Q3 2009   24.6%   93.0%

(1) This percentage is claims received during the quarter shown that have been rescinded as of our most recently completed quarter divided by the total claims
received during the quarter shown.
(2) This percentage is claims received during the quarter shown that have been resolved as of our most recently completed quarter divided by the total claims
received during the quarter shown. Claims resolved principally consist of claims paid plus claims rescinded.
 
A rollforward of our primary insurance default inventory for the three months ended March 31, 2010 and 2009 appears in the table below.
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  Three months ended  
  March 31,  
       
  2010   2009  
       
       
Default inventory at beginning of period   250,440   182,188 
Plus: New Notices   53,393   68,912 
Less: Cures   (49,210)   (47,337)
Less: Paids (including those charged to a deductible or captive)   (9,194)   (6,348)
Less: Rescissions and denials   (4,185)   (1,697)
Default inventory at end of period   241,244   195,718 
 
Information about the composition of the primary insurance default inventory at March 31, 2010, December 31, 2009 and March 31, 2009 appears in the table
below. Within the tables below, reduced documentation loans only appear in the reduced documentation category and do not appear in any of the other
categories.
 
  March 31,   December 31,   March 31,  
  2010   2009   2009  
          
          
Total loans delinquent (1)   241,244   250,440   195,718 
Percentage of loans delinquent (default rate)   18.14%  18.41%  13.51%
             
Prime loans delinquent (2)   148,101   150,642   106,184 
Percentage of prime loans delinquent(default rate)   13.33%  13.29%  8.88%
             
A-minus loans delinquent (2)   34,821   37,711   31,633 
Percent of A-minus loans delinquent(default rate)   38.63%  40.66%  30.91%
             
Subprime credit loans delinquent (2)   12,536   13,687   12,666 
Percentage of subprime credit loans delinquent (default rate)   47.80%  50.72%  42.69%
             
Reduced documentation loans delinquent (3)   45,786   48,400   45,235 
Percentage of reduced documentation loans delinquent (default rate)   44.58%  45.26%  37.31%
 
(1) At March 31, 2010, December 31, 2009 and March 31, 2009 41,727, 45,907 and 45,174 loans in default, respectively, related to Wall Street bulk
transactions and 17,384 16,389 and 14,805 loans in default, respectively, were in our claims received inventory.
(2) We define prime loans as those having FICO credit scores of 620 or greater, A-minus loans as those having FICO credit scores of 575-619, and subprime
credit loans as those having FICO credit scores of less than 575, all as reported to us at the time a commitment to insure is issued. Most A-minus and
subprime credit loans were written through the bulk channel. However, we classify all loans without complete documentation as “reduced documentation”
loans regardless of FICO score rather than as a prime, “A-minus” or “subprime” loan.
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(3) In accordance with industry practice, loans approved by GSE and other automated underwriting (AU) systems under "doc waiver" programs that do not
require verification of borrower income are classified by MGIC as "full documentation." Based in part on information provided by the GSEs, we estimate full
documentation 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, with respect
to new commitments, in the second half of 2008.

Pool insurance notice inventory decreased from 44,231 at December 31, 2009 to 42,664 at March 31, 2010. The pool insurance notice inventory was 35,154
at March 31, 2009.

Premium Deficiency Reserve

The components of the premium deficiency reserve at March 31, 2010, December 31, 2009 and March 31, 2009 appear in the table below.
 
  March 31,   December 31,   March 31,  
  2010   2009   2009  
  ($ millions)
Present value of expected future paid losses and expenses, net of expected future premium   (1,590)   (1,730)   (2,112)
             
Established loss reserves   1,410   1,537   1,822 
             
Net deficiency  $ (180)  $ (193)  $ (290)
 
The decrease in the premium deficiency reserve for the three months ended March 31, 2010 was $13 million as shown in the chart below, which represents
the net result of actual premiums, losses and expenses as well as a net change in assumptions for these periods. The change in assumptions for the first quarter
of 2010 is primarily related to lower estimated ultimate losses. The lower estimated ultimate losses are primarily due to lower estimated ultimate claim rates.
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  ($ millions)  
       
Premium Deficiency Reserve at December 31, 2009     $ (193)
        

Paid claims and LAE   121     
Decrease in loss reserves   (127)     
Premium earned   (32)     
Effects of present valuing on future premiums, losses and expenses   (15)     

         
Change in premium deficiency reserve to reflect actual premium, losses and expenses recognized       (53)
         
Change in premium deficiency reserve to reflect change in assumptions relating to future premiums, losses and

expenses and discount rate (1)       66 
         
Premium Deficiency Reserve at March 31, 2010      $ (180)
 
(1)  A positive number for changes in assumptions relating to premiums, losses, expenses and discount rate indicates a redundancy of prior premium
deficiency reserves.

Note 13 – Subsequent Events

In April 2010 we completed the public offering and sale of 74,883,720 shares of our common stock at a price of $10.75 per share. We received net proceeds
of approximately $772.3 million, after deducting underwriting discount and estimated offering expenses. The number of shares and proceeds reflect the
exercise in full of the underwriters’ option to purchase additional shares of common stock. The shares of common stock sold were newly issued shares.

In April 2010 we also concurrently completed the sale of $345 million principal amount of 5% Convertible Senior Notes due in 2017.  We received net
proceeds of approximately $334.5 million after deducting underwriting discount and estimated offering expenses. The principal amount and proceeds reflect
the exercise in full of the underwriters’ option to purchase additional Convertible Senior Notes. Interest on the Convertible Senior Notes will be payable semi-
annually in arrears on May 1 and November 1 of each year, beginning on November 1, 2010. We do not have the right to defer interest payments on the
Convertible Senior Notes. The Convertible Senior Notes will mature on May 1, 2017, unless earlier converted or repurchased by us. The Senior Notes are
convertible, at the holder's option, at an initial conversion rate, wh ich is subject to adjustment, of 74.4186 shares per $1,000 principal amount at any time
prior to the maturity date. This represents an initial conversion price of approximately $13.44 per share. The initial conversion price represents a 25%
conversion premium based on the $10.75 per share price to the public in our concurrent common stock offering. These Senior Notes will be equal in right of
payment to our existing senior debt and will be senior in right of payment to our existing convertible junior debt. Debt issuance costs will be amortized over
the expected life to interest expense.
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We intend to use the net proceeds from the offerings to provide funds to repay at maturity or repurchase prior to maturity the $78.4 million outstanding
principal amount of our 5.625% Senior Notes due in September 2011 and for our general corporate purposes, which may include improving liquidity by
providing funds for debt service and increasing the capital of MGIC and other subsidiaries.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OFFINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
 
Overview

Through our subsidiary MGIC, we are the leading provider of private mortgage insurance in the United States to the home mortgage lending industry.

As used below, “we” and “our” refer to MGIC Investment Corporation’s consolidated operations. The discussion below should be read in conjunction
with "Management's Discussion and Analysis of Financial Condition and Results of Operations" in our Annual Report on Form 10-K for the year ended
December 31, 2009.  We refer to this Discussion as the “10-K MD&A.” In the discussion below, we classify, in accordance with industry practice, as “full
documentation” loans approved by GSE and other automated underwriting systems under “doc waiver” programs that do not require verification of borrower
income. For additional information about such loans, see footnote (3) to the delinquency table under “Results of Consolidated Operations-Losses-Losses
Incurred” ;. The discussion of our business in this document generally does not apply to our Australian operations which are immaterial. The results of our
operations in Australia are included in the consolidated results disclosed. For additional information about our Australian operations, see “Overview—
Australia” in our 10-K MD&A.
 
 
Forward Looking Statements

As discussed under “Forward Looking Statements and Risk Factors” below, actual results may differ materially from the results contemplated by forward
looking statements. We are not undertaking any obligation to update any forward looking statements or other statements we may make in the following
discussion or elsewhere in this document even though these statements may be affected by events or circumstances occurring after the forward looking
statements or other statements were made. Therefore no reader of this document should rely on these statements being accurate as of any time other than the
time at which this document was filed with the Securities and Exchange Commission.
 
 
Outlook

At this time, we are facing two particularly significant challenges:

 · Whether we will have sufficient capital to continue to write new business.  This challenge is discussed under “Capital” below.

 · Whether private mortgage insurance will remain a significant credit enhancement alternative for low down payment single family
mortgages.  This challenge is discussed under “Fannie Mae and Freddie Mac” below.

 
35



 

Capital

At March 31, 2010, MGIC’s policyholders position exceeded the required regulatory minimum by approximately $143 million, and we exceeded the
required minimum by approximately $215 million on a combined statutory basis. (The combined figures give effect to reinsurance with subsidiaries of our
holding company.) At March 31, 2010, MGIC’s risk-to-capital was 20.2:1 and was 23.2:1 on a combined statutory basis. For additional information about
how we calculate risk-to-capital, see “Liquidity and Capital Resources – Risk to Capital” below.

The insurance laws or regulations of 17 states, including Wisconsin, 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
risk-to-capital requirement. While formulations of minimum capital may vary in certain states, the most common measure applied allows for a maximum
permitted risk-to-capital ratio of 25 to 1.  Based upon internal company estimates, MGIC’s risk-to-capital ratio over the next few years, after giving effect to
any contribution of the proceeds from our April 2010 common stock and concurrent convertible notes offering to MGIC, could reach 40 to 1 or even higher.

In December 2009, the OCI issued an order waiving, until December 31, 2011, the minimum risk-to-capital ratio. MGIC has also applied for waivers in
all other jurisdictions that have risk-to-capital requirements. MGIC has received waivers from some of these states. These waivers expire at various times,
with the earliest expiration being December 31, 2010. Some jurisdictions have denied the request because a waiver is not authorized under the jurisdictions’
statutes or regulations and others may deny the request on other grounds. The OCI and other state insurance departments, in their sole discretion, may modify,
terminate or extend their waivers. If the OCI or other state insurance department modifies or terminates its waiver, or if it fails to renew its waiver after
expiration, MGIC would be prevented from writing new business anywhere, in the case of the waiver from the OCI, or in the particular jurisdiction, in the
case of the other waivers, if MGIC’s risk-to-capital ratio exceeds 25 to 1 unless MGIC raised additional capital to enable it to comply with the risk-to-capital
requirement. New insurance written in the states that have risk-to-capital ratio limits represented approximately 50% of new insurance written in 2009. If we
were prevented from writing new business in all states, 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 applicable risk-to-capital requirement or obtained a necessary waiver to allow us to once again write new business.

We cannot assure you that the OCI or any other jurisdiction that has granted a waiver of its risk-to-capital ratio requirements will not modify or revoke
the waiver, that it will renew the waiver when it expires or that we could raise additional capital to comply with the risk-to-capital requirement. Depending on
the circumstances, the amount of additional capital we might need could be substantial. See our risk factor titled “Your ownership in our company may be
diluted by additional capital that we raise or if the holders of our outstanding convertible debentures convert their debentures into shares of our common
stock”.

We are in the final stages of implementing a plan to write new mortgage insurance in MIC in selected jurisdictions in order to address the likelihood that
in the future MGIC will not meet the minimum regulatory capital requirements discussed above and may not be able to obtain appropriate waivers of these
requirements in all jurisdictions in which minimum requirements are present. In December 2009, the OCI also approved a transaction under which MIC will
be eligible to write new mortgage guaranty insurance policies only in jurisdictions where MGIC does not meet minimum capital requirements similar to those
waived by the OCI and does not obtain a waiver of those requirements from that jurisdiction’s regulatory authority. MIC has received the necessary approvals
to write business in all of the jurisdictions in which MGIC would be prohibited from continuing to write new business due to MGIC’s failure to meet
applicable regulatory capital requirements and obtain waivers of those requirements.

 
36



 

In October 2009, we, MGIC and MIC entered into an agreement with Fannie Mae (the “Fannie Mae Agreement”) under which MGIC agreed to
contribute $200 million to MIC (which MGIC has done) and Fannie Mae approved MIC as an eligible mortgage insurer through December 31, 2011 subject
to the terms of the Fannie Mae Agreement. Under the Fannie Mae Agreement, MIC will be eligible to write mortgage insurance only in those 16 other
jurisdictions in which MGIC cannot write new insurance due to MGIC’s failure to meet regulatory capital requirements and if MGIC fails to obtain relief
from those requirements or a specified waiver of them. The Fannie Mae Agreement, including certain restrictions imposed on us, MGIC and MIC, is
summarized more fully in, and included as an exhibit to, our Form 8-K filed with the Securities and Exchang e Commission (the “SEC”) on October 16,
2009.

On February 11, 2010, Freddie Mac notified MGIC (the “Freddie Mac Notification”) that it may utilize MIC to write new business in states in which
MGIC does not meet minimum regulatory capital requirements to write new business and does not obtain appropriate waivers of those requirements. This
conditional approval to use MIC as a “Limited Insurer” will expire December 31, 2012. This conditional approval includes terms substantially similar to those
in the Fannie Mae Agreement and is summarized more fully in our Form 8-K filed with the SEC on February 16, 2010.

Under the Fannie Mae Agreement, Fannie Mae approved MIC as an eligible mortgage insurer only through December 31, 2011 and Freddie Mac has
approved MIC as a “Limited Insurer” only through December 31, 2012. Whether MIC will continue as an eligible mortgage insurer after these dates will be
determined by the applicable GSE’s mortgage insurer eligibility requirements then in effect. For more information, see our risk factor titled “MGIC may not
continue to meet the GSEs’ mortgage insurer eligibility requirements”. Further, under the Fannie Mae Agreement and the Freddie Mac Notification, MGIC
cannot capitalize MIC with more than the $200 million contribution without prior approval from each GSE, which limits the amount of business MIC can
write. We believe that the amount of capital that MGIC has contr ibuted to MIC will be sufficient to write business for the term of the Fannie Mae Agreement
in the jurisdictions in which MIC is eligible to do so. Depending on the level of losses that MGIC experiences in the future, however, it is possible that
regulatory action by one or more jurisdictions, including those that do not have specific regulatory capital requirements applicable to mortgage insurers, may
prevent MGIC from continuing to write new insurance in some or all of the jurisdictions in which MIC is not eligible to write business.

A failure to meet the specific minimum regulatory capital requirements to insure new business does not necessarily mean that MGIC does not have
sufficient resources to pay claims on its insurance liabilities. While we believe that we have claims paying resources at MGIC that exceed our claim
obligations on our insurance in force, even in scenarios in which we fail to meet regulatory capital requirements, we cannot assure you that the events that
lead to us failing to meet regulatory capital requirements would not also result in our not having sufficient claims paying resources. Furthermore, our
estimates of our claims paying resources and claim obligations are based on various assumptions. These assumptions include our anticipated rescission
activity, future housing values and future unemployment rates. These assumptions are subject t o inherent uncertainty and require judgment by management.
Current conditions in the domestic economy make the assumptions about housing values and unemployment highly volatile in the sense that there is a wide
range of reasonably possible outcomes. Our anticipated rescission activity is also subject to inherent uncertainty due to the difficulty of predicting the amount
of claims that will be rescinded and the outcome of any dispute resolution proceedings related to rescissions that we make.
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Fannie Mae and Freddie Mac

In September 2008, the Federal Housing Finance Agency (“FHFA”) was appointed as the conservator of the GSEs. As their conservator, FHFA controls
and directs the operations of the GSEs. The appointment of FHFA as conservator, the increasing role that the federal government has assumed in the
residential mortgage market, our industry’s inability, due to capital constraints, to write sufficient business to meet the needs of the GSEs or other factors may
increase the likelihood that the business practices of the GSEs change in ways that may have a material adverse effect on us. In addition, these factors may
increase the likelihood that the charters of the GSEs are changed by new federal legislation. Such changes may allow the GSEs to reduce or eliminate the
level of private mortgage insurance coverage that they use as c redit enhancement, which could have a material adverse effect on our revenue, results of
operations or financial condition. The Obama administration and certain members of Congress have publicly stated that that they are considering proposing
significant changes to the GSEs. As a result, it is uncertain what role that the GSEs will play in the domestic residential housing finance system in the future
or the impact of any such changes on our business.

For a number of years, the GSEs have had programs under which on certain loans lenders could choose a mortgage insurance coverage percentage that
was only the minimum required by their charters, with the GSEs paying a lower price for these loans (“charter coverage”). The GSEs have also had programs
under which on certain loans they would accept a level of mortgage insurance above the requirements of their charters but below their standard coverage
without any decrease in the purchase price they would pay for these loans (“reduced coverage”). Effective January 1, 2010, Fannie Mae broadly expanded the
types of loans eligible for charter coverage and in the second quarter of 2010 Fannie Mae eliminated its reduced coverage program. In recent years, a majority
of our volume was on loans with GSE standard coverage, a substantial portion of our volume has been on loans with reduced coverage, and a minor portion of
our volume has been on loans with charter coverage. We charge higher premium rates for higher coverages. During the first quarter of 2010, the portion of
our volume insured at charter coverage has been approximately the same as in the recent years and, due in part to the elimination of reduced coverage by
Fannie Mae, the portion of our volume insured at standard coverage has increased. Also, the pricing changes we plan to implement on May 1, 2010 (see “—
The premiums we charge may not be adequate to compensate us for our liabilities for losses and as a result any inadequacy could materially affect our
financial condition and results of operations”.) would eliminate a lender’s incentive to use Fannie Mae charter coverage in place of standard coverage.
However, to the extent lenders selling loans to Fannie Mae in the future did choose charter coverage for loans that we insure, our revenues would be reduced
and we could experience other adverse effects.

Both of the GSEs have policies which provide guidelines on terms under which they can conduct business with mortgage insurers, such as MGIC, with
financial strength ratings below Aa3/AA-. (MGIC’s financial strength rating from Moody’s is Ba3, with a positive outlook; and from Standard & Poor’s is
B+, with a negative outlook) For information about how these policies could affect us, see our risk factor titled “MGIC may not continue to meet the GSEs’
mortgage insurer eligibility requirements”.
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Debt at our Holding Company and Holding Company Capital Resources

In April 2010 we completed the public offering and sale of 74,883,720 shares of our common stock at a price of $10.75 per share. We received net
proceeds of approximately $772.3 million, after deducting underwriting discount and estimated offering expenses. In April 2010 we also concurrently
completed the sale of $345 million principal amount of 5% Convertible Senior Notes due in 2017.  We received net proceeds of approximately $334.5 million
after deducting underwriting discount and estimated offering expenses. These Senior Notes will be equal in right of payment to our existing senior debt and
will be senior in right of payment to our existing convertible junior debt.

We intend to use the net proceeds from the offerings to provide funds to repay at maturity or repurchase prior to maturity the $78.4 million outstanding
principal amount of our 5.625% Senior Notes due in September 2011 and for our general corporate purposes, which may include improving liquidity by
providing funds for debt service and increasing the capital of MGIC and other subsidiaries.

At March 31, 2010, we had approximately $85 million in short-term investments at our holding company.  Prior to the offerings referred to above, these
investments were virtually all of our holding company’s liquid assets. As of March 31, 2010, our holding company’s obligations included $78.4 million of
debt which is scheduled to mature in September 2011 and $300 million of Senior Notes due in November 2015, both of which must be serviced pending
scheduled maturity.  On an annual basis, as of March 31, 2010 our use of funds at the holding company for interest payments on our Senior Notes
approximated $21 million. As a result of the offering of Convertible Senior Notes referred to above, our annual interest payments increased by $17.3 million.
See Note 3 to our consolidated financial statements for a disc ussion of our election to defer payment of interest on our $389.5 million in junior convertible
debentures due in 2063. The annual interest payments on these debentures approximate $35 million, excluding interest on the interest payments that have
been deferred.  See Notes 2, 3 and 13 to our consolidated financial statements for additional information about this indebtedness.  Prior to raising capital in
the public markets in 2008 and 2010, dividends from MGIC were the principal source of our holding company’s cash inflow. The last such dividend was paid
in the third quarter of 2008. In 2010 and 2011, MGIC cannot pay any dividends to our holding company without approval from the OCI. There can be no
assurances that such approvals can be obtained in order to service the debt at our holding company.
 
 
Loan Modification and Other Similar Programs

Beginning in the fourth quarter of 2008, the federal government, including through the Federal Deposit Insurance Corporation (the “FDIC”) and the
GSEs, and several lenders have adopted programs to modify loans to make them more affordable to borrowers with the goal of reducing the number of
foreclosures. For the quarter ending March 31, 2010, we were notified of modifications involving loans with risk in force of approximately $734 million.
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One such program is the Home Affordable Modification Program (“HAMP”), which was announced by the US Treasury in early 2009. Some of HAMP’s
eligibility criteria require current information about borrowers, such as his or her current income and non-mortgage debt payments. Because the GSEs and
servicers do not share such information with us, we cannot determine with certainty the number of loans in our delinquent inventory that are eligible to
participate in HAMP. We believe that it could take several months from the time a borrower has made all of the payments during HAMP’s three month “trial
modification” period for the loan to be reported to us as a cured delinquency. We are aware of approximately 43,100 loans in our primary delinquent
inventory at March 31, 2010 for which the HAMP trial period has begun and approximately 11,600 delinquent primary loans have cured their delinquency
after entering HAMP. We rely on information provided to us by the GSEs and servicers. We do not receive all of the information from such sources that is
required to determine with certainty the number of loans that are participating in, or have successfully completed, HAMP.

Under HAMP, a net present value test (the “NPV Test”) is used to determine if loan modifications will be offered. For loans owned or guaranteed by the
GSEs, servicers may, depending on the results of the NPV Test and other factors, be required to offer loan modifications, as defined by HAMP, to borrowers.
As of December 1, 2009, the GSEs changed how the NPV Test is used. These changes made it more difficult for some loans to be modified under HAMP.
While we lack sufficient data to determine the impact of these changes, we believe that they may materially decrease the number of our loans that will
participate in HAMP. In January 2010 the United States Treasury department further modified the HAMP eligibility requirements. Effective June 1, 2010 a
servicer may evaluate and initiate a HAMP trial modification for a borrower on ly after the servicer receives certain documents that allow the servicer to
verify the borrower’s income and the cause of the borrower’s financial hardship. Previously, these documents were not required to be submitted until after the
successful completion of HAMP’s trial modification period. We believe that this will decrease the number of new HAMP trial modifications.

The effect on us of loan modifications depends on how many modified loans subsequently re-default, which in turn can be affected by changes in housing
values. Re-defaults can result in losses for us that could be greater than we would have paid had the loan not been modified. At this point, we cannot predict
with a high degree of confidence what the ultimate re-default rate will be, and therefore we cannot ascertain with confidence whether these programs will
provide material benefits to us. In addition, because we do not have information in our database for all of the parameters used to determine which loans are
eligible for modification programs, our estimates of the number of loans qualifying for modification programs are inherently uncertain. If legislation is
enacted to permit a mortgage balance to be reduced in bankruptcy, we wo uld still be responsible to pay the original balance if the borrower re-defaulted on
that mortgage after its balance had been reduced. Various government entities and private parties have enacted foreclosure (or equivalent) moratoriums. Such
a moratorium does not affect the accrual of interest and other expenses on a loan. Unless a loan is modified during a moratorium to cure the default, at the
expiration of the moratorium additional interest and expenses would be due which could result in our losses on loans subject to the moratorium being higher
than if there had been no moratorium.

Eligibility under loan modification programs can also adversely affect us by creating an incentive for borrowers who are able to make their mortgage
payments to become delinquent in an attempt to obtain the benefits of a modification. New notices of delinquency are a factor that increases our incurred
losses.
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Factors Affecting Our Results

Our results of operations are affected by:

 · Premiums written and earned

Premiums written and earned in a year are influenced by:

 · New insurance written, which increases insurance in force, and is the aggregate principal amount of the mortgages that are insured during a
period. Many factors affect new insurance written, including the volume of low down payment home mortgage originations and competition to
provide credit enhancement on those mortgages, including competition from the FHA, other mortgage insurers, GSE programs that may reduce
or eliminate the demand for mortgage insurance and other alternatives to mortgage insurance. New insurance written does not include loans
previously insured by us which are modified, such as loans modified under the Home Affordable Refinance Program.

 · Cancellations, which reduce insurance in force. Cancellations due to refinancings are affected by the level of current mortgage interest rates
compared to the mortgage coupon rates throughout the in force book. Refinancings are also affected by current home values compared to values
when the loans in the in force book became insured and the terms on which mortgage credit is available. Cancellations also include rescissions,
which require us to return any premiums received related to the rescinded policy, and policies canceled due to claim payment. Finally,
cancellations are affected by home price appreciation, which can give homeowners the right to cancel the mortgage insurance on their loans.

 · Premium rates, which are affected by the risk characteristics of the loans insured and the percentage of coverage on the loans. See our discussion
of premium rate changes on new insurance written beginning May 1, 2010 under “Results of Consolidated Operations—New insurance written”.

 · Premiums ceded to reinsurance subsidiaries of certain mortgage lenders (“captives”) and risk sharing arrangements with the GSEs.

Premiums are generated by the insurance that is in force during all or a portion of the period. Hence, changes in the average insurance in force in the
current period compared to an earlier period is a factor that will increase (when the average in force is higher) or reduce (when it is lower) premiums written
and earned in the current period, although this effect may be enhanced (or mitigated) by differences in the average premium rate between the two periods as
well as by premiums that are returned or expected to be returned in connection with rescissions and premiums ceded to captives or the GSEs. Also, new
insurance written and cancellations during a period will generally have a greater effect on premiums written and earned in subsequent periods than in the
period in which these events occur.

 · Investment income
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Our investment portfolio is comprised almost entirely of fixed income securities rated “A” or higher. The principal factors that influence investment
income are the size of the portfolio and its yield. As measured by amortized cost (which excludes changes in fair market value, such as from changes in
interest rates), the size of the investment portfolio is mainly a function of cash generated from (or used in) operations, such as net premiums received,
investment earnings, net claim payments and expenses, less cash provided by (or used for) non-operating activities, such as debt or stock issuances or
repurchases or dividend payments.  Realized gains and losses are a function of the difference between the amount received on sale of a security and the
security’s amortized cost, as well as any “other than temporary” impairments recognized in earnings.  The amount received on sale of fixed income securities
is affected by the coupon rate of the security compared to the yield of comparable securities at the time of sale.

 · Losses incurred

Losses incurred are the current expense that reflects estimated payments that will ultimately be made as a result of delinquencies on insured loans. As
explained under “Critical Accounting Policies”, except in the case of premium deficiency reserves, we recognize an estimate of this expense only for
delinquent loans. Losses incurred are generally affected by:

 · The state of the economy, including unemployment, and housing values, each of which affects the likelihood that loans will become delinquent
and whether loans that are delinquent cure their delinquency. The level of new delinquencies has historically followed a seasonal pattern, with
new delinquencies in the first part of the year lower than new delinquencies in the latter part of the year, though this pattern can be affected by
the state of the economy and the strength of local housing markets.

 · The product mix of the in force book, with loans having higher risk characteristics generally resulting in higher delinquencies and claims.

 · The size of loans insured, with higher average loan amounts tending to increase losses incurred.

 · The percentage of coverage on insured loans, with deeper average coverage tending to increase incurred losses.

 · Changes in housing values, which affect our ability to mitigate our losses through sales of properties with delinquent mortgages as well as
borrower willingness to continue to make mortgage payments when the value of the home is below the mortgage balance.

 · The rates at which we rescind policies. Our estimated loss reserves reflect mitigation from rescissions of policies and denials of claims, using the
rate at which we have rescinded claims during recent periods. We collectively refer to such rescissions and denials as “rescissions” and
variations of this term.

 · The distribution of claims over the life of a book. Historically, the first two years after loans are originated are a period of relatively low claims,
with claims increasing substantially for several years subsequent and then declining, although persistency, the condition of the economy,
including unemployment and housing prices, and other factors can affect this pattern. For example, a weak economy or housing price declines
can lead to claims from older books increasing, continuing at stable levels or experiencing a lower rate of decline. See our risk factor titled
“Mortgage Insurance Earnings and Cash Flow Cycle” and “–Losses Incurred” below.
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 · Changes in premium deficiency reserves

Each quarter, we re-estimate the premium deficiency reserve on the remaining Wall Street bulk insurance in force. The premium deficiency reserve
primarily changes from quarter to quarter as a result of two factors.  First, it changes as the actual premiums, losses and expenses that were previously
estimated are recognized. Each period such items are reflected in our financial statements as earned premium, losses incurred and expenses. The difference
between the amount and timing of actual earned premiums, losses incurred and expenses and our previous estimates used to establish the premium deficiency
reserves has an effect (either positive or negative) on that period’s results. Second, the premium deficiency reserve changes as our assumptions relating to the
present value of expected future premiums, losses and expense s on the remaining Wall Street bulk insurance in force change. Changes to these assumptions
also have an effect on that period’s results.

 · Underwriting and other expenses

The majority of our operating expenses are fixed, with some variability due to contract underwriting volume. Contract underwriting generates fee income
included in “Other revenue.”

 · Interest expense

Interest expense reflects the interest associated with our outstanding debt obligations. The principal amount of our long-term debt obligations at March
31, 2010 is comprised of approximately $78.4 million of 5.625% Senior Notes due in September 2011, $300 million of 5.375% Senior Notes due in
November 2015, and $389.5 million in convertible debentures due in 2063 (interest on these debentures accrues and compounds even if we defer the payment
of interest), as discussed in Notes 2 and 3 to our consolidated financial statements and under “Liquidity and Capital Resources” below. At March 31, 2010,
the convertible debentures are reflected as a liability on our consolidated balance sheet at the current amortized value of $297.3 million, with the unamortized
discount reflected in equity. See Note 13 to our consolidated fin ancial statements for a discussion of our 5% Convertible Senior Notes issued in April 2010.
 
 
Mortgage Insurance Earnings and Cash Flow Cycle

In our industry, a “book” is the group of loans insured in a particular calendar year. In general, the majority of any underwriting profit (premium revenue
minus losses) that a book generates occurs in the early years of the book, with the largest portion of any underwriting profit realized in the first year.
Subsequent years of a book generally result in modest underwriting profit or underwriting losses. This pattern of results typically occurs because relatively
few of the claims that a book will ultimately experience typically occur in the first few years of the book, when premium revenue is highest, while subsequent
years are affected by declining premium revenues, as the number of insured loans decreases (primarily due to loan prepayments), and increasing losses.
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Summary of 2010 First Quarter Results

Our results of operations for the first quarter of 2010 were principally affected by:
 
· Net premiums written and earned

Net premiums written and earned during the first quarter of 2010 decreased when compared to the same period in 2009 due to higher levels of rescissions
and an increase in our estimates for expected premium refunds due to expected rescissions, as well as a lower average insurance in force, due to reduced
levels of new insurance written, offset by lower ceded premiums due to captive terminations and run-offs.

· Investment income

Investment income in the first quarter of 2010 was lower when compared to the same period in 2009 due to a decrease in the pre-tax yield.

· Realized gains (losses) and other-than-temporary impairments

Net realized gains for the first quarter of 2010 included $33.0 million in net realized gains on the sale of fixed income investments offset by $6.1 million
in OTTI losses. Net realized losses for the first quarter of 2009 included $25.7 million in OTTI losses offset by $8.4 million in net realized gains on the sale
of fixed income investments.

· Losses incurred

Losses incurred for the first quarter of 2010 decreased compared to the first quarter of 2009. The default inventory decreased by 9,196 delinquencies in
the first quarter of 2010, compared to an increase of 13,530 in the first quarter of 2009. It is too early, however, to predict whether the inventory will decline
in quarters subsequent to the first quarter of 2010. The estimated severity remained relatively stable in the first quarter of 2010 and increased in the first
quarter of 2009. The estimated claim rate remained relatively flat in both the first quarter of 2010 and the first quarter of 2009.

· Premium deficiency

During the first quarter of 2010 the premium deficiency reserve on Wall Street bulk transactions declined by $13 million from $193 million, as of
December 31, 2009, to $180 million as of March 31, 2010.  The decrease in the premium deficiency represents the net result of actual premiums, losses and
expenses as well as a net change in assumptions primarily related to lower estimated premiums. The $180 million premium deficiency reserve as of March
31, 2010 reflects the present value of expected future losses and expenses that exceeded the present value of expected future premium and already established
loss reserves.
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· Underwriting and other expenses

Underwriting and other expenses for the first quarter of 2010 decreased when compared to the same period in 2009.  The decrease reflects our lower
contract underwriting volume as well as a reduction in headcount.

· Interest expense

Interest expense for the first quarter of 2010 decreased when compared to the same period in 2009. The decrease is due to repaying the $200 million
credit facility in the second quarter of 2009 as well as the repurchase, during 2009, of approximately $121.6 million of our Senior Notes due in September
2011. See Note 13 to our consolidated financial statements for a discussion of our 5% Convertible Senior Notes issued in April 2010.

· Benefit from income taxes

We had a benefit from income taxes of $1.0 million in the first quarter of 2010, compared to a benefit from income taxes of $86.2 million in the first
quarter of 2009.  During those periods the benefit from income taxes was reduced by the establishment of a valuation allowance.  The benefit from income
taxes was reduced by $59.7 million and $31.0 million due to the establishment of a valuation allowance for the three months ended March 31, 2010 and
March 31, 2009, respectively.
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Results of Consolidated Operations

 
New insurance written

The amount of our primary new insurance written during the three months ended March 31, 2010 and 2009 was as follows:

  Three Months Ended  
  March 31,  
  2010   2009  
  ($ billions)  
       
       
Total  Primary NIW  $ 1.8  $ 6.4 
         
Refinance volume as a % of primary flow NIW   25%   58%

The decrease in new insurance written on a flow basis in the first quarter of 2010, compared to the same period in 2009, was primarily due to the
continued high market share of FHA, a loss of business from a major lender as a result of our rescission practices, and a lower overall origination market.

We anticipate our new insurance written for 2010 will be lower than the level written in 2009 due to the reasons noted in the preceding paragraph. Our
current expectation for new insurance written for the full year 2010 is $10 billion - $15 billion. Our level of new insurance written could also be affected by
other items, including those noted in our Risk Factors.

Effective May 1, 2010, we began pricing our new insurance written after considering, among other things, the borrower’s credit score in a majority of
states and, subject to regulatory approval, expect to implement these changes in the remaining states in the next several months. We made these rate changes
to be more competitive with insurance programs offered by the FHA. Had these rate changes been in place with respect to new insurance written in the
second half of 2009 and the first quarter of 2010, they would have resulted in lower premiums being charged for a substantial majority of our new insurance
written. However, during the first quarter of 2010 (continuing a trend that began in the fourth quarter of 2009), the average coverage percentage of our new
insurance written increased. We believe the increased coverage was due in part to the elimination of Fannie Mae’s reduced coverage program. See our risk
factor titled “Changes in the business practices of the GSEs, federal legislation that changes their charters or a restructuring of the GSEs could reduce our
revenues or increase our losses”. Because we charge higher premiums for higher coverages, had our reduced premium rates been in effect during the first
quarter, the effect of lower premium rates would have been largely offset by the increase in premiums due to higher coverages. We cannot predict whether our
new business written in the future will continue to have higher coverages. For more information about our rate changes, see our Form 8-K that was filed with
the SEC on February 23, 2010.
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From time to time, in response to market conditions, we increase or decrease the types of loans that we insure. In addition, we make exceptions to our
underwriting guidelines on a loan-by-loan basis and for certain customer programs. Together these exceptions accounted for less than 5% of the loans we
insured in recent quarters. The changes to our underwriting guidelines since the fourth quarter of 2007 include the creation of two tiers of “restricted
markets”. Our underwriting criteria for restricted markets do not allow insurance to be written on certain loans that could be insured if the property were
located in an unrestricted market. Beginning in September 2009, we removed several markets from our restricted markets list and moved several other
markets from our Tier Two restricted market list (for which our underwriti ng guidelines are most limiting) to our Tier One restricted market list. In addition,
we have made other changes that have relaxed our underwriting guidelines and expect to continue to make changes in appropriate circumstances that will do
so in the future.
 
 
Cancellations and insurance in force

New insurance written and cancellations of primary insurance in force during the three months ended March 31, 2010 and 2009 were as follows:

 Three Months Ended  
 March 31,  
  2010   2009  
 ($ in billions)  
       
NIW  $ 1.8  $ 6.4 
Cancellations   (6.9)   (9.5)
         
Change in primary insurance in force  $ (5.1)  $ (3.1)

 
Direct primary insurance in force was $207.1 billion at March 31, 2010, compared to $212.2 billion at December 31, 2009 and $223.9 billion at March

31, 2009.

Cancellation activity has historically been affected by the level of mortgage interest rates and the level of home price appreciation. Cancellations
generally move inversely to the change in the direction of interest rates, although they generally lag a change in direction. Cancellations also include
rescissions and policies cancelled due to claim payment.

Our persistency rate (percentage of insurance remaining in force from one year prior) was 85.6% at March 31, 2010 compared to 84.7% at December 31,
2009 and 85.1% at March 31, 2009. These improved persistency rates reflect the more restrictive credit policies of lenders (which make it more difficult for
homeowners to refinance loans), as well as declines in housing values.
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Bulk transactions

We ceased writing Wall Street bulk business in the fourth quarter of 2007. In addition, we wrote no new business through the bulk channel since the
second quarter of 2008. We expect the volume of any future business written through the bulk channel will be insignificant.  Wall Street bulk transactions, as
of March 31, 2010, included approximately 97,500 loans with insurance in force of approximately $15.8 billion and risk in force of approximately $4.6
billion, which is approximately 62% of our bulk risk in force.
 
 
Pool insurance

We are currently not issuing new commitments for pool insurance and expect that the volume of any future pool business will be insignificant.

Our direct pool risk in force was $1.6 billion, $1.7 billion and $1.8 billion at March 31, 2010, December 31, 2009 and March 31, 2009, respectively.
These risk amounts represent pools of loans with contractual aggregate loss limits and in some cases those without these limits.  For pools of loans without
these limits, risk is estimated based on the amount that would credit enhance the loans in the pool to a “AA” level based on a rating agency model. Under this
model, at March 31, 2010, December 31, 2009 and March 31, 2009, for $1.9 billion, $2.0 billion and $2.5 billion, respectively, risk in force is calculated at
$181 million, $190 million and $149 million, respectively.

One of our pool insurance insureds is computing the aggregate loss limit under a pool insurance policy at a higher level than we are computing this limit
because we believe the original aggregate limit decreases over time while the insured believes the limit remains constant.  At March 31, 2010, the difference
was approximately $420 million and under our interpretation this difference will increase in August 2010 and in August of years thereafter.  This difference
has had no effect on our results of operations because the aggregate paid losses plus the portion of our loss reserves attributable to this policy have been below
our interpretation of the loss limit and is expected to be below that limit for some time. In addition, this difference has had no effect on our pool loss forecasts
because we do not include the benefits of aggregate loss limits in those forecasts.

Net premiums written and earned

Net premiums written during the first quarter of 2010 decreased when compared to the same period in 2009 due to the following reasons:

 o higher levels of rescissions and expected rescissions, which result in a return of premium, and

 o lower average insurance in force, due to reduced levels of new insurance written.

These were offset by the following:

 o lower ceded premiums due to captive terminations and run-offs. In a captive termination, the arrangement is cancelled, with no future premium
ceded and funds for any incurred but unpaid losses transferred to us. In a run-off, no new loans are reinsured by the captive but loans previously
reinsured continue to be covered, with premium and losses continuing to be ceded on those loans.

 
48



 
 

We expect our average insurance in force in 2010 to continue to decline. We expect our premium yields (net premiums written or earned, expressed on an
annual basis, divided by the average insurance in force) in the remaining quarters of 2010 to be comparable or slightly higher than those experienced in the
first quarter of 2010. The level of rescissions and expected rescissions can affect the premium yields from quarter to quarter because when we rescind a loan
we return the premium we received.

Risk sharing arrangements

For the quarter ended March 31, 2010, approximately 5% of our flow new insurance written was subject to arrangements with captives which was
comparable to the year ended December 31, 2009. We expect the percentage of new insurance written subject to risk sharing arrangements to approximate 5%
for the remainder of 2010.

Effective January 1, 2009, we are no longer ceding new business under excess of loss reinsurance treaties with lender captive reinsurers. Loans reinsured
through December 31, 2008 under excess of loss agreements will run off pursuant to the terms of the particular captive arrangement. New business will
continue to be ceded under quota share reinsurance arrangements, limited to a 25% cede rate. Beginning in 2008, many of our captive arrangements have
either been terminated or placed into run-off.

We anticipate that our ceded premiums related to risk sharing agreements will continue to decline in 2010 for the reasons discussed above.

See discussion under “-Losses” regarding losses assumed by captives.

In June 2008 we entered into a reinsurance agreement that was effective on the risk associated with up to $50 billion of qualifying new insurance written
each calendar year. The term of the reinsurance agreement began on April 1, 2008 and was scheduled to end on December 31, 2010, subject to two one-year
extensions that could have been exercised by the reinsurer. Due to our rating agency downgrades in the first quarter of 2009, under the terms of the
reinsurance agreement we ceased being entitled to a profit commission, making the agreement less favorable to us. Effective March 20, 2009, we terminated
this reinsurance agreement. The termination resulted in a reinsurance fee of $26.4 million as reflected in our results of operations for the three months ended
March, 31, 2009. There are no further obligations under this reinsurance agre ement.

Investment income

Investment income for the first quarter of 2010 decreased when compared to the same period in 2009 due to a decrease in the average investment yield.
The decrease in the average investment yield was caused both by decreases in prevailing interest rates and a decrease in the average maturity of our
investments. The portfolio’s average pre-tax investment yield was 3.17% at March 31, 2010 and 3.70% at March 31, 2009.
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Realized gains and other-than-temporary impairments

We had net realized investment gains of $33.0 million in the first quarter of 2010, compared to $8.4 million in the first quarter of 2009. The net realized
gains on investments in 2010 are primarily the result of the sale of fixed income securities. We are in the process of reducing the proportion of our investment
portfolio in tax exempt municipal securities and increasing the proportion of corporate securities. We are shifting the portfolio to taxable securities because
the tax benefits of holding tax exempt municipal securities are no longer available based on our current net loss position.

Net impairment losses recognized in earnings were $6.1 million in the first quarter of 2010 compared to $25.7 million in the first quarter of 2009. The
impairment losses in the first quarter of 2010 related to our fixed income investments, including credit losses related to debt instruments issued by health
facilities and an OTTI on an inflation linked bond. In the first quarter of 2009 our impairment losses related to our fixed income investments, including credit
losses related to collateralized debt obligations and industrial revenue bonds.

Other revenue

Other revenue for the first quarter of 2010 decreased, when compared to the same period in 2009, due to a decrease in contract underwriting revenues and
gains of $11.9 million recognized in the first quarter of 2009 from the repurchase of our September 2011 Senior Notes.

Losses

As discussed in “Critical Accounting Policies” in our 10-K MD&A, and consistent with industry practices, we establish loss reserves for future claims
only for loans that are currently delinquent. The terms “delinquent” and “default” are used interchangeably by us and are defined as an insured loan with a
mortgage payment that is 45 days or more past due. Loss reserves are established based on our estimate of the number of loans in our default inventory 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. Historically, a substantial majority of borrowers have eventually cured their delinquent loans by making their overdue payments, but this percentage
has decreased significantly in recent years.

Estimation of losses that we will pay in the future is inherently judgmental. The conditions that affect the claim rate and claim severity include the current
and future state of the 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 further
drop in housing values, which expose us to greater losses on resale of properties obtained through the claim settlement process 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, even in a stable economic environment.
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In addition, our loss reserving methodology incorporates the effects rescission activity is expected to have on the losses we will pay on our delinquent
inventory. A variance between ultimate actual rescission rates and these estimates could materially affect our losses. See our risk factor titled “We may not
continue to realize benefits from rescissions at the levels we have recently experienced and we may not prevail in proceedings challenging whether our
rescissions were proper.”

Our estimates could also be positively affected by government efforts to assist current borrowers in refinancing to new loans, assisting delinquent
borrowers and lenders in reducing their mortgage payments, and forestalling foreclosures.  In addition, private company efforts may have a positive impact on
our loss development. See discussion of HAMP under “Overview – Loan Modification and Other Similar Programs.”

Losses incurred

Our loss estimates are established based upon historical experience. Losses incurred for the first quarter of 2010 decreased compared to the first quarter
of 2009. The default inventory decreased by 9,196 delinquencies in the first quarter of 2010, compared to an increase of 13,530 in the first quarter of 2009.
The estimated severity remained relatively stable in the first quarter of 2010 and increased in the first quarter of 2009. The estimated claim rate remained
relatively flat in both the first quarter of 2010 and the first quarter of 2009.

The decrease in delinquencies experienced during the first quarter of 2010 was generally across all markets and all book years. However the age of the
default inventory continues to increase, as shown in the table below. Historically as a default ages it becomes more likely to result in a claim.
 
 
Aging of the Primary Default Inventory

  Q1 2009   Q2 2009   Q3 2009   Q4 2009   Q1 2010  
                                    
Missed payments                                    

3 payments or less   49,638   25%  50,297   24%  53,615   23%  48,252   19%  36,256   15%
4 - 11 payments   89,861   46%  93,704   44%  97,435   41%  98,210   39%  90,816   38%
12 payments or more   56,219   29%  68,236   32%  84,560   36%  103,978   42%  114,172   47%

                                         
Total primary default

inventory (1)   195,718   100%  212,237   100%  235,610   100%  250,440   100%  241,244   100%

(1) At March 31, 2009, June 30, 2009, September 30, 2009, December 31, 2009 and March 31, 2010 14,805, 15,337, 16,802, 16,389 and 17,384 loans in
default, respectively, were in our claims received inventory.

 
Before paying a claim, we can review the loan file to determine whether we are required, under the applicable insurance policy, to pay the claim or

whether we are entitled to reduce the amount of the claim. For example, all of our insurance policies provide that we can reduce or deny a claim if the servicer
did not comply with its obligation to mitigate our loss by performing reasonable loss mitigation efforts or diligently pursuing a foreclosure or bankruptcy
relief in a timely manner. We also do not cover losses resulting from property damage that has not been repaired. We are currently reviewing the loan files for
the majority of the claims submitted to us.
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In addition, subject to rescission caps in certain of our Wall Street bulk transactions, all of our insurance policies allow us to rescind coverage under
certain circumstances. Because we review the loan origination documents and information as part of our normal processing when a claim is submitted to us,
rescissions occur on a loan by loan basis most often after we have received a claim. Historically, claim rescissions and denials, which we collectively refer to
as rescissions, were not a material portion of our claims resolved during a year. However, beginning in 2008 our rescissions of policies have materially
mitigated our paid and incurred losses. While we have a substantial pipeline of claims investigations that we expect will eventually result in rescissions, we
can give no assurance that rescissions will continue to miti gate paid and incurred losses at the same level we have recently experienced. In addition, if an
insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal proceedings. Rescissions
mitigated our paid losses by approximately $373 million in the first quarter of 2010, compared to approximately $163 million in the first quarter of 2009.
These figures include amounts that would have resulted in either 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 the first quarter of 2010, $81 million, of the $373 mitigated, would have been applied to a deductible had the policy not
been rescinded. In the first quarter of 2009, $34 million, of the $163 million mitigated, would have been applied to a deductible. The amounts that would have
been applied to a deductible do not take into account previous rescissions that may have been applied to a deductible. While we have a sub stantial pipeline of
claims investigations that we expect will eventually result in future rescissions, we can give no assurance that rescissions will continue to mitigate paid losses
at the same level we have recently experienced.

In addition, our loss reserving methodology incorporates the effect that rescission activity is expected to have on the losses we will pay on our delinquent
inventory. We do not utilize an explicit rescission rate in our reserving methodology, but rather our reserving methodology incorporates the effects rescission
activity has had on our historical claim rate and claim severities. A variance between ultimate actual rescission rates and these estimates could materially
affect our losses incurred. Our estimation process does not include a direct correlation between claim rates and severities to projected rescission activity or
other economic conditions such as changes in unemployment rates, interest rates or housing values. Our experience is that a nalysis of that nature would not
produce reliable results, as the change in one condition can not be isolated to determine its sole effect on our ultimate paid losses as our ultimate paid losses
are also influenced at the same time by other economic conditions. Based upon the increase in rescission activity during 2008 and 2009, the effects rescissions
have on our losses incurred have become material. While we do not incorporate an explicit rescission rate into our reserving methodology, we have estimated
the effects rescissions have had on our incurred losses based upon recent rescission history, as shown in the table that follows labeled “Ever to Date
Rescission Rates on Claims Received”. We estimate that rescissions mitigated our incurred losses by approximately $0.6 billion in the first quarter of 2010,
compared to approximately $0.4 billion in the first quarter of 2009; both of these figures include the benefit of claims not paid as well as the impact on our
loss reserves. The liability asso ciated with our estimate of premiums to be refunded on expected future rescissions is accrued for separately. At March 31,
2010 and December 31, 2009 the estimate of this liability totaled $142.0 million and $88.3 million, respectively. Separate components of this liability are
included in “Other liabilities” and “Premium deficiency reserves” on our consolidated balance sheet. Changes in the liability affect premiums written and
earned.
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If the insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal proceedings.
Objections to rescission may be made several years after we have rescinded an insurance policy.  Countrywide has filed a lawsuit against MGIC alleging that
MGIC has denied, and continues to deny, valid mortgage insurance claims.  We have filed an arbitration case against Countrywide regarding rescissions and
Countrywide has responded seeking material damages. For more information about this lawsuit and arbitration case, see Part II, Item 1 of this Report.  In
addition, we continue to discuss with other lenders their objections to material rescissions and are involved in other arbitration proceedings with respect to
rescissions that are not collectivel y material in amount.

Information regarding the ever-to-date rescission rates by the quarter in which the claim was received appears in the table below. No information is
presented for claims received in the most recent two quarters to allow sufficient time for a substantial percentage of the claims received in those two quarters
to reach resolution.
 

As of March 31, 2010
Ever to Date Rescission Rates on Claims Received
(based on count)

Quarter in Which the   ETD Rescission   ETD Claims Resolution  
Claim was Received   Rate (1)   Percentage (2)  

        
 Q1 2008   12.6%   100.0%
 Q2 2008   16.0%   100.0%
 Q3 2008   21.3%   100.0%
 Q4 2008   25.1%   99.9%
 Q1 2009   29.3%   99.5%
 Q2 2009   26.1%   98.0%
 Q3 2009   24.6%   93.0%

(1) This percentage is claims received during the quarter shown that have been rescinded as of our most recently completed quarter divided by the total claims
received during the quarter shown.
(2) This percentage is claims received during the quarter shown that have been resolved as of our most recently completed quarter divided by the total claims
received during the quarter shown. Claims resolved principally consist of claims paid plus claims rescinded.

We anticipate that the ever-to-date rescission rate in the more recent quarters will increase, to a greater or lesser degree, as the ever-to-date resolution
percentage becomes 100%.

As discussed under “–Risk Sharing Arrangements,” a portion of our flow new insurance written is subject to reinsurance arrangements with lender
captives. The majority of these reinsurance arrangements have, historically, been aggregate excess of loss reinsurance agreements, and the remainder were
quota share agreements. As discussed under “–Risk Sharing Arrangements” effective January 1, 2009 we are no longer ceding new business under excess of
loss reinsurance treaties with lender captives. Loans reinsured through December 31, 2008 under excess of loss agreements will run off pursuant to the terms
of the particular captive arrangement.  Under the aggregate excess of loss agreements, we are responsible for the first aggregate layer of loss, which is
typically between 4% and 5%, the captive s are responsible for the second aggregate layer of loss, which is typically 5% or 10%, and we are responsible for
any remaining loss. The layers are typically expressed as a percentage of the original risk on an annual book of business reinsured by the captive. The
premium cessions on these agreements typically ranged from 25% to 40% of the direct premium. Under a quota share arrangement premiums and losses are
shared on a pro-rata basis between us and the captives, with the captives’ portion of both premiums and losses typically ranging from 25% to 50%. Beginning
June 1, 2008 new loans insured through quota share captive arrangements are limited to a 25% cede rate.
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Under these agreements the captives are required to maintain a separate trust account, of which we are the sole beneficiary. Premiums ceded to a captive
are deposited into the applicable trust account to support the captive’s layer of insured risk. These amounts are held in the trust account and are available to
pay reinsured losses. The captive’s ultimate liability is limited to the assets in the trust account. When specific time periods are met and the individual trust
account balance has reached a required level, then the individual captive may make authorized withdrawals from its applicable trust account.  In most cases,
the captives are also allowed to withdraw funds from the trust account to pay verifiable federal income taxes and operational expenses. Conversely, if the
account balance falls below certain thresholds, the individual captive may be required to contribute funds to the trust account.  However, in most cases, our
sole remedy if a captive does not contribute such funds is to put the captive into run-off, in which case no new business would be ceded to the captive. In the
event that the captives’ incurred but unpaid losses exceed the funds in the trust account, and the captive does not deposit adequate funds, we may also be
allowed to terminate the captive agreement, assume the captives obligations, transfer the assets in the trust accounts to us, and retain all future premium
payments. We intend to exercise this additional remedy when it is available to us. However, if the captive would challenge our right to do so, the matter would
be determined by arbitration. The reinsurance recoverable on loss reserves related to captive agreements was approximately $304 million at March 31, 2010
and $297 million at December 31, 2009. The total fair value of the trust fund assets under these agr eements at March 31, 2010 was $562 million, compared
to $547 million at December 31, 2009. During 2009, $119 million of trust fund assets were transferred to us. The transferred funds resulted in an increase in
our investment portfolio (including cash and cash equivalents) and there was a corresponding decrease in our reinsurance recoverable on loss reserves, which
is offset by a decrease in our net losses paid. There were no captive terminations during the first quarter of 2010.

In the first quarter of 2010, captive arrangements reduced our losses incurred by approximately $25 million, compared to a $74 million captive reduction
in the first quarter of 2009.  We anticipate that the reduction in losses incurred will be lower in 2010, compared to 2009, as some of our captive arrangements
were terminated in 2009.

A rollforward of our primary insurance default inventory for the three months ended March 31, 2010 and 2009 appears in the table below.
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  Three months ended  
  March 31,  
       
  2010   2009  
       
       
Default inventory at beginning of period   250,440   182,188 
Plus: New Notices   53,393   68,912 
Less: Cures   (49,210)   (47,337)
Less: Paids (including those charged to a deductible or captive)   (9,194)   (6,348)
Less: Rescissions and denials   (4,185)   (1,697)
Default inventory at end of period   241,244   195,718 
 

Information about the composition of the primary insurance default inventory at March 31, 2010, December 31, 2009 and March 31, 2009 appears in the
table below. Within the tables below, reduced documentation loans only appear in the reduced documentation category and do not appear in any of the other
categories.
 
  March 31,   December 31,   March 31,  
  2010   2009   2009  
          
          
Total loans delinquent (1)   241,244   250,440   195,718 
Percentage of loans delinquent (default rate)   18.14%  18.41%  13.51%
             
Prime loans delinquent (2)   148,101   150,642   106,184 
Percentage of prime loans delinquent(default rate)   13.33%  13.29%  8.88%
             
A-minus loans delinquent (2)   34,821   37,711   31,633 
Percent of A-minus loans delinquent(default rate)   38.63%  40.66%  30.91%
             
Subprime credit loans delinquent (2)   12,536   13,687   12,666 
Percentage of subprime credit loans delinquent (default rate)   47.80%  50.72%  42.69%
             
Reduced documentation loans delinquent (3)   45,786   48,400   45,235 
Percentage of reduced documentation loans delinquent (default rate)   44.58%  45.26%  37.31%
 
(1) At March 31, 2010, December 31, 2009 and March 31, 2009 41,727, 45,907 and 45,174 loans in default, respectively, related to Wall Street bulk
transactions and 17,384 16,389 and 14,805 loans in default, respectively, were in our claims received inventory.
(2) We define prime loans as those having FICO credit scores of 620 or greater, A-minus loans as those having FICO credit scores of 575-619, and subprime
credit loans as those having FICO credit scores of less than 575, all as reported to us at the time a commitment to insure is issued. Most A-minus and
subprime credit loans were written through the bulk channel. However, we classify all loans without complete documentation as “reduced documentation”
loans regardless of FICO score rather than as a prime, “A-minus” or “subprime” loan.
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(3) In accordance with industry practice, loans approved by GSE and other automated underwriting (AU) systems under "doc waiver" programs that do not
require verification of borrower income are classified by MGIC as "full documentation."   Based in part on information provided by the GSEs, we estimate
full documentation 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, with
respect to new commitments, in the second half of 2008.

Pool insurance notice inventory decreased from 44,231 at December 31, 2009 to 42,664 at March 31, 2010. The pool insurance notice inventory was
35,154 at March 31, 2009.

The average primary claim paid for the first quarter of 2010 was $53,070, compared to $53,585 for the first quarter of 2009.  The average claim paid can
vary materially from period to period based upon a variety of factors, on both a national and state basis, including the geographic mix, average loan amount
and average coverage percentage of loans for which claims are paid.

The average claim paid for the top 5 states (based on 2010 paid claims) for the three months ended March 31, 2010 and 2009 appears in the table below.

Average claim paid  Three Months Ended  
  March 31,  
  2010   2009  
Florida  $ 66,315  $ 67,667 
California   95,061   117,037 
Arizona   63,830   60,645 
Michigan   36,076   36,563 
Nevada   78,316   78,981 
All other states   45,251   43,485 
         
All states  $ 53,070  $ 53,585 
 

The average loan size of our insurance in force at March 31, 2010, December 31, 2009 and March 31, 2009 appears in the table below.
 
Average loan size  March 31,   December 31,   March 31,  
  2010   2009   2009  
Total insurance in force  $ 155,730  $ 155,960  $ 154,590 
Prime (FICO 620 & >)   154,430   154,480   152,080 
A-Minus (FICO 575-619)   129,950   130,410   131,700 
Subprime (FICO < 575)   118,040   118,440   120,480 
Reduced doc (All FICOs)   202,120   203,340   207,020 
 

The average loan size of our insurance in force at March 31, 2010, December 31, 2009 and March 31, 2009 for the top 5 states (based on 2010 paid
claims) appears in the table below.
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Average loan size  March 31,   December 31,   March 31,  
  2010   2009   2009  
Florida  $ 177,318  $ 178,262  $ 180,008 
California   287,154   288,650   292,219 
Arizona   187,735   188,614   190,064 
Michigan   121,288   121,431   121,063 
Nevada   219,192   220,506   223,170 
All other states   147,665   147,713   145,819 
 

Information about net paid claims during the three months ended March 31, 2010 and 2009 appears in the table below.
 
  Three Months Ended  
Net paid claims ($ millions)  March 31,  
  2010   2009  
Prime (FICO 620 & >)  $ 288  $ 160 
A-Minus (FICO 575-619)   62   59 
Subprime (FICO < 575)   21   24 
Reduced doc (All FICOs)   113   92 
Other   35   18 
Direct losses paid   519   353 
Reinsurance   (17)   (9)
Net losses paid   502   344 
LAE   17   12 
Net losses and LAE paid before terminations   519   356 
Reinsurance terminations   -   - 
Net losses and LAE paid  $ 519  $ 356 
 

Primary claims paid for the top 15 states (based on 2010 paid claims) and all other states for the three months ended March 31, 2010 and 2009 appears in
the table below.
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Paid Claims by state ($ millions)

  Three Months Ended  
  March 31,  
  2010   2009  
       
Florida  $ 71  $ 33 
California   66   70 
Arizona   37   23 
Michigan   28   26 
Nevada   24   13 
Illinois   21   13 
Texas   19   11 
Georgia   19   15 
Ohio   16   12 
Virginia   16   9 
Maryland   13   4 
Minnesota   11   12 
Massachusetts   10   6 
Washington   10   3 
Wisconsin   8   5 
All other states   115   80 
   484   335 
Other (Pool, LAE, Reinsurance)   35   21 
  $ 519  $ 356 
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The default inventory in those same states at March 31, 2010, December 31, 2009 and March 31, 2009 appears in the table below.
 
Default inventory by state

  March 31,   December 31,   March 31,  
  2010   2009   2009  
Florida   37,619   38,924   32,689 
California   18,490   19,661   17,009 
Arizona   8,320   8,791   7,280 
Michigan   12,098   12,759   10,316 
Nevada   5,640   5,803   4,783 
Illinois   13,685   13,722   9,997 
Texas   13,055   13,668   10,132 
Georgia   10,700   10,905   8,170 
Ohio   10,442   11,071   8,683 
Virginia   4,237   4,464   3,638 
Maryland   4,863   4,940   3,725 
Minnesota   4,462   4,674   3,914 
Massachusetts   3,570   3,661   2,909 
Washington   3,917   3,768   2,391 
Wisconsin   4,659   4,923   3,529 
All other states   85,487   88,706   66,553 
   241,244   250,440   195,718 
 

The default inventory at March 31, 2010, December 31, 2009 and March 31, 2009 separated between our flow and bulk business appears in the table below.

Default inventory

  March 31,   December 31,   March 31,  
  2010   2009   2009  
Flow   180,898   185,828   134,745 
Bulk   60,346   64,612   60,973 
   241,244   250,440   195,718 
 

The flow default inventory by policy year at March 31, 2010, December 31, 2009 and March 31, 2009 appears in the table below.

Flow Default inventory by Policy Year

  March 31,   December 31,   March 31,  
Policy year:  2010   2009   2009  
2003 and prior   26,741   28,242   23,348 
2004   13,420   13,869   10,607 
2005   20,784   21,354   16,570 
2006   31,911   33,373   26,345 
2007   71,545   73,304   50,283 
2008   16,261   15,524   7,591 
2009   236   162   1 
   180,898   185,828   134,745 
 

Beginning in 2008, the rate at which claims are received and paid slowed for a combination of reasons, including foreclosure moratoriums, servicing
delays, court delays, loan modifications and our claims investigations. Although these factors continue to affect our paid claims, we believe that paid claims
in 2010 will exceed the $1.7 billion paid in 2009 as most of the foreclosure delays have either been removed or incorporated into the servicers’ processing
time.
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As of March 31, 2010, 55% of our primary insurance in force was written subsequent to December 31, 2006. On our flow business, the highest claim
frequency years have typically been the third and fourth year after the year of loan origination. On our bulk business, the period of highest claims frequency
has generally occurred earlier than in the historical pattern on our flow business. However, the pattern of claims frequency can be affected by many factors,
including persistency and deteriorating economic conditions. Low persistency can have the effect of accelerating the period in the life of a book during which
the highest claim frequency occurs. Deteriorating economic conditions can result in increasing claims following a period of declining claims.
 
Premium deficiency

During the first quarter of 2010, the premium deficiency reserve on Wall Street bulk transactions declined by $13 million from $193 million, as of
December 31, 2009, to $180 million as of March 31, 2010.  The $180 million premium deficiency reserve as of March 31, 2010 reflects the present value of
expected future losses and expenses that exceeded the present value of expected future premium and already established loss reserves. The discount rate used
in the calculation of the premium deficiency reserve at March 31, 2010 was 3.2%.

The components of the premium deficiency reserve at March 31, 2010, December 31, 2009 and March 31, 2009 appear in the table below.
 
  March 31,   December 31,   March 31,  
  2010   2009   2009  
  ($ millions)  
Present value of expected future paid losses and expenses, net of expected future premium   (1,590)   (1,730)   (2,112)
             
Established loss reserves   1,410   1,537   1,822 
             
Net deficiency  $ (180)  $ (193)  $ (290)
 

The decrease in the premium deficiency reserve for the three months ended March 31, 2010 was $13 million as shown in the chart below, which
represents the net result of actual premiums, losses and expenses as well as a net change in assumptions for these periods. The change in assumptions for the
first quarter of 2010 is primarily related to lower estimated ultimate losses. The lower estimated ultimate losses are primarily due to lower estimated ultimate
claim rates.
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  ($ millions)  
       
Premium Deficiency Reserve at December 31, 2009     $ (193)
        

Paid claims and LAE   121     
Decrease in loss reserves   (127)     
Premium earned   (32)     
Effects of present valuing on future premiums, losses and expenses   (15)     

         
Change in premium deficiency reserve to reflect actual premium, losses and expenses recognized       (53)
         
Change in premium deficiency reserve to reflect change in assumptions relating to future premiums, losses and

expenses and discount rate (1)       66 
         
Premium Deficiency Reserve at March 31, 2010      $ (180)
 
(1)  A positive number for changes in assumptions relating to premiums, losses, expenses and discount rate indicates a redundancy of prior premium
deficiency reserves.
 

Each quarter, we re-estimate the premium deficiency reserve on the remaining Wall Street bulk insurance in force. The premium deficiency reserve
primarily changes from quarter to quarter as a result of two factors.  First, it changes as the actual premiums, losses and expenses that were previously
estimated are recognized. Each period such items are reflected in our financial statements as earned premium, losses incurred and expenses. The difference
between the amount and timing of actual earned premiums, losses incurred and expenses and our previous estimates used to establish the premium deficiency
reserves has an effect (either positive or negative) on that period’s results.  Second, the premium deficiency reserve changes as our assumptions relating to the
present value of expected future premiums, losses and expenses on the remaining Wall Street bulk insurance in force change.  Changes to these assumptions
also have an effect on that period’s results.

At March 31, 2010, and the end of each quarter, we performed a premium deficiency analysis on the portion of our book of business not covered by the
premium deficiency described above. That analysis concluded that, as of March 31, 2010, there was no premium deficiency on such portion of our book of
business. For the reasons discussed below, our analysis of any potential deficiency reserve is subject to inherent uncertainty and requires significant judgment
by management. To the extent, in a future period, expected losses are higher or expected premiums are lower than the assumptions we used in our analysis,
we could be required to record a premium deficiency reserve on this portion of our book of business in such period.

The calculation of premium deficiency reserves requires the use of significant judgments and estimates to determine the present value of future premium
and present value of expected losses and expenses on our business.  The present value of future premium relies on, among other things, assumptions about
persistency and repayment patterns on underlying loans.  The present value of expected losses and expenses depends on assumptions relating to severity of
claims and claim rates on current defaults, and expected defaults in future periods. These assumptions also include an estimate of expected rescission activity.
Similar to our loss reserve estimates, our estimates for premium deficiency reserves could be adversely affected by several factors, including a deterioration
of regional or economic conditions leading to a reduction in borrowers’ income and thus their ability to make mortgage payments, and a drop in housing
values that could expose us to greater losses.  Assumptions used in calculating the deficiency reserves can also be affected by volatility in the current housing
and mortgage lending industries.  To the extent premium patterns and actual loss experience differ from the assumptions used in calculating the premium
deficiency reserves, the differences between the actual results and our estimates will affect future period earnings and could be material.
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Underwriting and other expenses

Underwriting and other expenses for the first quarter of 2010 decreased when compared to the same period in 2009. The decrease reflects our lower
contract underwriting volume as well as reductions in headcount.

Ratios

The table below presents our loss, expense and combined ratios for our combined insurance operations for the three months ended March 31, 2010 and
2009.

  Three Months Ended  
  March 31,  
       
  2010   2009  
Loss ratio   167.1%   213.0%
Expense ratio   18.4%   14.7%
Combined ratio   185.5%   227.7%

 
The loss ratio is the ratio, expressed as a percentage, of the sum of incurred losses and loss adjustment expenses to net premiums earned. The loss ratio

does not reflect any effects due to premium deficiency. The decrease in the loss ratio in the first quarter of 2010, compared to the first quarter of 2009, was
due to a decrease in losses incurred, offset by a decrease in premiums earned. The expense ratio is the ratio, expressed as a percentage, of underwriting
expenses to net premiums written. The increase in the expense ratio in the first quarter of 2010, compared to the first quarter of 2009, was due to a decrease in
premiums written, which was partially offset by a decrease in underwriting and other expenses. The combined ratio is the sum of the loss ratio and the
expense ratio.

Interest expense

Interest expense for the first quarter of 2010 decreased when compared to the same period in 2009. The decrease is due to repaying the $200 million
credit facility in the second quarter of 2009 as well as the repurchase, during 2009, of approximately $121.6 million of our Senior Notes due in September
2011.

See Note 13 to our consolidated financial statements for a discussion of our 5% Convertible Senior Notes issued in April 2010.
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Income taxes

The effective tax rate (benefit) on our pre-tax loss was (0.7%) in the first quarter of 2010, compare to (31.8%) in the first quarter of 2009.  During those
periods the benefit from income taxes was reduced by the establishment of a valuation allowance.  The difference in the rate exists primarily because the
valuation allowance in 2010 eliminated substantially all of our tax benefits for the quarter, while in 2009 only a portion of the benefits for the quarter were
eliminated.

We review the need to establish a deferred tax asset valuation allowance on a quarterly basis. We include an analysis of several factors, among which are
the severity and frequency of operating losses, our capacity for the carryback or carryforward of any losses, the expected occurrence of future income or loss
and available tax planning alternatives. As discussed below, we have reduced our benefit from income tax by establishing a valuation allowance.

In periods prior to 2008, we deducted significant amounts of statutory contingency reserves on our federal income tax returns. The reserves were
deducted to the extent we purchased tax and loss bonds in an amount equal to the tax benefit of the deduction. The reserves are included in taxable income in
future years when they are released for statutory accounting purposes or when the taxpayer elects to redeem the tax and loss bonds that were purchased in
connection with the deduction for the reserves. Since the tax effect on these reserves exceeded the gross deferred tax assets less deferred tax liabilities, we
believe that all gross deferred tax assets recorded in periods prior to the quarter ended March 31, 2009 were fully realizable. Therefore, we established no
valuation reserve.

In the first quarter of 2009, we redeemed the remaining balance of our tax and loss bonds of $431.5 million. Therefore, the remaining contingency
reserves were released for tax purposes and are no longer available to support any net deferred tax assets. Beginning with the first quarter of 2009, any benefit
from income taxes, relating to operating losses, has been reduced or eliminated by the establishment of a valuation allowance.  We have reduced our benefit
from income taxes due to the establishment of a valuation allowance for the three months ended March 31, 2010 and March 31, 2009 as follows:
 

  Three months ended  
  March 31,  
  2010   2009  
  ($ in millions)  
Benefit from income taxes  $ (60.7)  $ (117.2)
Valuation allowance   59.7   31.0 
         
Tax provision (benefit)  $ (1.0)  $ (86.2)

 
The total valuation allowance as of March 31, 2010 and December 31, 2009 is $298.2 million and $238.5 million, respectively.

Recently enacted legislation expands the carryback period for certain net operating losses from 2 years to 5 years. A total benefit for income taxes of
$282.0 million was recorded during 2009 in the Consolidated Statement of Operations for the carryback of 2009 losses.
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Giving full effect to the carryback of net operating losses for federal income tax purposes, we have approximately $1.1 billion of net operating loss
carryforwards on a regular tax basis and $323 million of net operating loss carryforwards for computing the alternative minimum tax as of March 31, 2010.
Any unutilized carryforwards are scheduled to expire at the end of tax years 2029 and 2030.
 
 
Financial Condition

At March 31, 2010, based on fair value, approximately 94% of our fixed income securities were invested in ‘A’ rated and above, readily marketable
securities, concentrated in maturities of less than 15 years. The composition of ratings at March 31, 2010, December 31, 2009 and December 31, 2008 are
shown in the table below. While the percentage of our investment portfolio rated ‘A’ or better has not changed materially since December 31, 2008, the
percentage of our investment portfolio rated ‘AAA’ has declined and the percentage rated ‘AA’ and ‘A’ has increased. Contributing to the changes in ratings is
an increase in corporate bond investments (we expect such increases to continue and to lead to the percentage of the investment portfolio rated ‘AAA’ to
decline), and downgrades of municipal investments. The municipal downgrades can be attributed to downgrades of the financial guaranty insurers and
downgrades to the underlying credit.

Investment Portfolio Ratings

   At   At   At  

   
March 31,

2010   
December 31,

2009   
December 31,

2008  
           
AAA    45%  47%  58%
AA    30%  30%  24%
A    19%  17%  13%

              
A or better    94%  94%  95%

              
BBB and below    6%  6%  5%

              
Total    100%  100%  100%

Approximately 19% of our investment portfolio is guaranteed by a financial guarantor.  We evaluate the credit risk of securities through analysis of the
underlying fundamentals. The extent of our analysis depends on a variety of factors, including the issuer’s sector, scale, profitability, debt cover, ratings and
the tenor of the investment. A breakdown of the portion of our investment portfolio covered by a financial guarantor by credit rating, including the rating
without the guarantee is shown below. The ratings are provided by one or more of the following major rating agencies: Moody’s, Standard & Poor’s and Fitch
Ratings.
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At March 31, 2010

   Guarantor Rating  
Underlying Rating   AA+   AA-   BBB+   NR     R All  
   ($ millions)  
AAA   $ -  $ 2  $ -  $ -  $ 18  $ 20 
AA    6   191   314   -   164   675 
A    -   151   285   -   187   623 
BBB    -   27   28   15   18   88 
BB    -   -   6   -   -   6 

   $ 6  $ 371  $ 633  $ 15  $ 387  $ 1,412 
 

At March 31, 2010, based on fair value, $27 million of fixed income securities are relying on financial guaranty insurance to elevate their rating to ‘A’
and above. Any future downgrades of these financial guarantor ratings would leave the percentage of fixed income securities ‘A’ and above effectively
unchanged.

We primarily place our investments in instruments that meet high credit quality standards, as specified in our investment policy guidelines. The policy
guidelines also limit the amount of our credit exposure to any one issue, issuer and type of instrument. At March 31, 2010, the modified duration of our fixed
income investment portfolio was 3.2 years, which means that an instantaneous parallel shift in the yield curve of 100 basis points would result in a change of
3.2% in the fair value of our fixed income portfolio. For an upward shift in the yield curve, the fair value of our portfolio would decrease and for a downward
shift in the yield curve, the fair value would increase.

We held approximately $489 million in auction rate securities (“ARS”) backed by student loans at March 31, 2010. ARS are intended to behave like
short-term debt instruments because their interest rates are reset periodically through an auction process, most commonly at intervals of 7, 28 and 35 days.
The same auction process has historically provided a means by which we may rollover the investment or sell these securities at par in order to provide us with
liquidity as needed.  In mid-February 2008, auctions began to fail due to insufficient buyers, as the amount of securities submitted for sale in auctions
exceeded the aggregate amount of the bids.  For each failed auction, the interest rate on the security moves to a maximum rate specified for each security, and
generally resets at a level higher than specified short-term interest rate benchmarks.  At March 31, 2010, our entire ARS portfolio, consisting of 47
investments, was subject to failed auctions; however, we received calls at par for $29.2 million in ARS from the period when the auctions began to fail
through March 31, 2010. To date, we have collected all interest due on our ARS and expect to continue to do so in the future.

The ARS we hold are collateralized by portfolios of student loans, all of which are ultimately 97% guaranteed by the United States Department of
Education.  At March 31, 2010, approximately 90% of our ARS portfolio was AAA/Aaa-rated by one or more of the following major rating agencies:
Moody’s, Standard & Poor’s and Fitch Ratings.

At March 31, 2010, our total assets included $818 million of cash and cash equivalents as shown on our consolidated balance sheet. In addition, included
in “Other assets” is $79.7 million of principal and interest receivable related to the sale of our remaining interest in Sherman Financial Group LLC as
discussed in Note 10 to our consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2009.
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At March 31, 2010, we had $78.4 million, 5.625% Senior Notes due in September 2011 and $300 million, 5.375% Senior Notes due in November 2015,
with a combined fair value of $316.1 million, outstanding. At March 31, 2010, we also had $389.5 million principal amount of 9% Convertible Junior
Subordinated Debentures due in 2063 outstanding, which at March 31, 2010 are reflected as a liability on our consolidated balance sheet at the current
amortized value of $297.3 million, with the unamortized discount reflected in equity. The fair value of the convertible debentures was approximately $427.5
million at March 31, 2010. At March 31, 2010 we also had $55.0 million of deferred interest outstanding on the convertible debentures which is included in
other liabilities on the consolidated balance sheet. See Note 13 to our consolidated financial statements for information related to our proceeds from the sale
of common stock and issuance of our 5% Convertible Senior Notes in April 2010.

The Internal Revenue Service (“IRS”) has completed separate examinations of our federal income tax returns for the years 2000 through 2004 and 2005
through 2007 and has issued assessments for unpaid taxes, interest and penalties. The primary adjustment in both examinations relates 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 has
indicated that it does not believe that, for various reasons, we have established sufficient tax basis in the REMIC residual interests to deduct the losses from
taxable income. We disagree with this conclusion and believe that the flow through income and loss from these investments was properly reported on our
federal income tax returns in accordance with appli cable tax laws and regulations in effect during the periods involved and have appealed these adjustments.
The appeals process is ongoing and may last for an extended period of time, but at this time it is difficult to predict with any certainty when it may conclude.
The assessment for unpaid taxes related to the REMIC issue for these years is $197.1 million in taxes and accuracy-related penalties, plus applicable interest.
Other adjustments during taxable years 2000 through 2007 are not material, and have been agreed to with the IRS. On July 2, 2007, we made a payment of
$65.2 million with the United States Department of the Treasury to eliminate the further accrual of interest. Although the resolution of this issue is uncertain,
we believe that sufficient provisions for income taxes have been made for potential liabilities that may result. If the resolution of this matter differs materially
from our estimates, it could have a material impact on our effective tax rate, results of operations and cash flows.

The total amount of unrecognized tax benefits as of March 31, 2010 is $91.1 million. All of the unrecognized tax benefits would affect our effective tax
rate. We recognize interest accrued and penalties related to unrecognized tax benefits in income taxes. We have accrued $22.9 million for the payment of
interest as of March 31, 2010. The establishment of this liability required estimates of potential outcomes of various issues and required significant judgment.
Although the resolutions of these issues are uncertain, we believe that sufficient provisions for income taxes have been made for potential liabilities that may
result. If the resolutions of these matters differ materially from these estimates, it could have a material impact on our effective tax rate, results of operations
and cash flows. Although it is reasonably possible th at a significant change in the balance of unrecognized tax benefits may occur within the next twelve
months, at this time it is not possible to estimate the range due to the uncertainty of the potential outcomes.
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Our principal exposure to loss is our obligation to pay claims under MGIC’s mortgage guaranty insurance policies. At March 31, 2010, MGIC’s direct
(before any reinsurance) primary and pool risk in force, which is the unpaid principal balance of insured loans as reflected in our records multiplied by the
coverage percentage, and taking account of any loss limit, was approximately $56.3 billion. In addition, as part of our contract underwriting activities, we are
responsible for the quality of our underwriting decisions in accordance with the terms of the contract underwriting agreements with customers. We may be
required to provide certain remedies to our customers if certain standards relating to the quality of our underwriting work are not met, and we have an
established reserve for such obligations. Through March 31, 201 0, the cost of remedies provided by us to customers for failing to meet the standards of the
contracts has not been material. However, a generally positive economic environment for residential real estate that continued until approximately 2007 may
have mitigated the effect of some of these costs, and claims for remedies may be made a number of years after the underwriting work was performed. A
material portion of our new insurance written through the flow channel in recent years, including for 2006 and 2007, has involved loans for which we
provided contract underwriting services. We believe the rescission of mortgage insurance coverage on loans on which we also provided contract underwriting
services may make a claim for a contract underwriting remedy more likely to occur. Beginning in the second half of 2009, we experienced an increase in
claims for contract underwriting remedies, which may continue. Hence, there can be no assurance that contract underwriting remedies will not be material in
the future.
 
 
Liquidity and Capital Resources

Overview

Our sources of funds consist primarily of:

 · our investment portfolio (which is discussed in “Financial Condition” above), and interest income on the portfolio,

 · net premiums that we will receive from our existing insurance in force as well as policies that we write in the future and

 · amounts that we expect to recover from captives (which is discussed in “Results of Consolidated Operations – Risk-Sharing Arrangements” and
“Results of Consolidated Operations – Losses – Losses Incurred” above).

 
Our obligations consist primarily of:

 · claim payments under MGIC’s mortgage guaranty insurance policies,

 · $78.4 million of 5.625% Senior Notes due in September 2011,

 · $300 million of 5.375% Senior Notes due in November 2015,

 · $345 million of convertible senior notes due in 2017,
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 · $389.5 million of convertible debentures due in 2063,

 · interest on the foregoing debt instruments, including $55.0 million of deferred interest on our convertible debentures and

 · the other costs and operating expenses of our business.

For the first time in many years, beginning in 2009, claim payments exceeded premiums received. We expect that this trend will continue. As discussed
under “Results of Consolidated Operations – Losses –Losses incurred” above, due to the uncertainty regarding how certain factors, such as foreclosure
moratoriums, servicing and court delays, loan modifications, claims investigations and rescissions, will affect our future paid claims it has become even more
difficult to estimate the amount and timing of future claim payments. When we experience cash shortfalls, we can fund them through sales of short-term
investments and other investment portfolio securities, subject to insurance regulatory requirements regarding the payment of dividends to the extent funds
were required by an entity other than the seller. Substan tially all of the investment portfolio securities are held by our insurance subsidiaries.

We anticipate that any taxes recovered due to the change in the net operating loss carryback period, as discussed under “Income Taxes” above, will
primarily be credited to our operating subsidiaries.

Debt at Our Holding Company and Holding Company Capital Resources

See Note 13 - “Subsequent Events” for information related to our sale of common stock and issuance of convertible senior notes in April 2010. For
additional information about debt at our holding company, see Notes 2 and 3 to our consolidated financial statements.

The senior notes and convertible debentures are obligations of MGIC Investment Corporation and not of its subsidiaries. We are a holding company and
the payment of dividends from our insurance subsidiaries, which prior to raising capital in the public markets in 2008 and 2010 had been the principal source
of our holding company cash inflow, is restricted by insurance regulation. MGIC is the principal source of dividend-paying capacity.  In 2009, MGIC did not
pay any dividends to our holding company. In 2010 and 2011, MGIC cannot pay any dividends to our holding company without approval from the OCI.

As of March 31, 2010, we had a total of approximately $85 million in short-term investments at our holding company. Prior to the offerings referred to
above, these investments were virtually all of our holding company’s liquid assets. As of March 31, 2010, our holding company’s obligations included $78.4
million of debt which is scheduled to mature before the end of 2011 and must be serviced pending scheduled maturity and $300 million of Senior Notes due
in November 2015.  On an annual basis, as of March 31, 2010 our use of funds at the holding company for interest payments on our Senior Notes
approximated $21 million. As a result of the offering of Convertible Senior Notes referred to above, our annual interest payments increased by $17.3 million.
See Note 3 to our consolidated financial statements for a discuss ion of our election to defer payment of interest on our junior convertible debentures. The
annual interest payments on these debentures approximate $35 million, excluding interest on the interest payments that have been deferred.
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In 2009, we repurchased for cash approximately $121.6 million in par value of our 5.625% Senior Notes due in September 2011. We recognized a gain
on the repurchases of approximately $27.2 million, which is included in other revenue on our consolidated statement of operations for the year ended
December 31, 2009. We may from time to time continue to seek to acquire our debt obligations through cash purchases and/or exchanges for other
securities.  We may do this in open market purchases, privately negotiated acquisitions or other transactions.  The amounts involved may be material.

Risk-to-Capital

Our risk-to-capital ratio is computed on a statutory basis for our combined insurance operations and is our net risk in force divided by our policyholders’
position. Our net risk in force includes both primary and pool risk in force, and excludes risk on policies that are currently in default and for which loss
reserves have been established. The risk amount represents pools of loans or bulk deals with contractual aggregate loss limits and in some cases without these
limits. For pools of loans without such limits, risk is estimated based on the amount that would credit enhance the loans in the pool to a “AA” level based on a
rating agency model. Policyholders’ position consists primarily of statutory policyholders’ surplus (which increases as a result of statutory net income and
decreases as a result of s tatutory net loss and dividends paid), plus the statutory contingency reserve. The statutory contingency reserve is reported as a
liability on the statutory balance sheet. A mortgage insurance company is required to make annual contributions to the contingency reserve of approximately
50% of net earned premiums. These contributions must generally be maintained for a period of ten years.  However, with regulatory approval a mortgage
insurance company may make early withdrawals from the contingency reserve when incurred losses exceed 35% of net earned premium in a calendar year.

The premium deficiency reserve discussed under “Results of Consolidated Operations – Losses – Premium deficiency” above is not recorded as a
liability on the statutory balance sheet and is not a component of statutory net income. The present value of expected future premiums and already established
loss reserves and statutory contingency reserves, exceeds the present value of expected future losses and expenses, so no deficiency is recorded on a statutory
basis.

Our combined insurance companies’ risk-to-capital calculation appears in the table below.
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  March 31,   December 31,  
  2010   2009  
  ($ in millions)  
       
Risk in force - net (1)  $ 40,130  $ 41,136 
         
Statutory policyholders' surplus  $ 1,415  $ 1,443 
Statutory contingency reserve   313   417 
         
Statutory policyholders' position  $ 1,728  $ 1,860 
         
         
Risk-to-capital:  23.2:1   22.1:1  
 
 (1) Risk in force – net, as shown in the table above, is net of reinsurance and exposure on policies currently in default ($13.0 billion at March 31,

2010 and $13.3 billion at December 31, 2009) and for which loss reserves have been established.

MGIC’s separate company risk-to-capital calculation appears in the table below.
 
  March 31,   December 31,  
  2010   2009  
  ($ in millions)  
       
Risk in force - net (1)  $ 34,804  $ 35,663 
         
Statutory policyholders' surplus  $ 1,415  $ 1,429 
Statutory contingency reserve   307   406 
         
Statutory policyholders' position  $ 1,722  $ 1,835 
         
         
Risk-to-capital:  20.2:1   19.4:1  
 
 (1) Risk in force – net, as shown in the table above, is net of reinsurance and exposure on policies currently in default and for which loss reserves have

been established.
 

Statutory policyholders’ position decreased in the first quarter of 2010, primarily due to losses incurred. If our statutory policyholders’ position decreases
at a greater rate than our risk in force, then our risk-to-capital ratio will continue to increase.

For additional information regarding regulatory capital see “Overview-Capital” above as well as our Risk Factor titled “Even though our plan to write
new insurance in MIC has received approval from the Office of the Commissioner of Insurance of the State of Wisconsin (“OCI”) and the GSEs, because
MGIC is not expected to meet statutory risk-to-capital requirements to write new business in various states, we cannot guarantee that the implementation of
our plan will allow us to continue to write new insurance on an uninterrupted basis.”
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Financial Strength Ratings

The financial strength of MGIC, our principal mortgage insurance subsidiary, is rated Ba3 by Moody’s Investors Service with a positive outlook.
Standard & Poor’s Rating Services’ insurer financial strength rating of MGIC is B+ and the outlook for this rating is negative. In January 2010, at our request,
Fitch withdrew its financial strength ratings of MGIC.

For further information about the importance of MGIC’s ratings, see our Risk Factor titled “MGIC may not continue to meet the GSEs’ mortgage insurer
eligibility requirements”.
 
 
Contractual Obligations

At March 31, 2010, the approximate future payments under our contractual obligations of the type described in the table below are as follows:

  Payments due by period  
Contractual Obligations ($ millions):     Less than         More than  
  Total   1 year   1-3 years   3-5 years   5 years  
Long-term debt obligations  $ 2,796  $ 38  $ 182  $ 102  $ 2,474 
Operating lease obligations   11   5   5   1   - 
Purchase obligations   1   1   -   -   - 
Pension, SERP and other post-retirement benefit plans   154   9   22   29   94 
Other long-term liabilities   6,648   2,393   3,390   865   - 
                     
Total  $ 9,610  $ 2,446  $ 3,599  $ 997  $ 2,568 
 

Our long-term debt obligations at March 31, 2010 include our approximately $78.4 million of 5.625% Senior Notes due in September 2011, $300 million
of 5.375% Senior Notes due in November 2015 and $389.5 million in convertible debentures due in 2063, including related interest, as discussed in Notes 2
and 3 to our consolidated financial statements and under “Liquidity and Capital Resources” above. Interest on our convertible debentures that would have
been payable on the scheduled interest payment dates, but which we elected to defer for 10 years as discussed in Note 3 to our consolidated financial
statements, is included in the “More than 5 years” column in the table above.  Our operating lease obligations include operating leases on certain office space,
data processing equipment and autos, as discus sed in Note 14 to our consolidated financial statements in our Annual Report on Form 10-K for the year ended
December 31, 2009. Purchase obligations consist primarily of agreements to purchase data processing hardware or services made in the normal course of
business. See Note 11 to our consolidated financial statements in our Annual Report on Form 10-K for the year ended December 31, 2009 for discussion of
expected benefit payments under our benefit plans.
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Our other long-term liabilities represent the loss reserves established to recognize the liability for losses and loss adjustment expenses related to defaults
on insured mortgage loans. The timing of the future claim payments associated with the established loss reserves was determined primarily based on two key
assumptions: the length of time it takes for a notice of default to develop into a received claim and the length of time it takes for a received claim to be
ultimately paid. The future claim payment periods are estimated based on historical experience, and could emerge significantly different than this
estimate.  As discussed under “–Losses incurred” above, due to the uncertainty regarding how certain factors, such as foreclosure moratoriums, servicing and
court delays, loan modifications, claims in vestigations and claim rescissions, will affect our future paid claims it has become even more difficult to estimate
the amount and timing of future claim payments. Current conditions in the housing and mortgage industries make all of the assumptions discussed in this
paragraph more volatile than they would otherwise be. See Note 8 to our consolidated financial statements in our Annual Report on Form 10-K for the year
ended December 31, 2009 and “-Critical Accounting Policies” in our 10-K MD&A. In accordance with GAAP for the mortgage insurance industry, we
establish loss reserves only for loans in default. Because our reserving method does not take account of the impact of future losses that could occur from loans
that are not delinquent, our obligation for ultimate losses that we expect to occur under our policies in force at any period end is not reflected in our financial
statements or in the table above.

The table above does not reflect the liability for unrecognized tax benefits due to uncertainties in the timing of the effective settlement of tax positions.
We cannot make a reasonably reliable estimate of the timing of payment for the liability for unrecognized tax benefits, net of payments on account, of $22.9
million. See Note 12 to our consolidated financial statements in our Annual Report on form 10-K for the year ended December 31, 2009 for additional
discussion on unrecognized tax benefits.

See Note 13 - “Subsequent Events” for information related to our sale of common stock and issuance of convertible senior notes in April 2010.
 
 
Forward Looking Statements and Risk Factors

General:  Our revenues and losses could be affected by the risk factors referred to under “Location of Risk Factors” below. These risk factors are an
integral part of Management’s Discussion and Analysis.

These factors may also cause actual results to differ materially from the results contemplated by forward looking statements that we may make. Forward
looking statements consist of statements which relate to matters other than historical fact. Among others, statements that include words such as we “believe”,
“anticipate” or “expect”, or words of similar import, are forward looking statements. We are not undertaking any obligation to update any forward looking
statements we may make even though these statements may be affected by events or circumstances occurring after the forward looking statements were made.
Therefore no reader of this document should rely on these statements being accurate as of any time other than the time at which this document was filed with
the Securities and Exchange Commissi on.
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Location of Risk Factors:  The risk factors are in Item 1 A of our Annual Report on Form 10-K for the year ended December 31, 2009, as supplemented
by Part II, Item 1 A of this Quarterly Report on Form 10-Q.  The risk factors in the 10-K, as supplemented by this 10-Q and through updating of various
statistical and other information, are reproduced in Exhibit 99 to this Quarterly Report on Form 10-Q.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At March 31, 2010, the derivative financial instruments in our investment portfolio were immaterial. We place our investments in instruments that meet
high credit quality standards, as specified in our investment policy guidelines; the policy also limits the amount of credit exposure to any one issue, issuer and
type of instrument. At March 31, 2010, the modified duration of our fixed income investment portfolio was 3.2 years, which means that an instantaneous
parallel shift in the yield curve of 100 basis points would result in a change of 3.2% in the market value of our fixed income portfolio. For an upward shift in
the yield curve, the market value of our portfolio would decrease and for a downward shift in the yield curve, the market value would increase.

ITEM 4. CONTROLS AND PROCEDURES

Our management, with the participation of our principal executive officer and principal financial officer, has evaluated our disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended), as of the end of the period covered by this Quarterly
Report on Form 10-Q. Based on such evaluation, our principal executive officer and principal financial officer concluded that such controls and procedures
were effective as of the end of such period. There was no change in our internal control over financial reporting that occurred during the first quarter of 2010
that materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II.  OTHER INFORMATION

Item 1. Legal Proceedings

On December 17, 2009, Countrywide Home Loans, Inc. and BAC Home Loans Servicing, LP (collectively, “Countrywide”) filed a complaint for
declaratory relief in the Superior Court of the State of California in San Francisco against Mortgage Guaranty Insurance Corporation (“MGIC”), our principal
mortgage insurance subsidiary. This complaint alleges that MGIC has denied, and continues to deny, valid mortgage insurance claims submitted by
Countrywide and says it seeks declaratory relief regarding the proper interpretation of the flow insurance policies at issue. On January 19, 2010, we removed
this case to the United States District Court for the Northern District of California. On March 30, 2010, the Court ordered the case remanded to the Superior
Court of the State of California in San Francisco. We have appealed this decision to the United States Court of Appeals for the Ninth Circuit and asked the
Court of Appeals to vacate the remand and stay proceedings in the District Court. On February 24, 2010, we commenced an arbitration action against
Countrywide seeking a determination that MGIC was entitled to deny and/or rescind coverage on the loans involved in the arbitration demand, which
numbered more than 1,400 loans as of the filing of the demand. On March 16, 2010, Countrywide filed a response to our arbitration action objecting to the
arbitrator’s jurisdiction in view of the case initiated by Countrywide in the Superior Court of the State of California and asserting various defenses to the relief
sought by MGIC in the arbitration. The response also seeks damages of at least $150 million, exclusive of interest and costs, as a result of purported breaches
of flow insurance policies issued by MGIC and additional damages, includin g exemplary damages, on account of MGIC’s purported breach of an implied
covenant of good faith and fair dealing. We intend to defend MGIC against Countrywide’s complaint and arbitration response, and to pursue MGIC’s claims
in the arbitration, vigorously. However, we are unable to predict the outcome of these proceedings or their effect on us.

Five previously-filed purported class action complaints filed against us and several of our executive officers were consolidated in March 2009 in the
United States District Court for the Eastern District of Wisconsin and Fulton County Employees’ Retirement System was appointed as the lead plaintiff. The
lead plaintiff filed a Consolidated Class Action Complaint (the “Complaint”) on June 22, 2009. Due in part to its length and structure, it is difficult to
summarize briefly the allegations in the Complaint but it appears the allegations are that we and our officers named in the Complaint violated the federal
securities laws by misrepresenting or failing to disclose material information about (i) loss development in our insurance in force, and (ii) C-BASS, including
its liquidity. Our motion to dismiss the Complaint wa s granted on February 18, 2010. On March 18, 2010, plaintiffs filed a motion for leave to file an
amended complaint. Attached to this motion was a proposed Amended Complaint (the “Amended Complaint”). The Amended Complaint alleges that we and
two of our officers named in the Amended Complaint violated the federal securities laws by misrepresenting or failing to disclose material information about
C-BASS, including its liquidity, and by failing to properly account for our investment in C-BASS. The Amended Complaint also names two officers of C-
BASS with respect to the Amended Complaint’s allegations regarding C-BASS. The purported class period covered by the Complaint begins on February 6,
2007 and ends on August 13, 2007. The Amended Complaint seeks damages based on purchases of our stock during this time period at prices that were
allegedly inflated as a result of the purported violations of federal securities laws. On April 12, 2010, we filed a motion in opposition to Plaintiff’s mo tion for
leave to amend its complaint. With limited exceptions, our bylaws provide that our officers are entitled to indemnification from us for claims against them of
the type alleged in the Amended Complaint. We are unable to predict the outcome of these consolidated cases or estimate our associated expenses or possible
losses. Other lawsuits alleging violations of the securities laws could be brought against us.
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In addition to the above litigation, we face other litigation and regulatory risks. For additional information about such other litigation and regulatory risks
you should review our Risk Factor titled “We are subject to the risk of private litigation and regulatory proceedings.”

Item 1 A.  Risk Factors

With the exception of the changes described and set forth below, there have been no material changes in our risk factors from the risk factors disclosed in
the Company’s Annual Report on Form 10-K for the year ended December 31, 2009. The risk factors in the 10-K, as supplemented by this 10-Q and through
updating of various statistical and other information, are reproduced in their entirety in Exhibit 99 to this Quarterly Report on Form 10-Q.

As a result of the issuance of common stock and Convertible Senior Notes in April 2010 referred to in Note 13 to our consolidated financial statements,
we have eliminated the risk factor titled “We may not be able to repay the amounts that we owe under our Senior Notes due in September 2011” that was
included in our Annual Report on Form 10-K for the year ended December 31, 2009.  We also added the risk factor titled “We have reported net losses for the
last three years, expect to continue to report net losses, and cannot assure you when we will return to profitability” in connection with our offerings. Finally,
we eliminated the risk factor titled “Our common stock could be delisted from the NYSE.”

Even though our plan to write new insurance in MIC has received approval from the Office of the Commissioner of Insurance of the State of Wisconsin
(“OCI”) and the GSEs, because MGIC is not expected to meet statutory risk-to-capital requirements to write new business in various states, we cannot
guarantee that the implementation of our plan will allow us to continue to write new insurance on an uninterrupted basis.

The insurance laws or regulations of 17 states, including Wisconsin, 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
risk-to-capital requirement. While formulations of minimum capital may vary in certain states, the most common measure applied allows for a maximum
permitted risk-to-capital ratio of 25 to 1. At March 31, 2010, MGIC’s risk-to-capital ratio was 20.2 to 1. Based upon internal company estimates, MGIC’s
risk-to-capital ratio over the next few years, after giving effect to any contribution of the proceeds from our April 2010 common stock offering and the
concurrent convertible notes offering to MGIC, could reach 40 to 1 or even higher.

In December 2009, the OCI issued an order waiving, until December 31, 2011, the minimum risk-to-capital ratio. MGIC has also applied for waivers in
all other jurisdictions that have risk-to-capital requirements. MGIC has received waivers from some of these states. These waivers expire at various times,
with the earliest expiration being December 31, 2010. Some jurisdictions have denied the request because a waiver is not authorized under the jurisdictions’
statutes or regulations and others may deny the request on other grounds. The OCI and other state insurance departments, in their sole discretion, may modify,
terminate or extend their waivers. If the OCI or other state insurance department modifies or terminates its waiver, or if it fails to renew its waiver after
expiration, MGIC would be prevented from writing new business anywhere, in the case of the waiver from the OCI, or in the particular jurisdiction, in the
case of the other waivers, if MGIC’s risk-to-capital ratio exceeds 25 to 1 unless MGIC raised additional capital to enable it to comply with the risk-to-capital
requirement. New insurance written in the states that have risk-to-capital ratio limits represented approximately 50% of new insurance written in 2009. If we
were prevented from writing new business in all states, 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 applicable risk-to-capital requirement or obtained a necessary waiver to allow us to once again write new business.
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We cannot assure you that the OCI or any other jurisdiction that has granted a waiver of its risk-to-capital ratio requirements will not modify or revoke
the waiver, that it will renew the waiver when it expires or that we could raise additional capital to comply with the risk-to-capital requirement. Depending on
the circumstances, the amount of additional capital we might need could be substantial. See “— Your ownership in our company may be diluted by additional
capital that we raise or if the holders of our outstanding convertible debentures convert their debentures into shares of our common stock”.

We are in the final stages of implementing a plan to write new mortgage insurance in MIC in selected jurisdictions in order to address the likelihood that
in the future MGIC will not meet the minimum regulatory capital requirements discussed above and may not be able to obtain appropriate waivers of these
requirements in all jurisdictions in which minimum requirements are present. In December 2009, the OCI also approved a transaction under which MIC will
be eligible to write new mortgage guaranty insurance policies only in jurisdictions where MGIC does not meet minimum capital requirements similar to those
waived by the OCI and does not obtain a waiver of those requirements from that jurisdiction’s regulatory authority. MIC has received the necessary approvals
to write business in all of the jurisdictions in which MGIC would be prohibited from continuing to write new business due to MGIC’s failure to meet
applicable regulatory capital requirements and obtain waivers of those requirements.

In October 2009, we, MGIC and MIC entered into an agreement with Fannie Mae (the “Fannie Mae Agreement”) under which MGIC agreed to
contribute $200 million to MIC (which MGIC has done) and Fannie Mae approved MIC as an eligible mortgage insurer through December 31, 2011 subject
to the terms of the Fannie Mae Agreement. Under the Fannie Mae Agreement, MIC will be eligible to write mortgage insurance only in those 16 other
jurisdictions in which MGIC cannot write new insurance due to MGIC’s failure to meet regulatory capital requirements and if MGIC fails to obtain relief
from those requirements or a specified waiver of them. The Fannie Mae Agreement, including certain restrictions imposed on us, MGIC and MIC, is
summarized more fully in, and included as an exhibit to, our Form 8-K filed with the Securities and Exchang e Commission (the “SEC”) on October 16,
2009.

On February 11, 2010, Freddie Mac notified (the “Freddie Mac Notification”) MGIC that it may utilize MIC to write new business in states in which
MGIC does not meet minimum regulatory capital requirements to write new business and does not obtain appropriate waivers of those requirements. This
conditional approval to use MIC as a “Limited Insurer” will expire December 31, 2012. This conditional approval includes terms substantially similar to those
in the Fannie Mae Agreement and is summarized more fully in our Form 8-K filed with the SEC on February 16, 2010.
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Under the Fannie Mae Agreement, Fannie Mae approved MIC as an eligible mortgage insurer only through December 31, 2011 and Freddie Mac has
approved MIC as a “Limited Insurer” only through December 31, 2012. Whether MIC will continue as an eligible mortgage insurer after these dates will be
determined by the applicable GSE’s mortgage insurer eligibility requirements then in effect. For more information, see “— MGIC may not continue to meet
the GSEs’ mortgage insurer eligibility requirements”. Further, under the Fannie Mae Agreement and the Freddie Mac Notification, MGIC cannot capitalize
MIC with more than the $200 million contribution without prior approval from each GSE, which limits the amount of business MIC can write. We believe
that the amount of capital that MGIC has contributed to MIC w ill be sufficient to write business for the term of the Fannie Mae Agreement in the
jurisdictions in which MIC is eligible to do so. Depending on the level of losses that MGIC experiences in the future, however, it is possible that regulatory
action by one or more jurisdictions, including those that do not have specific regulatory capital requirements applicable to mortgage insurers, may prevent
MGIC from continuing to write new insurance in some or all of the jurisdictions in which MIC is not eligible to write business.

A failure to meet the specific minimum regulatory capital requirements to insure new business does not necessarily mean that MGIC does not have
sufficient resources to pay claims on its insurance liabilities. While we believe that we have claims paying resources at MGIC that exceed our claim
obligations on our insurance in force, even in scenarios in which we fail to meet regulatory capital requirements, we cannot assure you that the events that
lead to us failing to meet regulatory capital requirements would not also result in our not having sufficient claims paying resources. Furthermore, our
estimates of our claims paying resources and claim obligations are based on various assumptions. These assumptions include our anticipated rescission
activity, future housing values and future unemployment rates. These assumptions are subject t o inherent uncertainty and require judgment by management.
Current conditions in the domestic economy make the assumptions about housing values and unemployment highly volatile in the sense that there is a wide
range of reasonably possible outcomes. Our anticipated rescission activity is also subject to inherent uncertainty due to the difficulty of predicting the amount
of claims that will be rescinded and the outcome of any dispute resolution proceedings related to rescissions that we make.

 
We have reported net losses for the last three years, expect to continue to report net losses, and cannot assure you when we will return to profitability.

For the years ended December 31, 2009, 2008 and 2007, respectively, we had a net loss of $1.3 billion, $0.5 billion and $1.7 billion. We believe the size
of our future net losses will depend primarily on the amount of our incurred and paid losses and to a lesser extent on the amount and profitability of our new
business. Our incurred and paid losses are dependent on factors that make prediction of their amounts difficult and any forecasts are subject to significant
volatility. We currently expect to incur substantial losses for 2010 and losses in declining amounts thereafter. Among the assumptions underlying our forecasts
are that loan modification programs will only modestly mitigate losses; that the cure rate steadily improves but does not return to historic norms until early
2013; and there is no change to our current rescission pr actices. In this latter regard, see “— We may not continue to realize benefits from rescissions at the
levels we have recently experienced and we may not prevail in proceedings challenging whether our rescissions were proper”. Although we currently expect
to return to profitability, we cannot assure you when, or if, this will occur. During the last few years our ability to forecast accurately future results has been
limited due to significant volatility in many of the factors that go into our forecasts. The net losses we have experienced have eroded, and any future net losses
will erode, our shareholders’ equity and could result in equity being negative.
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We are subject to the risk of private litigation and regulatory proceedings.

Consumers are bringing a growing number of lawsuits against home mortgage lenders and settlement service providers. Seven mortgage insurers,
including MGIC, 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. MGIC’s settlement of class
action litigation against it under RESPA became final in October 2003. MGIC settled the named plaintiffs’ claims in litigation against it under FCRA in late
December 2004 following denial of class certification in June 2004. Since December 2006, class action litigation was separately brought against a number of
large lenders alleging that their captive mortgage reinsurance arrangements violated RESPA. While we are not a defendant in any of these cases, there can be
no assurance that we will not be subject to future litigation under RESPA or FCRA or that the outcome of any such litigation would not have a material
adverse effect on us.

We are subject to comprehensive, detailed regulation by state insurance departments. These regulations are principally designed for the protection of our
insured policyholders, rather than for the benefit of investors. 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 have been
subject to heightened scrutiny by insurance regulators. State insurance regulatory authorities could take actions, including changes in capital requirements or
termination of waivers of capital requirements, that could h ave a material adverse effect on us.

In June 2005, in response to a letter from the New York Insurance Department, we provided information regarding captive mortgage reinsurance
arrangements and other types of arrangements in which lenders receive compensation. In February 2006, the New York Insurance Department requested
MGIC to review its premium rates in New York and to file adjusted rates based on recent years’ experience or to explain why such experience would not alter
rates. In March 2006, MGIC advised the New York Insurance Department that it believes its premium rates are reasonable and that, given the nature of
mortgage insurance risk, premium rates should not be determined only by the experience of recent years. In February 2006, in response to an administrative
subpoena from the Minnesota Department of Commerce, which regulates insurance, we provided th e Department with information about captive mortgage
reinsurance and certain other matters. We subsequently provided additional information to the Minnesota Department of Commerce, and beginning in March
2008 that Department has sought additional information as well as answers to questions regarding captive mortgage reinsurance on several occasions. In
addition, beginning in June 2008, we have received subpoenas from the Department of Housing and Urban Development, commonly referred to as HUD,
seeking information about captive mortgage reinsurance similar to that requested by the Minnesota Department of Commerce, but not limited in scope to the
state of Minnesota. Other insurance departments or other officials, including attorneys general, may also seek information about or investigate captive
mortgage reinsurance.
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The anti-referral fee provisions of RESPA provide that HUD as well as the insurance commissioner or attorney general of any state may bring an action
to enjoin violations of these provisions 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 captive reinsurance arrangements are in conformity with applicable laws and
regulations, it is not possible to predict the outcome of any such reviews or investigations nor is it possible to predict their effect on us or the mortgage
insurance industry.

Since October 2007 we have been involved in an investigation conducted by the Division of Enforcement of the SEC. The investigation appears to
involve disclosure and financial reporting by us and by a co-investor regarding our respective investments in our C-BASS joint venture. We have provided
documents to the SEC and a number of our executive officers, as well as other employees, have testified. This matter is ongoing and no assurance can be
given that the SEC staff will not recommend an enforcement action against our company or one or more of our executive officers or other employees.

Five previously-filed purported class action complaints filed against us and several of our executive officers were consolidated in March 2009 in the
United States District Court for the Eastern District of Wisconsin and Fulton County Employees’ Retirement System was appointed as the lead plaintiff. The
lead plaintiff filed a Consolidated Class Action Complaint (the “Complaint”) on June 22, 2009. Due in part to its length and structure, it is difficult to
summarize briefly the allegations in the Complaint but it appears the allegations are that we and our officers named in the Complaint violated the federal
securities laws by misrepresenting or failing to disclose material information about (i) loss development in our insurance in force, and (ii) C-BASS, including
its liquidity. Our motion to dismiss the Complaint wa s granted on February 18, 2010. On March 18, 2010, plaintiffs filed a motion for leave to file an
amended complaint. Attached to this motion was a proposed Amended Complaint (the “Amended Complaint”). The Amended Complaint alleges that we and
two of our officers named in the Amended Complaint violated the federal securities laws by misrepresenting or failing to disclose material information about
C-BASS, including its liquidity, and by failing to properly account for our investment in C-BASS. The Amended Complaint also names two officers of C-
BASS with respect to the Amended Complaint’s allegations regarding C-BASS. The purported class period covered by the Complaint begins on February 6,
2007 and ends on August 13, 2007. The Amended Complaint seeks damages based on purchases of our stock during this time period at prices that were
allegedly inflated as a result of the purported violations of federal securities laws. On April 12, 2010, we filed a motion in opposition to Plaintiff’s mo tion for
leave to amend its complaint. With limited exceptions, our bylaws provide that our officers are entitled to indemnification from us for claims against them of
the type alleged in the Amended Complaint. We are unable to predict the outcome of these consolidated cases or estimate our associated expenses or possible
losses. Other lawsuits alleging violations of the securities laws could be brought against us.

Several law firms have issued press releases to the effect that they are investigating us, including whether the fiduciaries of our 401(k) plan breached their
fiduciary duties regarding the plan’s investment in or holding of our common stock or whether we breached other legal or fiduciary obligations to our
shareholders. With limited exceptions, our bylaws provide that our officers and 401(k) plan fiduciaries are entitled to indemnification from us for claims
against them. We intend to defend vigorously any proceedings that may result from these investigations.
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As we previously disclosed, for some time we have had discussions with lenders regarding their objections to rescissions that in the aggregate are
material. On December 17, 2009, Countrywide filed a complaint for declaratory relief in the Superior Court of the State of California in San Francisco against
MGIC. This complaint alleges that MGIC has denied, and continues to deny, valid mortgage insurance claims submitted by Countrywide and says it seeks
declaratory relief regarding the proper interpretation of the flow insurance policies at issue. On January 19, 2010, we removed this case to the United States
District Court for the Northern District of California. On March 30, 2010, the Court ordered the case remanded to the Superior Court of the State of California
in San Francisco. We have appealed this decision to the United States Court of Appeals for the Ninth Circuit and asked the Court of Appeals to vacate the
remand and stay proceedings in the District Court. On February 24, 2010, we commenced an arbitration action against Countrywide seeking a determination
that MGIC was entitled to deny and/or rescind coverage on the loans involved in the arbitration demand, which numbered more than 1,400 loans as of the
filing of the demand. On March 16, 2010, Countrywide filed a response to our arbitration action objecting to the arbitrator’s jurisdiction in view of the case
initiated by Countrywide in the Superior Court of the State of California and asserting various defenses to the relief sought by MGIC in the arbitration. The
response also seeks damages of at least $150 million, exclusive of interest and costs, as a result of purported breaches of flow insurance policies issued by
MGIC and additional damages, including exemplary damages, on account of M GIC’s purported breach of an implied covenant of good faith and fair dealing.
We intend to defend MGIC against Countrywide’s complaint and arbitration response, and to pursue MGIC’s claims in the arbitration, vigorously. However,
we are unable to predict the outcome of these proceedings or their effect on us.

In addition to the rescissions at issue with Countrywide, we have a substantial pipeline of claims investigations (including investigations involving loans
related to Countrywide) that we expect will eventually result in future rescissions. For additional information about rescissions, see “—We may not continue
to realize benefits from rescissions at the levels we have recently experienced and we may not prevail in proceedings challenging whether our rescissions
were proper”.

Changes in the business practices of the GSEs, federal legislation that changes their charters or a restructuring of the GSEs could reduce our revenues
or increase our losses.

The majority of our insurance written is for loans sold to Fannie Mae and Freddie Mac. The business practices of the GSEs affect the entire relationship
between them and mortgage insurers and include:
 
 • the level of private mortgage insurance coverage, subject to the limitations of the GSEs’ charters (which may be changed by federal

legislation) when private mortgage insurance is used as the required credit enhancement on low down payment mortgages,
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 • the amount of loan level delivery fees (which result in higher costs to borrowers) that the GSEs assess on loans that require mortgage
insurance,

 • whether the GSEs influence the mortgage lender’s selection of the mortgage insurer providing coverage and, if so, any transactions that are
related to that selection,

 • the underwriting standards that determine what loans are eligible for purchase by the GSEs, which can affect the quality of the risk insured by
the mortgage insurer and the availability of mortgage loans,

 • the terms on which mortgage insurance coverage can be canceled before reaching the cancellation thresholds established by law, and

 • the programs established by the GSEs intended to avoid or mitigate loss on insured mortgages and the circumstances in which mortgage
servicers must implement such programs.

 
In September 2008, the Federal Housing Finance Agency (“FHFA”) was appointed as the conservator of the GSEs. As their conservator, FHFA controls

and directs the operations of the GSEs. The appointment of FHFA as conservator, the increasing role that the federal government has assumed in the
residential mortgage market, our industry’s inability, due to capital constraints, to write sufficient business to meet the needs of the GSEs or other factors may
increase the likelihood that the business practices of the GSEs change in ways that may have a material adverse effect on us. In addition, these factors may
increase the likelihood that the charters of the GSEs are changed by new federal legislation. Such changes may allow the GSEs to reduce or eliminate the
level of private mortgage insurance coverage that they use as c redit enhancement, which could have a material adverse effect on our revenue, results of
operations or financial condition. The Obama administration and certain members of Congress have publicly stated that that they are considering proposing
significant changes to the GSEs. As a result, it is uncertain what role that the GSEs will play in the domestic residential housing finance system in the future
or the impact of any such changes on our business.

For a number of years, the GSEs have had programs under which on certain loans lenders could choose a mortgage insurance coverage percentage that
was only the minimum required by their charters, with the GSEs paying a lower price for these loans (“charter coverage”). The GSEs have also had programs
under which on certain loans they would accept a level of mortgage insurance above the requirements of their charters but below their standard coverage
without any decrease in the purchase price they would pay for these loans (“reduced coverage”). Effective January 1, 2010, Fannie Mae broadly expanded the
types of loans eligible for charter coverage and in the second quarter of 2010 Fannie Mae eliminated its reduced coverage program. In recent years, a majority
of our volume was on loans with GSE standard coverage, a substantial portion of our volume has been on loans with reduced coverage, and a minor portion of
our volume has been on loans with charter coverage. We charge higher premium rates for higher coverages. During the first quarter of 2010, the portion of
our volume insured at charter coverage has been approximately the same as in the recent years and, due in part to the elimination of reduced coverage by
Fannie Mae, the portion of our volume insured at standard coverage has increased. Also, the pricing changes we implemented on May 1, 2010 (see “—The
premiums we charge may not be adequate to compensate us for our liabilities for losses and as a result any inadequacy could materially affect our financial
condition and results of operations”.) would eliminate a lender’s incentive to use Fannie Mae charter coverage in place of standard coverage. However, to the
extent lenders selling loans to Fannie Mae in the future did choose charter coverage for loans that we insure, our revenues would be reduced and we could
experience other adverse effects.
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Both of the GSEs have policies which provide guidelines on terms under which they can conduct business with mortgage insurers, such as MGIC, with
financial strength ratings below Aa3/AA-. (MGIC’s financial strength rating from Moody’s is Ba3, with a positive outlook and from Standard & Poor’s is B+,
with a negative outlook.) For information about how these policies could affect us, see “—MGIC may not continue to meet the GSEs’ mortgage insurer
eligibility requirements”.

MGIC may not continue to meet the GSEs’ mortgage insurer eligibility requirements.

The majority of our insurance written is for loans sold to Fannie Mae and Freddie Mac, each of which has mortgage insurer eligibility requirements. We
believe that the GSEs are analyzing their mortgage insurer eligibility requirements and may make changes to them in the near future. Currently, MGIC is
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 between a mortgage insurer and MGIC will continue to operate under a remediation plan for the foreseeable future. There can be no assurance that
MGIC will be able to continue to operate as an eligible mortgage insurer under a remediation plan. If MGIC ceases being eligible to insure loans purchased
by one or both of the GSEs, it would significantly reduce the volume of our new bus iness writings.

The mix of business we write also affects the likelihood of losses occurring.

Even when housing values are stable or rising, certain types of mortgages have higher probabilities of claims. These types include loans with loan-to-
value ratios over 95% (or in certain markets that have experienced declining housing values, over 90%), FICO credit scores below 620, limited underwriting,
including limited borrower documentation, or total debt-to-income ratios of 38% or higher, as well as loans having combinations of higher risk factors. As of
March 31, 2010, approximately 60% of our primary risk in force consisted of loans with loan-to-value ratios equal to or greater than 95%, 9.10% had FICO
credit scores below 620, and 12.2% had limited underwriting, including limited borrower documentation. A material portion of these loans were written in
2005 — 2007 or the first quarter of 2008. (In accordance with industry practice, loans approved by GSEs and other automated underwriting systems under
“doc waiver” programs that do not require verification of borrower income are classified by us as “full documentation.” For additional information about such
loans, see Note 12 to our consolidated financial statements.

Beginning in the fourth quarter of 2007 we made a series of changes to our underwriting guidelines in an effort to improve the risk profile of our new
business. Requirements imposed by new guidelines, however, only affect business written under commitments to insure loans that are issued after those
guidelines become effective. Business for which commitments are issued after new guidelines are announced and before they become effective is insured by
us in accordance with the guidelines in effect at time of the commitment even if that business would not meet the new guidelines. For commitments we issue
for loans that close and are insured by us, a period longer than a calendar quarter can elapse between the time we issue a commitment to insure a loan and the
time we report the loan in our risk in force, although this period is generall y shorter.
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From time to time, in response to market conditions, we increase or decrease the types of loans that we insure. In addition, we make exceptions to our
underwriting guidelines on a loan-by-loan basis and for certain customer programs. Together these exceptions accounted for less than 5% of the loans we
insured in recent quarters. The changes to our underwriting guidelines since the fourth quarter of 2007 include the creation of two tiers of “restricted
markets”. Our underwriting criteria for restricted markets do not allow insurance to be written on certain loans that could be insured if the property were
located in an unrestricted market. Beginning in September 2009, we removed several markets from our restricted markets list and moved several other
markets from our Tier Two restricted market list (for which our underwriti ng guidelines are most limiting) to our Tier One restricted market list. In addition,
we have made other changes that have relaxed our underwriting guidelines and expect to continue to make changes in appropriate circumstances that will do
so in the future.

As of March 31, 2010, approximately 3.5% of our primary risk in force written through the flow channel, and 41.0% of our primary risk in force written
through the bulk channel, consisted of adjustable rate mortgages in which the initial interest rate may be adjusted during the five years after the mortgage
closing (“ARMs”). We classify as fixed rate loans adjustable rate mortgages in which the initial interest rate is fixed during the five years after the mortgage
closing. We believe that when the reset interest rate significantly exceeds the interest rate at loan origination, claims on ARMs would be substantially higher
than for fixed rate loans. Moreover, even if interest rates remain unchanged, claims on ARMs with a “teaser rate” (an initial interest rate that does not fully
reflect the index which determine s subsequent rates) may also be substantially higher because of the increase in the mortgage payment that will occur when
the fully indexed rate becomes effective. In addition, we have insured “interest-only” loans, which may also be ARMs, and loans with negative amortization
features, such as pay option ARMs. We believe claim rates on these loans will be substantially higher than on loans without scheduled payment increases that
are made to borrowers of comparable credit quality.

Although we attempt to incorporate these higher expected claim rates into our underwriting and pricing models, there can be no assurance that the
premiums earned and the associated investment income will be adequate to compensate for actual losses even under our current underwriting guidelines. We
do, however, believe that given the various changes in our underwriting guidelines that were effective beginning in the first quarter of 2008, our insurance
written beginning in the second quarter of 2008 will generate underwriting profits.

The premiums we charge may not be adequate to compensate us for our liabilities for losses and as a result any inadequacy could materially affect our
financial condition and results of operations.

We set premiums at the time a policy is issued based on our expectations regarding likely performance over the long-term. Our premiums are subject to
approval by state regulatory agencies, which can delay or limit our ability to increase our premiums. Generally, we cannot cancel the mortgage insurance
coverage or adjust renewal premiums during the life of a mortgage insurance policy. As a result, higher than anticipated claims generally cannot be offset by
premium increases on policies in force or mitigated by our non-renewal or cancellation of insurance coverage. The premiums we charge, and the associated
investment income, may not be adequate to compensate us for the risks and costs associated with the insurance coverage provided to customers. An increase
in the number or size of claims, compared to what we anticipate, could adverse ly affect our results of operations or financial condition.
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Effective May 1, 2010, we will price our new insurance written after considering, among other things, the borrower’s credit score in a majority of states
and, subject to regulatory approval, expect to implement these changes in the remaining states in the next several months. We made these rate changes to be
more competitive with insurance programs offered by the FHA. Had these rate changes been in place with respect to new insurance written in the second half
of 2009 and the first quarter of 2010, they would have resulted in lower premiums being charged for a substantial majority of our new insurance written.
However, during the first quarter of 2010 (continuing a trend that began in the fourth quarter of 2009), the average coverage percentage of our new insurance
written increased. We believe the increased coverage was due in part to the elimination of Fannie Mae’s reduced coverage program. See “—Changes in the
business practices of the GSEs, federal legislation that changes their charters or a restructuring of the GSEs could reduce our revenues or increase our losses”.
Because we charge higher premiums for higher coverages, had our reduced premium rates been in effect during the first quarter, the effect of lower premium
rates would have been largely offset by the increase in premiums due to higher coverages. We cannot predict whether our new business written in the future
will continue to have higher coverages. For more information about our rate changes, see our Form 8-K that was filed with the SEC on February 23, 2010.

In January 2008, we announced that we had decided to stop writing the portion of our bulk business that insures loans which are included in Wall Street
securitizations because the performance of loans included in such securitizations deteriorated materially in the fourth quarter of 2007 and this deterioration
was materially worse than we experienced for loans insured through the flow channel or loans insured through the remainder of our bulk channel. As of
December 31, 2007 we established a premium deficiency reserve of approximately $1.2 billion. As of March 31, 2010, the premium deficiency reserve was
$180 million. At each date, the premium deficiency reserve is the present value of expected future losses and expenses that exceeded the present value of
expected future premium and already established loss reserves on these bulk trans actions.

The mortgage insurance industry is experiencing material losses, especially on the 2006 and 2007 books. The ultimate amount of these losses will depend
in part on general economic conditions, including unemployment, and the direction of home prices, which in turn will be influenced by general economic
conditions and other factors. Because we cannot predict future home prices or general economic conditions with confidence, there is significant uncertainty
surrounding what our ultimate losses will be on our 2006 and 2007 books. Our current expectation, however, is that these books will continue to generate
material incurred and paid losses for a number of years. There can be no assurance that additional premium deficiency reserves on Wall Street Bulk or on
other portions of our insurance portfolio will not be required.
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Loan modification and other similar programs may not provide material benefits to us and our losses on loans that re-default can be higher than what we
would have paid had the loan not been modified.

Beginning in the fourth quarter of 2008, the federal government, including through the Federal Deposit Insurance Corporation (the “FDIC”) and the
GSEs, and several lenders have adopted programs to modify loans to make them more affordable to borrowers with the goal of reducing the number of
foreclosures. For the quarter ending March 31, 2010, we were notified of modifications involving loans with risk in force of approximately $734 million.

One such program is the Home Affordable Modification Program (“HAMP”), which was announced by the US Treasury in early 2009. Some of HAMP’s
eligibility criteria require current information about borrowers, such as his or her current income and non-mortgage debt payments. Because the GSEs and
servicers do not share such information with us, we cannot determine with certainty the number of loans in our delinquent inventory that are eligible to
participate in HAMP. We believe that it could take several months from the time a borrower has made all of the payments during HAMP’s three month “trial
modification” period for the loan to be reported to us as a cured delinquency. We are aware of approximately 43,100 loans in our primary delinquent
inventory at March 31, 2010 for which the HAMP trial period has begun and approximately 11,600 delinquent primary loans have cured their delinquency
after entering HAMP. We rely on information provided to us by the GSEs and servicers. We do not receive all of the information from such sources that is
required to determine with certainty the number of loans that are participating in, or have successfully completed, HAMP.

Under HAMP, a net present value test (the “NPV Test”) is used to determine if loan modifications will be offered. For loans owned or guaranteed by the
GSEs, servicers may, depending on the results of the NPV Test and other factors, be required to offer loan modifications, as defined by HAMP, to borrowers.
As of December 1, 2009, the GSEs changed how the NPV Test is used. These changes made it more difficult for some loans to be modified under HAMP.
While we lack sufficient data to determine the impact of these changes, we believe that they may materially decrease the number of our loans that will
participate in HAMP. In January 2010 the United States Treasury department has further modified the HAMP eligibility requirements. Effective June 1, 2010
a servicer may evaluate and initiate a HAMP trial modification for a borrowe r only after the servicer receives certain documents that allow the servicer to
verify the borrower’s income and the cause of the borrower’s financial hardship. Previously, these documents were not required to be submitted until after the
successful completion of HAMP’s trial modification period. We believe that this will decrease the number of new HAMP trial modifications.

The effect on us of loan modifications depends on how many modified loans subsequently re-default, which in turn can be affected by changes in housing
values. Re-defaults can result in losses for us that could be greater than we would have paid had the loan not been modified. At this point, we cannot predict
with a high degree of confidence what the ultimate re-default rate will be, and therefore we cannot ascertain with confidence whether these programs will
provide material benefits to us. In addition, because we do not have information in our database for all of the parameters used to determine which loans are
eligible for modification programs, our estimates of the number of loans qualifying for modification programs are inherently uncertain. If legislation is
enacted to permit a mortgage balance to be reduced in bankruptcy, we wo uld still be responsible to pay the original balance if the borrower re-defaulted on
that mortgage after its balance had been reduced. Various government entities and private parties have enacted foreclosure (or equivalent) moratoriums. Such
a moratorium does not affect the accrual of interest and other expenses on a loan. Unless a loan is  modified during a moratorium to cure the default, at the
expiration of the moratorium additional interest and expenses would be due which could result in our losses on loans subject to the moratorium being higher
than if there had been no moratorium.
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Eligibility under loan modification programs can also adversely affect us by creating an incentive for borrowers who are able to make their mortgage
payments to become delinquent in an attempt to obtain the benefits of a modification. New notices of delinquency are a factor that increases our incurred
losses.

 
Your ownership in our company may be diluted by additional capital that we raise or if the holders of our outstanding convertible debentures convert their
debentures into shares of our common stock.

As noted above under “— Even though our plan to write new insurance in MIC has received approval from the Office of the Commissioner of Insurance
of the State of Wisconsin (“OCI”) and the GSEs, because MGIC is not expected to meet statutory risk-to-capital requirements to write new business in
various states, we cannot guarantee that the implementation of our plan will allow us to continue to write new insurance on an uninterrupted basis”, we may
be required to raise additional equity capital. Any such future sales would dilute your ownership interest in our company. In addition, the market price of our
common stock could decline as a result of sales of a large number of shares or similar securities in the market or the perception that such sales could occur.

We have approximately $390 million principal amount of 9% Convertible Junior Subordinated Debentures outstanding. The principal amount of the
debentures is currently convertible, at the holder’s option, at an initial conversion rate, which is subject to adjustment, of 74.0741 common shares per $1,000
principal amount of debentures. This represents an initial conversion price of approximately $13.50 per share. We have elected to defer the payment of a total
of approximately $55 million of interest on these debentures. We may also defer additional interest in the future. If a holder elects to convert its debentures,
the interest that has been deferred on the debentures being converted is also converted into shares of our common stock. The conversion rate for such deferred
interest is based on the average price that our shares trad ed at during a 5-day period immediately prior to the election to convert the associated debentures.
We also have approximately $345 million principal amount of 5% Convertible Senior Notes outstanding. The Senior Notes are convertible, at the holder's
option, at an initial conversion rate, which is subject to adjustment, of 74.4186 shares per $1,000 principal amount at any time prior to the maturity date. This
represents an initial conversion price of approximately $13.44 per share. We do not have the right to defer interest on these Senior Notes.

ITEM 6. EXHIBITS

The accompanying Index to Exhibits is incorporated by reference in answer to this portion of this Item, and except as otherwise indicated in the next
sentence, the Exhibits listed in such Index are filed as part of this Form 10-Q. Exhibit 32 is not filed as part of this Form 10-Q but accompanies this Form 10-
Q.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized, on May 10, 2010.

 MGIC INVESTMENT CORPORATION
  
  
 \s\ J. Michael Lauer
 J. Michael Lauer
 Executive Vice President and
 Chief Financial Officer
  
  
 \s\ Timothy J. Mattke
 Timothy J. Mattke
 Vice President and Controller
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INDEX TO EXHIBITS
(Part II, Item 6)

Exhibit
Number Description of Exhibit

4.5 Supplemental Indenture, dated April 26, 2010, between MGIC Investment Corporation and U.S. Bank National Association, as
successor Trustee [Incorporated by reference to Exhibit 4.1 to the company’s Periodic Report on Form 8-K filed with the Securities
and Exchange Commission on April 30, 2010]

10.2.17 Restricted Stock Agreement dated as of March 12, 2010 by and between MGIC Investment Corporation and Jeffrey H. Lane

11 Statement Re Computation of Net Income Per Share

31.1 Certification of CEO under Section 302 of Sarbanes-Oxley Act of 2002

31.2 Certification of CFO under Section 302 of Sarbanes-Oxley Act of 2002

32 Certification of CEO and CFO under Section 906 of Sarbanes-Oxley Act of 2002 (as indicated in Item 6 of Part II, this Exhibit is
not being "filed")

99 Risk Factors included in Item 1 A of our Annual Report on Form 10-K for the year ended December 31, 2009, as supplemented by
Part II, Item 1A of our Quarterly Report on Form 10-Q for the quarter ended March 31, 2010, and through updating of various
statistical and other information

 
 

 



Exhibit 10.2.17

RESTRICTED STOCK UNIT AGREEMENT

THIS RESTRICTED STOCK UNIT AGREEMENT is made and entered into as March 12, 2010 by and between MGIC Investment
Corporation, a Wisconsin corporation (the “Company”), and Jeffrey H. Lane (the “Employee”).

INTRODUCTION

The Company is awarding Restricted Stock Units to the Employee under the MGIC Investment Corporation 2002 Stock Incentive Plan (the
“Plan”) and this Agreement.

The parties mutually agree as follows:

1.             Award of RSUs. Subject to the terms and conditions set forth herein, the Company awards the Employee 100,000 Restricted
Stock Units, which shall be the “RSUs” as such term is used in this Agreement.

2.             Restrictions.  RSUs may not be sold, transferred or otherwise alienated or hypothecated.  The Company’s Common Stock,
$1.00 par value (the “Stock”), shall be delivered in settlement of the RSUs on a ratio of one share of Stock for each RSU, and such Stock may be sold,
transferred and otherwise alienated or hypothecated except in the case of a Sale (as hereinafter defined) as specifically provided in Paragraph 4(b), upon the
occurrence of the applicable Release Date determined as follows: the Release Date for 50,000 RSUs shall be March 1, 2011; the Release Date for 25,000
RSUs shall be September 1, 2011; and the Release Date for 25,000 RSUs shall be March 1, 2012.

 3. Intentionally Omitted.

4.             Transfer After Release Date; Securities Law Restrictions; Holding Period.

(a)           Except as otherwise provided in Paragraph 4(b) below, Stock issued upon the applicable Release Date with respect to RSUs
granted hereunder shall be freely transferable by the Employee on the Release Date.

(b) The Employee agrees that, during the Holding Period, the Employee will not make a Sale of the Holding Period Shares. “Holding
Period” means a period beginning on the Release Date and ending on the earlier of (i) the first anniversary of the Release Date and (ii) the first date on which
the Employee is no longer subject to the reporting requirements of Section 16(a) of the Act (as such term is defined in the Annex). “Holding Period Shares”
means a number of shares of Stock for which a Release Date shall occur that are released on such Release Date equal to the lesser of (1) 25% of the aggregate
number of RSUs that are released on the Release Date and (2) 50% of the difference between (i) the aggregate number of RSUs that are released on the
Release Date and (ii) the aggregate number of shares that are withheld to satisfy withholding tax requirements under Paragraph 10(b) of this Agreement.
“Sale” means a transfer for value, except that, (i) the transfer to the Company of Holding Period Shares in payment of the exercise price of an option granted
to the Employee by the Company shall not be a Sale if there is no Sale for the remainder of the Holding Period of a number of shares of Stock received upon
exercise of such option that are not less than the number of Holding Period Shares so transferred in connection with such exercise, and (ii) an involuntary
transfer, including Holding Period Shares converted in a merger, is not a Sale; it is understood that neither a pledge nor a gift, including to an entity in which
the Employee has an interest (provided that in the case of such an entity, such entity does not make a Sale for the remainder of the Holding Period), is a
transfer for value. At the option of the Company, an appropriate legend may be placed on certificates for Stock noting the requirements to ho ld such Stock
imposed by this Paragraph 4(b). When such requirements terminate, the Employee shall be entitled to have the foregoing legend removed from such
certificates.

 
 



 
 
 (c) Intentionally Omitted.

(d)           Except as otherwise provided in the parenthetical in clause (ii) of the definition of Sale, if a transfer that is not a Sale occurs, the
Holding Period for the shares involved in such transfer shall terminate at the time of such transfer.

5.             Termination Without Cause Or For Good Reason. If the Employee’s employment with the Company or any of its subsidiaries is
terminated by the Company without Cause (as defined below) or by the Employee with Good Reason (as defined below), a Release Date shall be deemed to
have occurred for all RSUs for which a Release Date has not yet occurred and, except as otherwise provided in Paragraph 4 hereof, all Stock deliverable on
settlement of the RSUs shall be freely transferable.

“Cause” for termination by Company of the Employee’s employment shall, for purposes of this Agreement, be limited to: (i) the engaging
by the Employee in intentional conduct not taken in good faith which has caused demonstrable and serious financial injury to Company, as evidenced by a
determination in a binding and final judgment, order or decree of a court or administrative agency of competent jurisdiction, in effect after exhaustion or lapse
of all rights of appeal, in an action, suit or proceeding, whether civil, criminal, administrative or investigative; (ii) conviction of a felony (as evidenced by
binding and final judgment, order or decree of a court of competent jurisdiction, in effect after exhaustion of all rights of appeal) which substantially impairs
the Employee’s ability to perform his duties or resp onsibilities; and (iii) continuing willful and unreasonable refusal by the Employee to perform the
Employee’s duties or responsibilities (unless significantly changed without the Employee’s consent).

“Good Reason” for termination by the Employee of his employment with the Company shall, for purposes of this Agreement, be limited to
Employee’s resignation from the Company within thirty (30) days of the occurrence of any of the following events: (a) a reduction in Employee’s base salary
below $700,000 per year; (b) a failure to issue, within ten (10) days after the applicable Release Date, any Stock to be issued hereunder; or (c) a required
relocation of Employee’s primary place of employment by more than fifty (50) miles from the location in effect as of the date of this Agreement; provided,
however, that item (b) shall constitute Good Reason only if Employee provides ten (10) days advance written notice to Company of his intention to resign for
Good Reason and Company fails to issue such shares within te n (10) days following receipt of such notice.
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6.             Other Terminations.  If the Employee’s employment with the Company and all of its subsidiaries is terminated prior to March 1,
2012 on account of (i) his death or disability, (ii) termination by the Company and all subsidiaries thereof, with Cause or (iii)  termination by the Employee
without Good Reason, then all RSUs shall be forfeited to the Company on the date of such termination unless the Management Development, Nominating
and Governance Committee of the Company’s Board of Directors  (the “Management Development Committee”) or other Committee of such Board
administering the Plan (the Management Development Committee or such other Committee i s herein referred to as the “Committee”) determines, on such
terms and conditions, if any, as the Committee may impose, that all or a portion of the Stock deliverable on settlement of RSUs shall be released to the
Employee and the restrictions of Paragraph 2 applicable thereto shall terminate. Absence of the Employee on leave approved by a duly elected officer of the
Company, other than the Employee, shall not be considered a termination of employment during the period of such leave.

The Release Date for the RSUs may occur on multiple dates, each of which is a Release Date for the number of RSUs determined as
provided in Paragraph 2.  Hence, any forfeiture of RSUs applies only to the RSUs for which a Release Date had not yet occurred on the date of
forfeiture.  The preceding sentence has been included in this Agreement for the purpose of avoiding any doubt that the result described in the preceding
sentence would occur; therefore, such result will occur under prior agreements awarding restricted stock or RSUs to the Employee even though a comparable
provision is not included in such agreements.

 7. Intentionally Omitted.

 8. Intentionally Omitted.

9.             Rights of RSUs.  RSUs represent only the right to receive as Stock on the terms provided herein.  Except to the extent forfeited as
provided herein, on a Release Date, the applicable RSUs shall be settled by the issuance (or transfer from treasury) of shares of Stock and certificates for such
Stock shall be delivered to the Employee.  The Employee with respect to RSUs shall have no rights as a holder of Stock, including the right to vote or to
receive dividends, until certificates for such Stock are actually delivered in settlement of the RSUs.  Notwithstanding the preceding sentence, on the next
Payroll Date (as defined below) after each Release Date, the Comp any shall make a payment in cash equal to the aggregate amount that would have been
paid as dividends on the shares of Stock issued or transferred in settlement if such shares had been outstanding on each dividend record date on and after the
date of this Agreement and prior to the date on which such Shares are issued (or transferred from treasury). “Payroll Date” means a date on which the
Company or a subsidiary makes a bi-weekly payment of wages to the Employee.
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10.           Tax Withholding.  (a)  It shall be a condition of the obligation of the Company to deliver Stock in settlement of RSUs, and the
Employee agrees, that the Employee shall pay to the Company upon its demand, such amount as may be requested by the Company for the purpose of
satisfying its liability to withhold federal, state, or local income or other taxes incurred by reason of the award of the RSUs or the delivery of Stock in
settlement of RSUs.

(b)           If the Employee does not satisfy the withholding obligations prior to the Tax Date (as defined below) by paying sufficient cash to
the Company or transferring ownership of a sufficient number of other shares of Stock to the Company as provided in Paragraph 10(c), then the withholding
tax requirements arising from the settlement of RSUs in Stock shall be satisfied through a withholding by the Company of shares of Stock that would
otherwise be delivered to the Employee.  In such event, the Company shall withhold that number of shares of Stock that would otherwise be delivered in
settlement of RSUs having a Fair Market Value (as such term is defined in the Plan) on the day prior to the Tax Date equal to the amount required to be
withheld as a result of the settle ment of RSUs in Stock.  As used herein, “Tax Date” means the date on which the Employee must include in his gross income
for federal income tax purposes the fair market value of the Stock delivered in settlement of the RSUs.

(c)           If the Employee desires to use cash or other shares of Stock to satisfy the withholding obligations set forth above, the Employee
must:  (i) make an election to do so in writing on a form provided by the Company, (ii) deliver such election form to the Company by the deadline specified
by the Company, and (iii) deliver to the company the required cash or other shares of Stock having a Fair Market Value on the Tax Date (as defined above)
equal to the amount required to be withheld.

11.           Adjustments in Event of Change in Stock.  In the event of any change in the outstanding shares of Stock (“capital adjustment”)
for any reason, including but not limited to, any stock splits, stock dividend, recapitalization, merger, consolidation, reorganization, combination or exchange
of shares or other similar event which, in the judgment of the Committee, could distort the implementation of the award of RSUs or the realization of the
objectives of such award, the Committee shall make such adjustments in the shares deliverable on settlement of RSUs, or in the terms, conditions or
restrictions of this Agreement as the Committee deems equitable, except that (i) in the event of any st ock split, reverse stock split, stock dividend,
combination or reclassification of the Stock that occurs after the date of this Agreement (collectively, “future capital adjustment”), the number of RSUs shall
be proportionally adjusted for any increase or decrease in the number of outstanding shares resulting from such future capital adjustment, any such adjustment
rounded down to the next lower whole share, and (ii) if there is any other adjustment by the Committee applicable to RSUs held by persons other than the
Employee, such adjustment shall also be made for the RSUs subject to this Agreement.
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12.           Change in Control.  If a “Change in Control of the Company” (as defined in the Annex attached hereto) occurs, notwithstanding
anything herein, a Release Date shall be deemed to have occurred for all RSUs on the date of the Change in Control of the Company.  The Employee agrees
that such Annex may be amended by the Company on one or more occasions without the consent or approval of the Employee if in the determination of the
Committee such amendment is necessary or appropriate to conform the provisions of such Annex to Treasury Regulation 1.409A-1 et seq. or any position
published by the IRS with respect to Section 409A of the Internal Revenue Code of 1986, as amended. & #160;The right of the Company to make such an
amendment does not depend on whether the RSUs are subject to such Section but will enable the Company to have uniform provisions governing a change of
control among all agreements having such change of control provisions, including those under which compensation is subject to such Section.  Any such
amendment will become effective upon notice to the Employee.  The Company will seek to give the Employee notice of an amendment with reasonable
promptness after the Committee has approved the amendment.

13.           Powers of Company Not Affected; No Right to Continued Employment.

(a)           The existence of the RSUs shall not affect in any way the right or power of the Company or its stockholders to make or authorize
any combination, subdivision or reclassification of the Stock or any reorganization, merger, consolidation, business combination, exchange of shares, or other
change in the Company’s capital structure or its business, or any issue of bonds, debentures or stock having rights or preferences equal, superior or affecting
any Stock to be issued in settlement of RSUs or the rights thereof, or dissolution or liquidation of the Company, or any sale or transfer of all or any part of its
assets or business, or any other corporate act or proceeding, whether of a similar character or otherwise.  The determination of the Committee as to any such
adjustment shall be conclusive and binding for all purposes of this Agreement.

(b)           Nothing herein contained shall confer upon the Employee any right to continue in the employment of the Company or any
subsidiary or interfere with or limit in any way the right of the Company or any subsidiary to terminate the Employee’s employment at any time, subject,
however, to the provisions of any agreement of employment between the Company or any subsidiary and the Employee.  The Employee acknowledges that a
termination of his or her employment could occur at a time before which the restrictions referred to in Paragraph 2 above have lapsed, resulting in the
forfeiture of the RSUs by the Employee, unless otherwise provided herein.  In such event, the Employee will not be able to realize the value of the Stock that
underlies the RSUs nor w ill the Employee be entitled to any compensation on account of such value.

14.           Intentionally Omitted.

15.           Miscellaneous.  (a) This Agreement shall be governed and construed in accordance with the laws of the State of Wisconsin
applicable to contracts made and to be performed therein between residents thereof.

(b)           The waiver by the Company of any provision of this Agreement shall not operate or be construed to be a subsequent waiver of the
same provision or waiver of any other provision hereof.
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(c)           The RSUs shall be deemed to have been awarded pursuant to the Plan and the action of the Committee authorizing such awards,
which Committee action was part of the action taken by the Company’s Board of Directors to approve the award of the RSUs; as a result, such awards are
subject to the terms and conditions of the Plan. In the event of any conflict between the terms hereof and the provisions of the Plan, the provisions of the Plan
shall prevail.  Any and all terms used herein, unless specifically defined herein shall have the meaning ascribed to them in the Plan.  A copy of the Plan is
available on request of the Employee made in writing or by e-mail to the Company’s Secretary.

(d)           Any notice, filing or delivery hereunder or with respect to RSUs shall be given to the Employee at either his usual work location
or his home address as indicated in the records of the Company, and shall be given to the Committee or the Company at 250 East Kilbourn Avenue,
Milwaukee 53202, Attention: Chief Executive Officer.  All such notices shall be given by first class mail, postage pre-paid, or by personal delivery.

(e)           This Agreement shall be binding upon and inure to the benefit of the Company and its successors and assigns and shall be binding
upon and inure to the benefit of the Employee and the personal representative(s) and heirs of the Employee, except that the Employee may not transfer any
interest in any RSUs.

(f)           As a condition to the grant of the RSUs, the Employee must execute an agreement not to compete in the form provided to the
Employee by the Company.

(g)           Paragraph 15(g) of the Restricted Stock Unit Agreement dated as of January 28, 2010 by and between the Company and the
Employee is incorporated herein as if set forth herein in its entirety.

IN WITNESS WHEREOF, the Company has caused this Agreement to be executed by its duly authorized officer, and the Employee has
hereunto affixed his hand and seal, all as of the day and year set forth above.

  MGIC INVESTMENT CORPORATION
     
  By: /s/ Ralph J. Gundrum  
  Title: Assistant Secretary  
     

Sign Here: ð  
/s/ Jeffrey H. Lane (SEAL)

  Name: Jeffrey H. Lane  
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ANNEX

Definition of “Change in Control of the Company” and Related Terms

1              Change in Control of the Company.  A “Change in Control of the Company” shall be deemed to have occurred if an event set forth in any
one of the following paragraphs shall have occurred:

(i)          any Person (other than (A) the Company or any of its subsidiaries, (B) a trustee or other fiduciary holding securities under
any employee benefit plan of the Company or any of its subsidiaries, (C) an underwriter temporarily holding securities pursuant to an
offering of such securities or (D) a corporation owned, directly or indirectly, by the shareholders of the Company in substantially the same
proportions as their ownership of stock in the Company (“Excluded Persons”)) is or becomes the Beneficial Owner, directly or indirectly, of
securities of the Company (not including in the securities beneficially owned by such Person any securities acquired directly from the
Company or its Affiliates after July 22, 1999, pursuant to express authorization by the Board of Directors of the Company (the “Board”)
that refers to this exception) representing more than 50% of the total fair market value of the stock of the Company or representing 50% or
more of the total voting power of the stock of the Company; or

(ii)     during any 12 consecutive month period, the following individuals cease for any reason to constitute a majority of the
number of directors of the Company then serving:  (A) individuals who, on July 22, 1999, constituted the Board and (B) any new director
(other than a director whose initial assumption of office is in connection with an actual or threatened election contest, including but not
limited to a consent solicitation, relating to the election of directors of the Company, as such terms are used in Rule 14a-11 of Regulation
14A under the Act) whose appointment or election by the Board or nomination for election by the Company’s shareholders was approved
by a vote of at least a majority of the directors then still in office who either were directors on July 22, 1999, or whose i nitial appointment,
election or nomination for election as a director which occurred after July 22, 1999 was approved by such vote of the directors then still in
office at the time of such initial appointment, election or nomination who were themselves either directors on July 22, 1999 or initially
appointed, elected or nominated by such majority vote as described above ad infinitum (collectively the “Continuing Directors”); provided,
however, that individuals who are appointed to the Board pursuant to or in accordance with the terms of an agreement relating to a merger,
consolidation, or share exchange involving the Company (or any direct or indirect subsidiary of the Company) shall not be Continuing
Directors for purposes of this Agreement until after such individuals are first nominated for election by a vote of at least a majority of the
then Continuing Directors and are thereafter elected as directors by the shareholders of the Company at a meeting of shareholders held
following consumm ation of such merger, consolidation, or share exchange; and, provided further, that in the event the failure of any such
persons appointed to the Board to be Continuing Directors results in a Change in Control of the Company, the subsequent qualification of
such persons as Continuing Directors shall not alter the fact that a Change in Control of the Company occurred; or

 
 



 
 

(iii)        a merger, consolidation or share exchange of the Company with any other corporation is consummated or voting securities
of the Company are issued in connection with a merger, consolidation or share exchange of the Company (or any direct or indirect
subsidiary of the Company) pursuant to applicable stock exchange requirements, other than (A) a merger, consolidation or share exchange
which would result in the voting securities of the Company entitled to vote generally in the election of directors outstanding immediately
prior to such merger, consolidation or share exchange continuing to represent (either by remaining outstanding or by being converted into
voting securities of the surviving entity or any parent thereof) at least 50% of the combined voting power of the voting securities o f the
Company or such surviving entity or any parent thereof entitled to vote generally in the election of directors of such entity or parent
outstanding immediately after such merger, consolidation or share exchange, or (B) a merger, consolidation or share exchange effected to
implement a recapitalization of the Company (or similar transaction) in which no Person (other than an Excluded Person) is or becomes the
Beneficial Owner, directly or indirectly, of securities of the Company (not including in the securities beneficially owned by such Person any
securities acquired directly from the Company or its Affiliates after July 22, 1999, pursuant to express authorization by the Board that refers
to this exception) representing at least 50% of the combined voting power of the Company’s then outstanding voting securities entitled to
vote generally in the election of directors; or

(iv)        the sale or disposition by the Company of all or substantially all of the Company’s assets to a Person (in one transaction or
a series of related transactions within any period of 12 consecutive months), other than a sale or disposition by the Company of all or
substantially all of the Company’s assets to (a) a shareholder of the Company (immediately before the asset transfer) in exchange for or
with respect to its stock; (b) an entity, 50% or more of the total value or voting power of which is owned, directly or indirectly, by the
Company; (c) a Person that owns, directly or indirectly, 50% or more of the total value or voting power of all of the outstanding stock of the
Company; or (d) an entity, at least 50% of the total value or voting power of which is owned, directly or indirectly, by a Person that owns,
directly or indirectly, 50% or more of the total value or voting power of all the outstanding voting stock of the Company.  It is understood
that in no event shall a sale or disposition of assets be considered to be a sale of substantially all of the assets unless the assets sold or
disposed of have a total gross fair market value of at least 40% of the total gross fair market value of all of the Company’s assets
immediately prior to such sale or disposition.

2              Related Definitions.  For purposes of this Annex, the following terms, when capitalized, shall have the following meanings:

(i)  Act.  The term “Act” means the Securities Exchange Act of 1934, as amended.

(ii)  Affiliate and Associate.  The terms “Affiliate” and “Associate” shall have the respective meanings ascribed to such terms in
Rule l2b-2 of the General Rules and Regulations under the Act.

(iii)  Beneficial Owner.  A Person shall be deemed to be the “Beneficial Owner” of any securities:
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(a)            which such Person or any of such Person’s Affiliates or Associates has the right to acquire (whether such right
is exercisable immediately or only after the passage of time) pursuant to any agreement, arrangement or understanding, or upon the
exercise of conversion rights, exchange rights, rights, warrants or options, or otherwise; provided, however, that a Person shall not
be deemed the Beneficial Owner of, or to beneficially own, (A) securities tendered pursuant to a tender or exchange offer made by
or on behalf of such Person or any of such Person’s Affiliates or Associates until such tendered securities are accepted for
purchase, or (B) securities issuable upon exercise of Rights issue d pursuant to the terms of the Company’s Rights Agreement,
dated as of July 22, 1999, between the Company and Wells Fargo Bank Minnesota, National Association (as successor Rights
Agent), as amended from time to time (or any successor to such Rights Agreement), at any time before the issuance of such
securities;

(b)           which such Person or any of such Person’s Affiliates or Associates, directly or indirectly, has the right to vote or
dispose of or has “beneficial ownership” of (as determined pursuant to Rule l3d-3 of the General Rules and Regulations under the
Act), including pursuant to any agreement, arrangement or understanding; provided, however, that a Person shall not be deemed the
Beneficial Owner of, or to beneficially own, any security under this Subsection 2(iii)(b) as a result of an agreement, arrangement
or understanding to vote such security if the agreement, arrangement or understanding: (A) arises solely from a revocable proxy or
consent given to such Person in response to a public pr oxy or consent solicitation made pursuant to, and in accordance with, the
applicable rules and regulations under the Act and (B) is not also then reportable on a Schedule l3D under the Act (or any
comparable or successor report); or

(c)           which are beneficially owned, directly or indirectly, by any other Person with which such Person or any of such
Person’s Affiliates or Associates has any agreement, arrangement or understanding for the purpose of acquiring, holding, voting
(except pursuant to a revocable proxy as described in Subsection 2(iii)(b) above) or disposing of any voting securities of the
Company.

(iv)   Person.  The term “Person” shall mean any individual, firm, partnership, corporation or other entity, including any successor
(by merger or otherwise) of such entity, or a group of any of the foregoing acting in concert.

(v)   Stock.  The term “stock” shall have the meaning contemplated by Treasury Regulation 1.409A-1 et seq.
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Exhibit 11
 

STATEMENT RE COMPUTATION OF NET INCOME (LOSS) PER SHARE
Three Months Ended March 31, 2010 and 2009

  Three Months Ended  
  March 31,  
       
  2010   2009  
  (In thousands of dollars)  
       
BASIC EARNINGS PER SHARE       
       
Average common shares outstanding   124,889   123,999 
         
Net loss  $ (150,091)  $ (184,560)
         
Basic loss per share  $ (1.20)  $ (1.49)
         
DILUTED EARNINGS PER SHARE         
         
Adjusted weighted average shares outstanding:         
Average common shares outstanding   124,889   123,999 
Common stock equivalents   -   - 
         
Adjusted weighted average diluted shares outstanding (1)   124,889   123,999 
         
Net loss  $ (150,091)  $ (184,560)
         
Diluted loss per share  $ (1.20)  $ (1.49)
 
(1) Under current accounting guidance for the three months ended March 31, 2010 and 2009 the diluted weighted-average shares are equivalent to the basic
weighted average shares due to a net loss from continuing operations.
 
 
 



Exhibit 31.1

I, Curt S. Culver, certify that:

1. I have reviewed this quarterly report on Form 10-Q of MGIC Investment Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and we have:

 a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this quarterly report is being prepared;

 b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):

 a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

 b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.

Date:  May 10, 2010

\s\ Curt S. Culver
Curt S. Culver
Chief Executive Officer
 
 



Exhibit 31.2

CERTIFICATIONS

I, J. Michael Lauer, certify that:

1. I have reviewed this quarterly report on Form 10-Q of MGIC Investment Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and we have:

 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this quarterly report is being prepared;

 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 (c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 (d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):

 (a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

 (b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.

Date:  May 10, 2010

\s\ J. Michael Lauer
J. Michael Lauer
Chief Financial Officer
 
 



Exhibit 32

SECTION 1350 CERTIFICATIONS

The undersigned, Curt S. Culver, Chief Executive Officer of MGIC Investment Corporation (the "Company"), and J. Michael Lauer, Chief Financial Officer
of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S. C. Section 1350, that to our knowledge:

(1) the Quarterly Report on Form 10-Q of the Company for the three months ended March 31, 2010 (the "Report") fully complies with the requirements
of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 10, 2010

\s\ Curt S. Culver  
Curt S. Culver  
Chief Executive Officer  
  
  
\s\ J. Michael Lauer  
J. Michael Lauer  
Chief Financial Officer  
 
 



Exhibit 99

Risk Factors included in Item 1 A of our Annual Report on Form 10-K for the year ended December 31, 2009, as supplemented by Part II, Item 1A
of our Quarterly Report on Form 10-Q for the quarter ended March 31, 2010 and through updating of various statistical and other information.

Even though our plan to write new insurance in MIC has received approval from the Office of the Commissioner of Insurance of the State of Wisconsin
(“OCI”) and the GSEs, because MGIC is not expected to meet statutory risk-to-capital requirements to write new business in various states, we cannot
guarantee that the implementation of our plan will allow us to continue to write new insurance on an uninterrupted basis.

The insurance laws or regulations of 17 states, including Wisconsin, 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
risk-to-capital requirement. While formulations of minimum capital may vary in certain states, the most common measure applied allows for a maximum
permitted risk-to-capital ratio of 25 to 1. At March 31, 2010, MGIC’s risk-to-capital ratio was 20.2 to 1. Based upon internal company estimates, MGIC’s
risk-to-capital ratio over the next few years, after giving effect to any contribution of the proceeds from our April 2010 common stock offering and the
concurrent convertible notes offering to MGIC, could reach 40 to 1 or even higher.

In December 2009, the OCI issued an order waiving, until December 31, 2011, the minimum risk-to-capital ratio. MGIC has also applied for waivers in
all other jurisdictions that have risk-to-capital requirements. MGIC has received waivers from some of these states. These waivers expire at various times,
with the earliest expiration being December 31, 2010. Some jurisdictions have denied the request because a waiver is not authorized under the jurisdictions’
statutes or regulations and others may deny the request on other grounds. The OCI and other state insurance departments, in their sole discretion, may modify,
terminate or extend their waivers. If the OCI or other state insurance department modifies or terminates its waiver, or if it fails to renew its waiver after
expiration, MGIC would be prevented from writing new business anywhere, in the case of the waiver from the OCI, or in the particular jurisdiction, in the
case of the other waivers, if MGIC’s risk-to-capital ratio exceeds 25 to 1 unless MGIC raised additional capital to enable it to comply with the risk-to-capital
requirement. New insurance written in the states that have risk-to-capital ratio limits represented approximately 50% of new insurance written in 2009. If we
were prevented from writing new business in all states, 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 applicable risk-to-capital requirement or obtained a necessary waiver to allow us to once again write new business.

We cannot assure you that the OCI or any other jurisdiction that has granted a waiver of its risk-to-capital ratio requirements will not modify or revoke
the waiver, that it will renew the waiver when it expires or that we could raise additional capital to comply with the risk-to-capital requirement. Depending on
the circumstances, the amount of additional capital we might need could be substantial. See “— Your ownership in our company may be diluted by additional
capital that we raise or if the holders of our outstanding convertible debentures convert their debentures into shares of our common stock”.

 
 



 

We are in the final stages of implementing a plan to write new mortgage insurance in MIC in selected jurisdictions in order to address the likelihood that
in the future MGIC will not meet the minimum regulatory capital requirements discussed above and may not be able to obtain appropriate waivers of these
requirements in all jurisdictions in which minimum requirements are present. In December 2009, the OCI also approved a transaction under which MIC will
be eligible to write new mortgage guaranty insurance policies only in jurisdictions where MGIC does not meet minimum capital requirements similar to those
waived by the OCI and does not obtain a waiver of those requirements from that jurisdiction’s regulatory authority. MIC has received the necessary approvals
to write business in all of the jurisdictions in which MGIC would be prohibited from continuing to write new business due to MGIC’s failure to meet
applicable regulatory capital requirements and obtain waivers of those requirements.

In October 2009, we, MGIC and MIC entered into an agreement with Fannie Mae (the “Fannie Mae Agreement”) under which MGIC agreed to
contribute $200 million to MIC (which MGIC has done) and Fannie Mae approved MIC as an eligible mortgage insurer through December 31, 2011 subject
to the terms of the Fannie Mae Agreement. Under the Fannie Mae Agreement, MIC will be eligible to write mortgage insurance only in those 16 other
jurisdictions in which MGIC cannot write new insurance due to MGIC’s failure to meet regulatory capital requirements and if MGIC fails to obtain relief
from those requirements or a specified waiver of them. The Fannie Mae Agreement, including certain restrictions imposed on us, MGIC and MIC, is
summarized more fully in, and included as an exhibit to, our Form 8-K filed with the Securities and Exchang e Commission (the “SEC”) on October 16,
2009.

On February 11, 2010, Freddie Mac notified (the “Freddie Mac Notification”) MGIC that it may utilize MIC to write new business in states in which
MGIC does not meet minimum regulatory capital requirements to write new business and does not obtain appropriate waivers of those requirements. This
conditional approval to use MIC as a “Limited Insurer” will expire December 31, 2012. This conditional approval includes terms substantially similar to those
in the Fannie Mae Agreement and is summarized more fully in our Form 8-K filed with the SEC on February 16, 2010.

Under the Fannie Mae Agreement, Fannie Mae approved MIC as an eligible mortgage insurer only through December 31, 2011 and Freddie Mac has
approved MIC as a “Limited Insurer” only through December 31, 2012. Whether MIC will continue as an eligible mortgage insurer after these dates will be
determined by the applicable GSE’s mortgage insurer eligibility requirements then in effect. For more information, see “— MGIC may not continue to meet
the GSEs’ mortgage insurer eligibility requirements”. Further, under the Fannie Mae Agreement and the Freddie Mac Notification, MGIC cannot capitalize
MIC with more than the $200 million contribution without prior approval from each GSE, which limits the amount of business MIC can write. We believe
that the amount of capital that MGIC has contributed to MIC w ill be sufficient to write business for the term of the Fannie Mae Agreement in the
jurisdictions in which MIC is eligible to do so. Depending on the level of losses that MGIC experiences in the future, however, it is possible that regulatory
action by one or more jurisdictions, including those that do not have specific regulatory capital requirements applicable to mortgage insurers, may prevent
MGIC from continuing to write new insurance in some or all of the jurisdictions in which MIC is not eligible to write business.

A failure to meet the specific minimum regulatory capital requirements to insure new business does not necessarily mean that MGIC does not have
sufficient resources to pay claims on its insurance liabilities. While we believe that we have claims paying resources at MGIC that exceed our claim
obligations on our insurance in force, even in scenarios in which we fail to meet regulatory capital requirements, we cannot assure you that the events that
lead to us failing to meet regulatory capital requirements would not also result in our not having sufficient claims paying resources. Furthermore, our
estimates of our claims paying resources and claim obligations are based on various assumptions. These assumptions include our anticipated rescission
activity, future housing values and future unemployment rates. These assumptions are subject t o inherent uncertainty and require judgment by management.
Current conditions in the domestic economy make the assumptions about housing values and unemployment highly volatile in the sense that there is a wide
range of reasonably possible outcomes. Our anticipated rescission activity is also subject to inherent uncertainty due to the difficulty of predicting the amount
of claims that will be rescinded and the outcome of any dispute resolution proceedings related to rescissions that we make.

 
 



 

We have reported net losses for the last three years, expect to continue to report net losses, and cannot assure you when we will return to profitability.

For the years ended December 31, 2009, 2008 and 2007, respectively, we had a net loss of $1.3 billion, $0.5 billion and $1.7 billion. We believe the size
of our future net losses will depend primarily on the amount of our incurred and paid losses and to a lesser extent on the amount and profitability of our new
business. Our incurred and paid losses are dependent on factors that make prediction of their amounts difficult and any forecasts are subject to significant
volatility. We currently expect to incur substantial losses for 2010 and losses in declining amounts thereafter. Among the assumptions underlying our forecasts
are that loan modification programs will only modestly mitigate losses; that the cure rate steadily improves but does not return to historic norms until early
2013; and there is no change to our current rescissi on practices. In this latter regard, see “— We may not continue to realize benefits from rescissions at the
levels we have recently experienced and we may not prevail in proceedings challenging whether our rescissions were proper”. Although we currently expect
to return to profitability, we cannot assure you when, or if, this will occur. During the last few years our ability to forecast accurately future results has been
limited due to significant volatility in many of the factors that go into our forecasts. The net losses we have experienced have eroded, and any future net losses
will erode, our shareholders’ equity and could result in equity being negative.

We may not continue to realize benefits from rescissions at the levels we have recently experienced and we may not prevail in proceedings challenging
whether our rescissions were proper.

Historically, claims submitted to us on policies we rescinded were not a material portion of our claims resolved during a year. However, beginning in
2008, our rescissions of policies have materially mitigated our paid losses. In 2009, rescissions mitigated our paid losses by $1.2 billion and in the first
quarter of 2010, rescissions mitigated our paid losses by $373 million (both of these figures include 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). While we have a substantial pipeline
of claims investigations that we expect will eventually result in future rescissions, we can give no assurance that rescissions will continue to mitigate paid
losses at the same level we have recently experienced. 
 

 



 

In addition, our loss reserving methodology incorporates the effects we expect rescission activity to have on the losses we will pay on our delinquent
inventory. A variance between ultimate actual rescission rates and these estimates, as result of litigation, settlements or other factors, could materially affect
our losses. See “—Because loss reserve estimates are subject to uncertainties and are based on assumptions that are currently very volatile, paid claims may
be substantially different than our loss reserves.” We estimate rescissions mitigated our incurred losses by approximately $2.5 billion in 2009, compared to
$0.6 billion in the first quarter of 2010; both of these figures include the benefit of claims not paid as well as the impact on our loss reserves. In recent
quarters, approximately 25% of claims received in a quarter have been resolved by rescissions. At March 31, 2010, we had 241,244 loans in our primary
delinquency inventory; the resolution of a material portion of these loans will not involve claims.

If the insured disputes our right to rescind coverage, whether the requirements to rescind are met ultimately would be determined by legal proceedings.
Objections to rescission may be made several years after we have rescinded an insurance policy. Countrywide Home Loans, Inc. and an affiliate
(“Countrywide”) filed a lawsuit against MGIC alleging that MGIC denied, and continues to deny, valid mortgage insurance claims. We filed an arbitration
case against Countrywide regarding rescissions and Countrywide has responded seeking material damages. For more information about this lawsuit and
arbitration case, see “—We are subject to the risk of private litigation and regulatory proceedings”. In addition, we continue to discuss with other lenders their
objections to material rescissions and are involved in other arbitration proceedings with respect to rescissions that are not collectively material in amount.

We are subject to the risk of private litigation and regulatory proceedings.

Consumers are bringing a growing number of lawsuits against home mortgage lenders and settlement service providers. Seven mortgage insurers,
including MGIC, 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. MGIC’s settlement of class
action litigation against it under RESPA became final in October 2003. MGIC settled the named plaintiffs’ claims in litigation against it under FCRA in late
December 2004 following denial of class certification in June 2004. Since December 2006, class action litigation was separately brought against a number of
large lenders alleging that their captive mortgage reinsurance arrangements violated RESPA. While we are not a defendant in any of these cases, there can be
no assurance that we will not be subject to future litigation under RESPA or FCRA or that the outcome of any such litigation would not have a material
adverse effect on us.

We are subject to comprehensive, detailed regulation by state insurance departments. These regulations are principally designed for the protection of our
insured policyholders, rather than for the benefit of investors. 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 have been
subject to heightened scrutiny by insurance regulators. State insurance regulatory authorities could take actions, including changes in capital requirements or
termination of waivers of capital requirements, that could h ave a material adverse effect on us.

 
 



 

In June 2005, in response to a letter from the New York Insurance Department, we provided information regarding captive mortgage reinsurance
arrangements and other types of arrangements in which lenders receive compensation. In February 2006, the New York Insurance Department requested
MGIC to review its premium rates in New York and to file adjusted rates based on recent years’ experience or to explain why such experience would not alter
rates. In March 2006, MGIC advised the New York Insurance Department that it believes its premium rates are reasonable and that, given the nature of
mortgage insurance risk, premium rates should not be determined only by the experience of recent years. In February 2006, in response to an administrative
subpoena from the Minnesota Department of Commerce, which regulates insurance, we provided th e Department with information about captive mortgage
reinsurance and certain other matters. We subsequently provided additional information to the Minnesota Department of Commerce, and beginning in March
2008 that Department has sought additional information as well as answers to questions regarding captive mortgage reinsurance on several occasions. In
addition, beginning in June 2008, we have received subpoenas from the Department of Housing and Urban Development, commonly referred to as HUD,
seeking information about captive mortgage reinsurance similar to that requested by the Minnesota Department of Commerce, but not limited in scope to the
state of Minnesota. Other insurance departments or other officials, including attorneys general, may also seek information about or investigate captive
mortgage reinsurance.

The anti-referral fee provisions of RESPA provide that HUD as well as the insurance commissioner or attorney general of any state may bring an action
to enjoin violations of these provisions 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 captive reinsurance arrangements are in conformity with applicable laws and
regulations, it is not possible to predict the outcome of any such reviews or investigations nor is it possible to predict their effect on us or the mortgage
insurance industry.

Since October 2007 we have been involved in an investigation conducted by the Division of Enforcement of the SEC. The investigation appears to
involve disclosure and financial reporting by us and by a co-investor regarding our respective investments in our C-BASS joint venture. We have provided
documents to the SEC and a number of our executive officers, as well as other employees, have testified. This matter is ongoing and no assurance can be
given that the SEC staff will not recommend an enforcement action against our company or one or more of our executive officers or other employees.

Five previously-filed purported class action complaints filed against us and several of our executive officers were consolidated in March 2009 in the
United States District Court for the Eastern District of Wisconsin and Fulton County Employees’ Retirement System was appointed as the lead plaintiff. The
lead plaintiff filed a Consolidated Class Action Complaint (the “Complaint”) on June 22, 2009. Due in part to its length and structure, it is difficult to
summarize briefly the allegations in the Complaint but it appears the allegations are that we and our officers named in the Complaint violated the federal
securities laws by misrepresenting or failing to disclose material information about (i) loss development in our insurance in force, and (ii) C-BASS, including
its liquidity. Our motion to dismiss the Complaint wa s granted on February 18, 2010. On March 18, 2010, plaintiffs filed a motion for leave to file an
amended complaint. Attached to this motion was a proposed Amended Complaint (the “Amended Complaint”). The Amended Complaint alleges that we and
two of our officers named in the Amended Complaint violated the federal securities laws by misrepresenting or failing to disclose material information about
C-BASS, including its liquidity, and by failing to properly account for our investment in C-BASS. The Amended Complaint also names two officers of C-
BASS with respect to the Amended Complaint’s allegations regarding C-BASS. The purported class period covered by the Complaint begins on February 6,
2007 and ends on August 13, 2007. The Amended Complaint seeks damages based on purchases of our stock during this time period at prices that were
allegedly inflated as a result of the purported violations of federal securities laws. On April 12, 2010, we filed a motion in opposition to Plaintiff’s mo tion for
leave to amend its complaint. With limited exceptions, our bylaws provide that our officers are entitled to indemnification from us for claims against them of
the type alleged in the Amended Complaint. We are unable to predict the outcome of these consolidated cases or estimate our associated expenses or possible
losses. Other lawsuits alleging violations of the securities laws could be brought against us.

 
 



 

Several law firms have issued press releases to the effect that they are investigating us, including whether the fiduciaries of our 401(k) plan breached their
fiduciary duties regarding the plan’s investment in or holding of our common stock or whether we breached other legal or fiduciary obligations to our
shareholders. With limited exceptions, our bylaws provide that our officers and 401(k) plan fiduciaries are entitled to indemnification from us for claims
against them. We intend to defend vigorously any proceedings that may result from these investigations.

As we previously disclosed, for some time we have had discussions with lenders regarding their objections to rescissions that in the aggregate are
material. On December 17, 2009, Countrywide filed a complaint for declaratory relief in the Superior Court of the State of California in San Francisco against
MGIC. This complaint alleges that MGIC has denied, and continues to deny, valid mortgage insurance claims submitted by Countrywide and says it seeks
declaratory relief regarding the proper interpretation of the flow insurance policies at issue. On January 19, 2010, we removed this case to the United States
District Court for the Northern District of California. On March 30, 2010, the Court ordered the case remanded to the Superior Court of the State of California
in San Francisco. We have appealed this decision to the United States Court of Appeals for the Ninth Circuit and asked the Court of Appeals to vacate the
remand and stay proceedings in the District Court. On February 24, 2010, we commenced an arbitration action against Countrywide seeking a determination
that MGIC was entitled to deny and/or rescind coverage on the loans involved in the arbitration demand, which numbered more than 1,400 loans as of the
filing of the demand. On March 16, 2010, Countrywide filed a response to our arbitration action objecting to the arbitrator’s jurisdiction in view of the case
initiated by Countrywide in the Superior Court of the State of California and asserting various defenses to the relief sought by MGIC in the arbitration. The
response also seeks damages of at least $150 million, exclusive of interest and costs, as a result of purported breaches of flow insurance policies issued by
MGIC and additional damages, including exemplary damages, on account of M GIC’s purported breach of an implied covenant of good faith and fair dealing.
We intend to defend MGIC against Countrywide’s complaint and arbitration response, and to pursue MGIC’s claims in the arbitration, vigorously. However,
we are unable to predict the outcome of these proceedings or their effect on us.

In addition to the rescissions at issue with Countrywide, we have a substantial pipeline of claims investigations (including investigations involving loans
related to Countrywide) that we expect will eventually result in future rescissions. For additional information about rescissions, see “—We may not continue
to realize benefits from rescissions at the levels we have recently experienced and we may not prevail in proceedings challenging whether our rescissions
were proper”.

 
 



 

Changes in the business practices of the GSEs, federal legislation that changes their charters or a restructuring of the GSEs could reduce our revenues
or increase our losses.

The majority of our insurance written is for loans sold to Fannie Mae and Freddie Mac. The business practices of the GSEs affect the entire relationship
between them and mortgage insurers and include:
 

 • the level of private mortgage insurance coverage, subject to the limitations of the GSEs’ charters (which may be changed by federal
legislation) when private mortgage insurance is used as the required credit enhancement on low down payment mortgages,

 • the amount of loan level delivery fees (which result in higher costs to borrowers) that the GSEs assess on loans that require mortgage
insurance,

 • whether the GSEs influence the mortgage lender’s selection of the mortgage insurer providing coverage and, if so, any transactions that
are related to that selection,

 • the underwriting standards that determine what loans are eligible for purchase by the GSEs, which can affect the quality of the risk
insured by the mortgage insurer and the availability of mortgage loans,

 • the terms on which mortgage insurance coverage can be canceled before reaching the cancellation thresholds established by law, and

 • the programs established by the GSEs intended to avoid or mitigate loss on insured mortgages and the circumstances in which mortgage
servicers must implement such programs.

 
In September 2008, the Federal Housing Finance Agency (“FHFA”) was appointed as the conservator of the GSEs. As their conservator, FHFA controls

and directs the operations of the GSEs. The appointment of FHFA as conservator, the increasing role that the federal government has assumed in the
residential mortgage market, our industry’s inability, due to capital constraints, to write sufficient business to meet the needs of the GSEs or other factors may
increase the likelihood that the business practices of the GSEs change in ways that may have a material adverse effect on us. In addition, these factors may
increase the likelihood that the charters of the GSEs are changed by new federal legislation. Such changes may allow the GSEs to reduce or eliminate the
level of private mortgage insurance coverage that they use as c redit enhancement, which could have a material adverse effect on our revenue, results of
operations or financial condition. The Obama administration and certain members of Congress have publicly stated that that they are considering proposing
significant changes to the GSEs. As a result, it is uncertain what role that the GSEs will play in the domestic residential housing finance system in the future
or the impact of any such changes on our business.

 
 



 

For a number of years, the GSEs have had programs under which on certain loans lenders could choose a mortgage insurance coverage percentage that
was only the minimum required by their charters, with the GSEs paying a lower price for these loans (“charter coverage”). The GSEs have also had programs
under which on certain loans they would accept a level of mortgage insurance above the requirements of their charters but below their standard coverage
without any decrease in the purchase price they would pay for these loans (“reduced coverage”). Effective January 1, 2010, Fannie Mae broadly expanded the
types of loans eligible for charter coverage and in the second   quarter of 2010 Fannie Mae eliminated its reduced coverage program. In recent years, a
majority of our volume was on loans with GSE sta ndard coverage, a substantial portion of our volume has been on loans with reduced coverage, and a minor
portion of our volume has been on loans with charter coverage. We charge higher premium rates for higher coverages. During the first quarter of 2010, the
portion of our volume insured at charter coverage has been approximately the same as in the recent years and, due in part to the elimination of reduced
coverage by Fannie Mae, the portion of our volume insured at standard coverage has increased. Also, the pricing changes we implemented on May 1, 2010
(see “—The premiums we charge may not be adequate to compensate us for our liabilities for losses and as a result any inadequacy could materially affect our
financial condition and results of operations”.) would eliminate a lender’s incentive to use Fannie Mae charter coverage in place of standard coverage.
However, to the extent lenders selling loans to Fannie Mae in the future did choose charter coverage for loans that we insure, ou r revenues would be reduced
and we could experience other adverse effects.

Both of the GSEs have policies which provide guidelines on terms under which they can conduct business with mortgage insurers, such as MGIC, with
financial strength ratings below Aa3/AA-. (MGIC’s financial strength rating from Moody’s is Ba3, with a positive outlook and from Standard & Poor’s is B+,
with a negative outlook.) For information about how these policies could affect us, see “—MGIC may not continue to meet the GSEs’ mortgage insurer
eligibility requirements”.
 
MGIC may not continue to meet the GSEs’ mortgage insurer eligibility requirements.

The majority of our insurance written is for loans sold to Fannie Mae and Freddie Mac, each of which has mortgage insurer eligibility requirements. We
believe that the GSEs are analyzing their mortgage insurer eligibility requirements and may make changes to them in the near future. Currently, MGIC is
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 between a mortgage insurer and MGIC will continue to operate under a remediation plan for the foreseeable future. There can be no assurance that
MGIC will be able to continue to operate as an eligible mortgage insurer under a remediation plan. If MGIC ceases being eligible to insure loans purchased
by one or both of the GSEs, it would significantly reduce the volume of our new bus iness writings.
 
The amount of insurance we write could be adversely affected if lenders and investors select alternatives to private mortgage insurance.

These alternatives to private mortgage insurance include:

 
 



 

 • lenders using government mortgage insurance programs, including those of the Federal Housing Administration, or FHA, and the
Veterans Administration,

 • lenders and other investors holding mortgages in portfolio and self-insuring,

 • investors using credit enhancements other than private mortgage insurance, using other credit enhancements in conjunction with reduced
levels of private mortgage insurance coverage, or accepting credit risk without credit enhancement, and

 • lenders originating mortgages using piggyback structures to avoid private mortgage insurance, such as a first mortgage with an 80% loan-
to-value ratio and a second mortgage with a 10%, 15% or 20% loan-to-value ratio (referred to as 80-10-10, 80-15-5 or 80-20 loans,
respectively) rather than a first mortgage with a 90%, 95% or 100% loan-to-value ratio that has private mortgage insurance.

The FHA substantially increased its market share beginning in 2008. We believe that the FHA’s market share increased, in part, because mortgage
insurers have tightened their underwriting guidelines (which has led to increased utilization of the FHA’s programs) and because of increases in the amount of
loan level delivery fees that the GSEs assess on loans (which result in higher costs to borrowers). Recent federal legislation and programs have also provided
the FHA with greater flexibility in establishing new products and have increased the FHA’s competitive position against private mortgage insurers.
 
Competition or changes in our relationships with our customers could reduce our revenues or increase our losses.

In recent years, the level of competition within the private mortgage insurance industry has been intense as many large mortgage lenders reduced the
number of private mortgage insurers with whom they do business. At the same time, consolidation among mortgage lenders has increased the share of the
mortgage lending market held by large lenders. Our private mortgage insurance competitors include:
 

 • PMI Mortgage Insurance Company,

 • Genworth Mortgage Insurance Corporation,

 • United Guaranty Residential Insurance Company,

 • Radian Guaranty Inc.,

 • Republic Mortgage Insurance Company, whose parent, based on information filed with the SEC through May 5, 2010, is our largest
shareholder, and

 
 



 

 • CMG Mortgage Insurance Company.
 

Until recently, the mortgage insurance industry had not had new entrants in many years. Recently, Essent Guaranty, Inc. announced that it would begin
writing new mortgage insurance. Essent has publicly reported that one of its investors is JPMorgan Chase which is one of our customers. The perceived
increase in credit quality of loans that are being insured today combined with the deterioration of the financial strength ratings of the existing mortgage
insurance companies could encourage new entrants. We understand that one potential new entrant has advertised for employees. The FHA, which in recent
years was not viewed by us as a significant competitor, substantially increased its market share beginning in 2008.

Our relationships with our customers could be adversely affected by a variety of factors, including tightening of and adherence to our underwriting
guidelines, which have resulted in our declining to insure some of the loans originated by our customers, rescission of loans that affect the customer and our
decision to discontinue ceding new business under excess of loss captive reinsurance programs. In the fourth quarter of 2009, Countrywide commenced
litigation against us as a result of its dissatisfaction with our rescissions practices shortly after Countrywide ceased doing business with us. See “—We are
subject to the risk of private litigation and regulatory proceedings” for more information about this litigation and the arbitration case we filed against
Countrywide regarding rescissions. Countrywide and its Bank of America affiliates accounted for 12.0% of our flow new insurance written in 2008 and 8.3%
of our new insurance written in the first three quarters of 2009. In addition, we continue to have discussions with other lenders who are significant customers
regarding their objections to rescissions.

We believe some lenders assess a mortgage insurer’s financial strength rating as an important element of the process through which they select mortgage
insurers. MGIC’s financial strength rating from Moody’s is Ba3, with a positive outlook and from Standard & Poor’s is B+, with a negative outlook. It is
possible that MGIC’s financial strength ratings could decline from these levels. As a result of MGIC’s less than investment grade financial strength rating,
MGIC may be competitively disadvantaged with these lenders.

Downturns in the domestic economy or declines in the value of borrowers’ homes from their value at the time their loans closed may result in more
homeowners defaulting and our losses increasing.

Losses result from events that reduce a borrower’s ability to continue to make mortgage payments, such as unemployment, and whether the home of a
borrower who defaults on his mortgage can be sold for an amount that will cover unpaid principal and interest and the expenses of the sale. In general,
favorable economic conditions reduce the likelihood that borrowers will lack sufficient income to pay their mortgages and also favorably affect the value of
homes, thereby reducing and in some cases even eliminating a loss from a mortgage default. A deterioration in economic conditions, including an increase in
unemployment, generally increases the likelihood that borrowers will not have sufficient income to pay their mortgages and can also adversely affect housing
values, which in turn can influence the willingness of borrowers with su fficient resources to make mortgage payments to do so when the mortgage balance
exceeds the value of the home. Housing values may decline even absent a deterioration in economic conditions due to declines in demand for homes, which in
turn may result from changes in buyers’ perceptions of the potential for future appreciation, restrictions on and the cost of mortgage credit due to more
stringent underwriting standards, liquidity issues affecting lenders or higher interest rates generally or other factors. The residential mortgage market in the
United States has for some time experienced a variety of poor or worsening economic conditions, including a material nationwide decline in housing values,
with declines continuing in 2010 in a number of geographic areas. Home values may continue to deteriorate and unemployment levels may continue to
increase or remain elevated.

 
 



 

The mix of business we write also affects the likelihood of losses occurring.

Even when housing values are stable or rising, certain types of mortgages have higher probabilities of claims. These types include loans with loan-to-
value ratios over 95% (or in certain markets that have experienced declining housing values, over 90%), FICO credit scores below 620, limited underwriting,
including limited borrower documentation, or total debt-to-income ratios of 38% or higher, as well as loans having combinations of higher risk factors. As of
March 31, 2010, approximately 60% of our primary risk in force consisted of loans with loan-to-value ratios equal to or greater than 95%, 9.1% had FICO
credit scores below 620, and 12.2% had limited underwriting, including limited borrower documentation. A material portion of these loans were written in
2005 — 2007 or the first quarter of 2008. In accordance with industry p ractice, loans approved by GSEs and other automated underwriting systems under
“doc waiver” programs that do not require verification of borrower income are classified by us as “full documentation.” For additional information about such
loans, see Note 12 to our consolidated financial statements.

Beginning in the fourth quarter of 2007 we made a series of changes to our underwriting guidelines in an effort to improve the risk profile of our new
business. Requirements imposed by new guidelines, however, only affect business written under commitments to insure loans that are issued after those
guidelines become effective. Business for which commitments are issued after new guidelines are announced and before they become effective is insured by
us in accordance with the guidelines in effect at time of the commitment even if that business would not meet the new guidelines. For commitments we issue
for loans that close and are insured by us, a period longer than a calendar quarter can elapse between the time we issue a commitment to insure a loan and the
time we report the loan in our risk in force, although this period is generall y shorter.

From time to time, in response to market conditions, we increase or decrease the types of loans that we insure. In addition, we make exceptions to our
underwriting guidelines on a loan-by-loan basis and for certain customer programs. Together these exceptions accounted for less than 5% of the loans we
insured in recent quarters. The changes to our underwriting guidelines since the fourth quarter of 2007 include the creation of two tiers of “restricted
markets”. Our underwriting criteria for restricted markets do not allow insurance to be written on certain loans that could be insured if the property were
located in an unrestricted market. Beginning in September 2009, we removed several markets from our restricted markets list and moved several other
markets from our Tier Two restricted market list (for which our underwriti ng guidelines are most limiting) to our Tier One restricted market list. In addition,
we have made other changes that have relaxed our underwriting guidelines and expect to continue to make changes in appropriate circumstances that will do
so in the future.

As of March 31, 2010, approximately 3.5% of our primary risk in force written through the flow channel, and 41.0% of our primary risk in force written
through the bulk channel, consisted of adjustable rate mortgages in which the initial interest rate may be adjusted during the five years after the mortgage
closing (“ARMs”). We classify as fixed rate loans adjustable rate mortgages in which the initial interest rate is fixed during the five years after the mortgage
closing. We believe that when the reset interest rate significantly exceeds the interest rate at loan origination, claims on ARMs would be substantially higher
than for fixed rate loans. Moreover, even if interest rates remain unchanged, claims on ARMs with a “teaser rate” (an initial interest rate that does not fully
reflect the index which determine s subsequent rates) may also be substantially higher because of the increase in the mortgage payment that will occur when
the fully indexed rate becomes effective. In addition, we have insured “interest-only” loans, which may also be ARMs, and loans with negative amortization
features, such as pay option ARMs. We believe claim rates on these loans will be substantially higher than on loans without scheduled payment increases that
are made to borrowers of comparable credit quality.

 
 



 

Although we attempt to incorporate these higher expected claim rates into our underwriting and pricing models, there can be no assurance that the
premiums earned and the associated investment income will be adequate to compensate for actual losses even under our current underwriting guidelines. We
do, however, believe that given the various changes in our underwriting guidelines that were effective beginning in the first quarter of 2008, our insurance
written beginning in the second quarter of 2008 will generate underwriting profits.
 
Because we establish loss reserves only upon a loan default rather than based on estimates of our ultimate losses, losses may have a disproportionate
adverse effect on our earnings in certain periods.

In accordance with generally accepted accounting principles, commonly referred to as GAAP, we establish loss reserves only for loans in default.
Reserves are established for reported insurance losses and loss adjustment expenses based on when notices of default on insured mortgage loans are received.
Reserves are also established for estimated losses incurred on notices of default that have not yet been reported to us by the servicers (this is often referred to
as “IBNR”). We establish reserves using estimated claims rates and claims amounts in estimating the ultimate loss. Because our reserving method does not
take account of the impact of future losses that could occur from loans that are not delinquent, our obligation for ultimate losses that we expect to occur under
our policies in force at any period end is not reflec ted in our financial statements, except in the case where a premium deficiency exists. As a result, future
losses may have a material impact on future results as losses emerge.

Because loss reserve estimates are subject to uncertainties and are based on assumptions that are currently very volatile, paid claims may be substantially
different than our loss reserves.

We establish reserves using estimated claim rates and claim amounts in estimating the ultimate loss on delinquent loans. The estimated claim rates and
claim amounts represent our best estimates of what we will actually pay on the loans in default as of the reserve date and incorporates anticipated mitigation
from rescissions.

The establishment of loss reserves is subject to inherent uncertainty and requires judgment by management. Current conditions in the housing and
mortgage industries make the assumptions that we use to establish loss reserves 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 deterioration
of regional or national economic conditions, including unemployment, leading to a reduction in borrowers’ income and thus their ability to make mortgage
payments, a drop in housing values that could materially reduce our ability to mitigate potential loss through property acquisition and resale or expose us to
greater loss on resale of properties obtained through the claim set tlement process and mitigation from rescissions being materially less than assumed.
Changes to our estimates could result in material impact to our results of operations, even in a stable economic environment, and there can be no assurance
that actual claims paid by us will not be substantially different than our loss reserves.

 
 



 

The premiums we charge may not be adequate to compensate us for our liabilities for losses and as a result any inadequacy could materially affect our
financial condition and results of operations.

We set premiums at the time a policy is issued based on our expectations regarding likely performance over the long-term. Our premiums are subject to
approval by state regulatory agencies, which can delay or limit our ability to increase our premiums. Generally, we cannot cancel the mortgage insurance
coverage or adjust renewal premiums during the life of a mortgage insurance policy. As a result, higher than anticipated claims generally cannot be offset by
premium increases on policies in force or mitigated by our non-renewal or cancellation of insurance coverage. The premiums we charge, and the associated
investment income, may not be adequate to compensate us for the risks and costs associated with the insurance coverage provided to customers. An increase
in the number or size of claims, compared to what we anticipate, could adverse ly affect our results of operations or financial condition.

Effective May 1, 2010, we will price our new insurance written after considering, among other things, the borrower’s credit score in a majority of states
and, subject to regulatory approval, expect to implement these changes in the remaining states in the next several months. We made these rate changes to be
more competitive with insurance programs offered by the FHA. Had these rate changes been in place with respect to new insurance written in the second half
of 2009 and the first quarter of 2010, they would have resulted in lower premiums being charged for a substantial majority of our new insurance written.
However, during the first quarter of 2010 (continuing a trend that began in the fourth quarter of 2009), the average coverage percentage of our new insurance
written increased. We believe the increased coverage was due in part to the elimination of Fannie Mae’s reduced coverage program. See “—Changes in the
business practices of the GSEs, federal legislation that changes their charters or a restructuring of the GSEs could reduce our revenues or increase our losses”.
Because we charge higher premiums for higher coverages, had our reduced premium rates been in effect during the first quarter, the effect of lower premium
rates would have been largely offset by the increase in premiums due to higher coverages. We cannot predict whether our new business written in the future
will continue to have higher coverages. For more information about our rate changes, see our Form 8-K that was filed with the SEC on February 23, 2010.

In January 2008, we announced that we had decided to stop writing the portion of our bulk business that insures loans which are included in Wall Street
securitizations because the performance of loans included in such securitizations deteriorated materially in the fourth quarter of 2007 and this deterioration
was materially worse than we experienced for loans insured through the flow channel or loans insured through the remainder of our bulk channel. As of
December 31, 2007 we established a premium deficiency reserve of approximately $1.2 billion. As of March 31, 2010, the premium deficiency reserve was
$180 million. At each date, the premium deficiency reserve is the present value of expected future losses and expenses that exceeded the present value of
expected future premium and already established loss reserves on these bulk trans actions.

 
 



 

The mortgage insurance industry is experiencing material losses, especially on the 2006 and 2007 books. The ultimate amount of these losses will depend
in part on general economic conditions, including unemployment, and the direction of home prices, which in turn will be influenced by general economic
conditions and other factors. Because we cannot predict future home prices or general economic conditions with confidence, there is significant uncertainty
surrounding what our ultimate losses will be on our 2006 and 2007 books. Our current expectation, however, is that these books will continue to generate
material incurred and paid losses for a number of years. There can be no assurance that additional premium deficiency reserves on Wall Street Bulk or on
other portions of our insurance portfolio will not be required.

Loan modification and other similar programs may not provide material benefits to us and our losses on loans that re-default can be higher than what we
would have paid had the loan not been modified.

Beginning in the fourth quarter of 2008, the federal government, including through the Federal Deposit Insurance Corporation (the “FDIC”) and the
GSEs, and several lenders have adopted programs to modify loans to make them more affordable to borrowers with the goal of reducing the number of
foreclosures. For the quarter ending March 31, 2010, we were notified of modifications involving loans with risk in force of approximately $734 million.

One such program is the Home Affordable Modification Program (“HAMP”), which was announced by the US Treasury in early 2009. Some of HAMP’s
eligibility criteria require current information about borrowers, such as his or her current income and non-mortgage debt payments. Because the GSEs and
servicers do not share such information with us, we cannot determine with certainty the number of loans in our delinquent inventory that are eligible to
participate in HAMP. We believe that it could take several months from the time a borrower has made all of the payments during HAMP’s three month “trial
modification” period for the loan to be reported to us as a cured delinquency. We are aware of approximately 43,100 loans in our primary delinquent
inventory at March 31, 2010 for which the HAMP trial period has begun and approximately 11,600 delinquent primary loans have cured their delinquency
after entering HAMP. We rely on information provided to us by the GSEs and servicers. We do not receive all of the information from such sources that is
required to determine with certainty the number of loans that are participating in, or have successfully completed, HAMP.

Under HAMP, a net present value test (the “NPV Test”) is used to determine if loan modifications will be offered. For loans owned or guaranteed by the
GSEs, servicers may, depending on the results of the NPV Test and other factors, be required to offer loan modifications, as defined by HAMP, to borrowers.
As of December 1, 2009, the GSEs changed how the NPV Test is used. These changes made it more difficult for some loans to be modified under HAMP.
While we lack sufficient data to determine the impact of these changes, we believe that they may materially decrease the number of our loans that will
participate in HAMP. In January 2010 the United States Treasury department has further modified the HAMP eligibility requirements. Effective June 1, 2010
a servicer may evaluate and initiate a HAMP trial modification for a borrowe r only after the servicer receives certain documents that allow the servicer to
verify the borrower’s income and the cause of the borrower’s financial hardship. Previously, these documents were not required to be submitted until after the
successful completion of HAMP’s trial modification period. We believe that this will decrease the number of new HAMP trial modifications.

 
 



 

The effect on us of loan modifications depends on how many modified loans subsequently re-default, which in turn can be affected by changes in housing
values. Re-defaults can result in losses for us that could be greater than we would have paid had the loan not been modified. At this point, we cannot predict
with a high degree of confidence what the ultimate re-default rate will be, and therefore we cannot ascertain with confidence whether these programs will
provide material benefits to us. In addition, because we do not have information in our database for all of the parameters used to determine which loans are
eligible for modification programs, our estimates of the number of loans qualifying for modification programs are inherently uncertain. If legislation is
enacted to permit a mortgage balance to be reduced in bankruptcy, we wo uld still be responsible to pay the original balance if the borrower re-defaulted on
that mortgage after its balance had been reduced. Various government entities and private parties have enacted foreclosure (or equivalent) moratoriums. Such
a moratorium does not affect the accrual of interest and other expenses on a loan. Unless a loan is  modified during a moratorium to cure the default, at the
expiration of the moratorium additional interest and expenses would be due which could result in our losses on loans subject to the moratorium being higher
than if there had been no moratorium.

Eligibility under loan modification programs can also adversely affect us by creating an incentive for borrowers who are able to make their mortgage
payments to become delinquent in an attempt to obtain the benefits of a modification. New notices of delinquency are a factor that increases our incurred
losses.

If interest rates decline, house prices appreciate or mortgage insurance cancellation requirements change, the length of time that our policies remain in
force could decline and result in declines in our revenue.

In each year, most of our premiums are from insurance that has been written in prior years. As a result, the length of time insurance remains in force,
which is also generally referred to as persistency, is a significant determinant of our revenues. The factors affecting the length of time our insurance remains
in force include:
 

 • the level of current mortgage interest rates compared to the mortgage coupon rates on the insurance in force, which affects the
vulnerability of the insurance in force to refinancings, and

 • mortgage insurance cancellation policies of mortgage investors along with the current value of the homes underlying the mortgages in the
insurance in force.

 
During the 1990s, our year-end persistency ranged from a high of 87.4% at December 31, 1990 to a low of 68.1% at December 31, 1998. Since 2000, our

year-end persistency ranged from a high of 84.7% at December 31, 2009 to a low of 47.1% at December 31, 2003. Future premiums on our insurance in force
represent a material portion of our claims paying resources.

 
 



 

Your ownership in our company may be diluted by additional capital that we raise or if the holders of our outstanding convertible debentures convert their
debentures into shares of our common stock.

As noted above under “— Even though our plan to write new insurance in MIC has received approval from the Office of the Commissioner of Insurance
of the State of Wisconsin (“OCI”) and the GSEs, because MGIC is not expected to meet statutory risk-to-capital requirements to write new business in
various states, we cannot guarantee that the implementation of our plan will allow us to continue to write new insurance on an uninterrupted basis”, we may
be required to raise additional equity capital. Any such future sales would dilute your ownership interest in our company. In addition, the market price of our
common stock could decline as a result of sales of a large number of shares or similar securities in the market or the perception that such sales could occur.

We have approximately $390 million principal amount of 9% Convertible Junior Subordinated Debentures outstanding. The principal amount of the
debentures is currently convertible, at the holder’s option, at an initial conversion rate, which is subject to adjustment, of 74.0741 common shares per $1,000
principal amount of debentures. This represents an initial conversion price of approximately $13.50 per share. We have elected to defer the payment of a total
of approximately $55 million of interest on these debentures. We may also defer additional interest in the future. If a holder elects to convert its debentures,
the interest that has been deferred on the debentures being converted is also converted into shares of our common stock. The conversion rate for such deferred
interest is based on the average price that our shares trad ed at during a 5-day period immediately prior to the election to convert the associated debentures.
We also have approximately $345 million principal amount of 5% Convertible Senior Notes outstanding. The Senior Notes are convertible, at the holder's
option, at an initial conversion rate, which is subject to adjustment, of 74.4186 shares per $1,000 principal amount at any time prior to the maturity date. This
represents an initial conversion price of approximately $13.44 per share. We do not have the right to defer interest on these Senior Notes.

If the volume of low down payment home mortgage originations declines, the amount of insurance that we write could decline, which would reduce our
revenues.

The factors that affect the volume of low-down-payment mortgage originations include:
 

 • restrictions on mortgage credit due to more stringent underwriting standards and liquidity issues affecting lenders,

 • the level of home mortgage interest rates,

 • the health of the domestic economy as well as conditions in regional and local economies,

 • housing affordability,

 
 



 

 • population trends, including the rate of household formation,

 • the rate of home price appreciation, which in times of heavy refinancing can affect whether refinance loans have loan-to-value ratios that
require private mortgage insurance, and

 • government housing policy encouraging loans to first-time homebuyers.
 

A decline in the volume of low down payment home mortgage originations could decrease demand for mortgage insurance, decrease our new insurance
written and reduce our revenues.

The Internal Revenue Service has proposed significant adjustments to our taxable income for 2000 through 2007.

The Internal Revenue Service (“IRS”) has completed separate examinations of our federal income tax returns for the years 2000 through 2004 and 2005
through 2007 and has issued assessments for unpaid taxes, interest and penalties. The primary adjustment in both examinations relates 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”). This
portfolio has been managed and maintained during years prior to, during and subsequent to the examination period. The IRS has indicated that it does not
believe that, for various reasons, we have established sufficient tax basis in the REMIC residual interests to deduct the losses from taxable income. We
disagree with this conclusion and believe that the flow through income and loss from these investments was properly reported on our federal income tax
returns in accordance with applicable tax laws and regulations in effect during the periods involved and have appealed these adjustments. The appeals process
is ongoing and may last for an extended period of time, but at this time it is difficult to predict with any certainty when it may conclude. The assessment for
unpaid taxes related to the REMIC issue for these years is $197.1 million in taxes and accuracy-related penalties, plus applicable interest. Other adjustments
during taxable years 2000 through 2007 are not material, and have been agreed to with the IRS. On July 2, 2007, we made a payment on account of $65.2
million with the United States Department of the Treasury to eliminate the further accrual of interest. We believe, after discussions with outside counsel about
the issues raised in the examinations and the procedures for resolution of the disputed adjustments, that an adequate provision for income taxes has been made
for potential liabilities that may result from these assessments. If the outcome of this matter differs materially from our estimates, it could have a material
impact on our effective tax rate, results of operations and cash flows.

We could be adversely affected if personal information on consumers that we maintain is improperly disclosed.

As part of our business, we maintain large amounts of personal information on consumers. While we believe we have appropriate information security
policies and systems to prevent unauthorized disclosure, there can be no assurance that unauthorized disclosure, either through the actions of third parties or
employees, will not occur. Unauthorized disclosure could adversely affect our reputation and expose us to material claims for damages.

 
 



 

The implementation of the Basel II capital accord, or other changes to our customers’ capital requirements, may discourage the use of mortgage
insurance.

In 1988, the Basel Committee on Banking Supervision developed the Basel Capital Accord (Basel I), which set out international benchmarks for
assessing banks’ capital adequacy requirements. In June 2005, the Basel Committee issued an update to Basel I (as revised in November 2005, Basel II).
Basel II was implemented by many banks in the United States and many other countries in 2009 and may be implemented by the remaining banks in the
United States and many other countries in 2010. Basel II affects the capital treatment provided to mortgage insurance by domestic and international banks in
both their origination and securitization activities.

The Basel II provisions related to residential mortgages and mortgage insurance, or other changes to our customers’ capital requirements, may provide
incentives to certain of our bank customers not to insure mortgages having a lower risk of claim and to insure mortgages having a higher risk of claim. The
Basel II provisions may also alter the competitive positions and financial performance of mortgage insurers in other ways.

We may not be able to recover the capital we invested in our Australian operations for many years and may not recover all of such capital.

We have committed significant resources to begin international operations, primarily in Australia, where we started to write business in June 2007. In
view of our need to dedicate capital to our domestic mortgage insurance operations, we have reduced our Australian headcount and are no longer writing new
business in Australia. In addition to the general economic and insurance business-related factors discussed above, we are subject to a number of other risks
from having deployed capital in Australia, including foreign currency exchange rate fluctuations and interest-rate volatility particular to Australia.

We are susceptible to disruptions in the servicing of mortgage loans that we insure.

We depend on reliable, consistent third-party servicing of the loans that we insure. A recent trend in the mortgage lending and mortgage loan servicing
industry has been towards consolidation of loan servicers. This reduction in the number of servicers could lead to disruptions in the servicing of mortgage
loans covered by our insurance policies. In addition, current housing market trends have led to significant increases in the number of delinquent mortgage
loans requiring servicing. These increases have strained the resources of servicers, reducing their ability to undertake mitigation efforts that could help limit
our losses. Future housing market conditions could lead to additional such increases. Managing a substantially higher volume of non-performing loans could
lead to disruptions in the servicing of mortgage.
 
 


