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NOTES TO FINANCIAL STATEMENTS 
 

1. Summary of Significant Accounting Policies 
A. Accounting Practices 

The financial statements of MGIC Indemnity Corporation are presented on the basis of accounting practices prescribed or permitted by the Office of the 
Commissioner of Insurance of the State of Wisconsin ("OCI").  The OCI recognizes only statutory accounting practices prescribed or permitted by the State of 
Wisconsin for determining and reporting the financial condition and results of operations of an insurance company, for determining its solvency under the 
Wisconsin insurance law.  The National Association of Insurance Commissioners' ("NAIC") Accounting Practices and Procedures Manual ("NAIC SAP") has 
been adopted as a component of prescribed practices by the OCI.  The OCI has adopted certain prescribed accounting practices that differ from those found in 
NAIC SAP.  Specifically, Wisconsin domiciled companies record changes in the contingency loss reserves through the income statement as an underwriting 
deduction.  In NAIC SAP, changes in the contingency loss reserves are recorded directly to unassigned surplus. In addition, Wisconsin domiciled companies' 
annual contribution to the contingency loss reserve is calculated as the greater of a) fifty percent of net earned premium or b) one-seventh of the result of the 
minimum policyholders position calculation provided under Wisconsin Administrative Code Section Insurance 3.09(14).  In NAIC SAP, the annual 
contribution to the contingency loss reserve is fifty percent of net earned premium.  The OCI has the right to permit other specific practices that deviate from 
prescribed practices.  A reconciliation of our net income and capital and surplus between NAIC SAP and practices prescribed by the OCI is shown below: 

State of 
Domicile 09/30/2013 12/31/2012

NET INCOME
(1) State basis (Page 4, Line 20, Columns 1 & 2) WI 6,418,084$                12,983,886$              
(2) State Prescribed Practices that increase/(decrease) NAIC SAP
      Change in contingency loss reserves WI (7,400,109)                (3,001,898)                
(3) State Permitted Practices that increase/(decrease) NAIC SAP -                                -                                
(4) NAIC SAP (1-2-3=4) WI 13,818,193$              15,985,784$              

SURPLUS
(5) State basis (Page 3, Line 37, Columns 1 & 2) WI 455,154,136$            448,340,345$            
(6) State Prescribed Practices that increase/(decrease) NAIC SAP
     Accumulated difference in contingency loss reserves WI (1,752,119)                (1,841,099)                
(7) State Permitted Practices that increase/(decrease) NAIC SAP -                                -                                
(8) NAIC SAP (5-6-7=8) WI 456,906,255$            450,181,444$            

 
2. No significant changes 
3. No significant changes 
4. No significant changes 
5. Investments 

D. Loan-Backed Securities 
(1) Prepayment assumptions for mortgage-backed/loan-backed and structured securities were obtained from investment banker surveys or internal estimates. 
(2) We did not recognize any other-than-temporary impairments (OTTI) in the current reporting period. 
(3) We do not currently hold any securities for which an OTTI has been recognized. 
(4) All impaired securities for which an OTTI has not been recognized in earnings as a realized loss: 

a. The aggregate amount of unrealized losses: 
1. Less than 12 months $  1,088,039 
2. 12 months or longer $                0 

b. The aggregate related fair value of securities with unrealized losses: 
1. Less than 12 months $78,602,891 
2. 12 months or longer $                0 

(5) All loan-backed and structured securities in an unrealized loss position were reviewed for potential OTTIs, however we have the intent and ability to hold 
these securities long enough to recover our cost basis.  Cash flow analysis and credit research were used to support the conclusion that impairments are 
not other-than-temporary.  Unrealized losses are primarily due to the liquidity spreads assigned to these securities.  Dependent upon future market 
conditions, we may determine some securities as other than temporarily impaired. 

E. Repurchase Agreements and/or Securities Lending Transactions - Not applicable 
6. No significant changes 
7. No significant changes 
8. No significant changes 
9. No significant changes 
10. No significant changes 
11. No significant changes 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans - Not applicable 
13. Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations 

(6) There were no restrictions placed on our unassigned surplus, except for the Minimum Policyholders' Position required by Wisconsin Administrative Code 
Ins. 3.09(5). 

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

 
The insurance laws of 16 jurisdictions, including Wisconsin, our domiciliary state, require a mortgage insurer to maintain a minimum amount of statutory 
capital relative to the risk in force (or a similar measure) in order for the mortgage insurer to continue to write new business. We refer to these 
requirements as the “Capital Requirements.” While they vary among jurisdictions, the most common Capital Requirements allow for a maximum risk-to-
capital ratio of 25 to 1. 
 
During part of 2012 and 2013, our parent, Mortgage Guaranty Insurance Corporation’s (“MGIC”) risk-to-capital ratio exceeded 25 to 1. In March 2013, 
MGIC Investment Corporation (“Investment”) issued additional equity and convertible debt securities and transferred $800 million to increase MGIC’s 
capital. At September 30, 2013, MGIC’s risk-to-capital ratio was 20.0 to 1, below the maximum allowed by the jurisdictions with Capital Requirements, 
and its policyholder position was $190 million above the required MPP of $1.2 billion. 
 
If MGIC fails to meet the Capital Requirements and is unable to obtain a waiver of them from the OCI, MGIC could be prevented from writing new 
business in all jurisdictions. If MGIC were prevented from writing new business in all jurisdictions, insurance operations in MGIC 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 MGIC either met the Capital Requirements or obtained a waiver to allow it to once again write new business.  
  
If MGIC fails to meet the Capital Requirements and is unable to obtain a waiver of them from a jurisdiction other than Wisconsin, MGIC could be 
prevented from writing new business in that particular jurisdiction. New insurance written in the jurisdictions that have Capital Requirements represented 
approximately 50% of new insurance written in the first nine months of 2013.  
 
The NAIC is reviewing the minimum capital and surplus requirements for mortgage insurers, although it has not established a date by which it must 
make proposals to change such requirements. Depending on the scope of proposals made by the NAIC, MGIC may be prevented from writing new 
business in the jurisdictions adopting such proposals. The government sponsored entities (“GSEs”), in conjunction with the Federal Housing Finance 
Agency (“FHFA”) are also developing mortgage insurer capital standards that would replace the use of external credit ratings. Revised capital standards 
are expected to be released in 2013. We have not been informed of the revised capital requirements or their timeframes for effectiveness. MGIC has 
various alternatives available to improve its existing risk-to-capital position, including contributing additional funds that are on hand today, or that could 
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be raised through the capital markets, from Investment to MGIC, entering into additional external reinsurance transactions and seeking approval to write 
business in us. While there can be no assurance that MGIC would meet the GSE’s revised capital requirements by their effective date, we believe we 
could implement one or more of these alternatives so that we or MGIC would continue to be an eligible mortgage insurer after the revised capital 
requirements are fully effective. 
 
We have in place a longstanding plan to write new business in the event MGIC cannot meet the Capital Requirements of a jurisdiction or obtain a waiver 
of them. We are licensed to write business in all jurisdictions and, subject to certain conditions and restrictions, has received the necessary approvals from 
the OCI and the GSEs to write business. During 2012, we began writing new business in the jurisdictions where MGIC did not have waivers of the 
Capital Requirements. Because MGIC again meets the Capital Requirements, MGIC is again writing new business in all jurisdictions and we have 
suspended writing new business. As of September 30, 2013, we had statutory capital of $455 million and risk in force of approximately $950 million.  
  
The OCI and GSE approvals of us expire at the end of 2013 and we do not expect to need an extension of such approvals. Fannie Mae’s and Freddie 
Mac’s approvals of us contain certain conditions and restrictions to its continued effectiveness. 

14. No significant changes 
15. No significant changes 
16. No significant changes 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities - Not applicable 
18. No significant changes 
19. No significant changes 
20. Fair Value Measurement 

A. Assets and Liabilities Measured and Reported at Fair Value - not applicable  
B. Other Fair Value Disclosures - not applicable 
C. Aggregate Fair Value for All Financial Instruments 

The following tables set forth the aggregate fair values, admitted asset values and level of fair value amounts for financial instruments held as of September 30, 
2013 and December 31, 2012: 

September 30, 2013
 Aggregate Fair 

Value 
 Admitted Asset  

Value Level 1 Level 2 Level 3

  Not 
Pract icable 
(Carrying 

Value)  
U.S. T reasury securit ies
   and obligations of U.S.
   government corporat ions
   and agencies 29,351,997$      31,679,727$      27,910,947$    1,441,050$      -$                  -$             
Obligat ions of states, territories
   and possessions 18,771,868        18,152,680        -                      18,771,868      -                    -               
Political subdivisions of states,
   territories and possessions 43,309,003        43,605,985        -                      43,309,003      -                    -               
Special revenues and special
   assessment obligat ions 124,101,598      124,605,861      -                      124,101,598    -                    -               
Industrial and miscellaneous 228,927,908      231,776,389      -                      228,927,908    -                    -               
Total bonds 444,462,374$    449,820,642$    27,910,947$    416,551,427$  -$                  -$             
Short-term investments 12,443,113$      12,448,027$      1,255,774$      11,187,339$    -$                  -$             

 

December 31, 2012
 Aggregate Fair 

Value 
 Admitted Asset  

Value Level 1 Level 2 Level 3

  Not 
Pract icable 
(Carrying 

Value)  
U.S. T reasury securit ies
   and obligations of U.S.
   government corporat ions
   and agencies 93,696,673$      93,244,912$      90,782,646$    2,914,027$      -$                  -$             
Obligat ions of states, territories
   and possessions 18,915,361        17,923,394        -                      18,915,361      -                    -               
Political subdivisions of states,
   territories and possessions 40,869,835        39,618,930        -                      40,869,835      -                    -               
Special revenues and special
   assessment obligat ions 109,424,616      104,993,408      -                      109,424,616    -                    -               
Industrial and miscellaneous 49,818,577        48,890,896        -                      49,818,577      -                    -               
Total bonds 312,725,062$    304,671,540$    90,782,646$    221,942,416$  -$                  -$             
Cash equivalents 24,998,823$      24,998,823$      24,998,823$    -$                    -$                  -$             
Short-term investments 115,950,055$    115,950,055$    115,950,055$  -$                    -$                  -$             

 
Fair values are determined using market prices provided by independent third party pricing sources or internally developed models, if not available from the pricing 
sources. 
 
To determine the fair value of bonds, cash equivalents and short-term investments in Level 1 and Level 2 of the fair value hierarchy, independent pricing 
sources have been utilized.  One price is provided per security based on observable market data.  A variety of inputs are utilized by the independent pricing 
sources including benchmark yields, reported trades, non-binding broker/dealer quotes, issuer spreads, two sided markets, benchmark securities, bids, offers 
and reference data including data published in market research publications. Inputs may be weighted differently for any security, and not all inputs are used for 
each security evaluation. Market indicators, industry and economic events are also considered. 

D. Financial Instruments Where Fair Value Not Practical  - not applicable 
21. No significant changes 
22. No significant changes 
23. No significant changes 
24. No significant changes 
25. Change in Incurred Losses and Loss Adjustment Expenses  

Reserves as of December 31, 2012 were $46 thousand.  As of September 30, 2013, there have been no paids for incurred losses and loss adjustment expenses 
attributable to insured events of prior years.  Reserves remaining for prior years are now $27 thousand as a result of re-estimation of unpaid claims and claim 
adjustment expenses.  Therefore, there has been a $19 thousand favorable prior year development from December 31, 2012 to September 30, 2013.  The decrease is 
generally the result of ongoing analysis of recent loss development trends.  Original estimates are increased or decreased as additional information becomes known 
regarding individual claims.  We do not adjust premiums based on past claim activity. 

26. No significant changes 
27. No significant changes 
28. No significant changes 
29. No significant changes 
30. No significant changes 
31. No significant changes 
32. No significant changes 
33. No significant changes 
34. No significant changes 
35. No significant changes 
36. Financial Guaranty Insurance - Not applicable 
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