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NOTES TO FINANCIAL STATEMENTS 
 

1. Summary of Significant Accounting Policies 
A. Accounting Practices 

The financial statements of Mortgage Guaranty Insurance Corporation are presented on the basis of accounting practices prescribed or permitted by the Office 
of the Commissioner of Insurance of the State of Wisconsin (“OCI”).  The OCI recognizes only statutory accounting practices prescribed or permitted by the 
State of Wisconsin for determining and reporting the financial condition and results of operations of an insurance company, for determining its solvency under 
the Wisconsin insurance law.  The National Association of Insurance Commissioners’ (“NAIC”) Accounting Practices and Procedures Manual (“NAIC SAP”) 
has been adopted as a component of prescribed practices by the OCI.  The OCI has adopted certain prescribed accounting practices that differ from those found 
in NAIC SAP.  Specifically, Wisconsin domiciled companies record changes in the contingency loss reserves through the income statement as an underwriting 
deduction.  In NAIC SAP, changes in the contingency loss reserves are recorded directly to unassigned surplus. In addition, the OCI has the right to permit 
specific practices that deviate from prescribed practices.  Statement of Statutory Accounting Principles No. 101 (“SSAP No. 101”) became effective January 1, 
2012 and prescribed new standards for determining the amount of deferred tax assets that can be recognized as admitted assets for determining statutory 
capital. Under a permitted practice effective September 30, 2012 and until further notice, the OCI has approved us to report our net deferred tax asset as an 
admitted asset in an amount not to exceed 10% of surplus as regards policyholders, notwithstanding any contrary provisions of SSAP No. 101. Deferred tax 
assets of $132 million and $63 million were included in statutory capital at September 30, 2013 and December 31, 2012, respectively. A reconciliation of net 
income and capital and surplus between the NAIC SAP and practices prescribed or permitted by the OCI is shown below: 

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

NET INCOME (LOSS)
(1) State basis (Page 4, Line 20, Columns 1 & 2) WI (82,276,240)$            (808,525,864)$          
(2) State Prescribed Practices that increase/(decrease) NAIC SAP
      Change in contingency loss reserves WI (45,701,184)              -                                
(3) State Permitted Practices that increase/(decrease) NAIC SAP -                                -                                
(4) NAIC SAP (1-2-3=4) WI (36,575,056)$            (808,525,864)$          

SURPLUS
(5) State basis (Page 3, Line 37, Columns 1 & 2) WI 1,450,530,944$         689,104,866$            
(6) State Prescribed Practices that increase/(decrease) NAIC SAP -                                -                                
(7) State Permitted Practices that increase/(decrease) NAIC SAP

Admitted deferred tax asset WI -                                62,567,718                
(8) NAIC SAP (5-6-7=8) WI 1,450,530,944$         626,537,148$            

  
B. Use of Estimates in the Preparation of the Financial Statements 

The preparation of financial statements in conformity with statutory accounting principles requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts 
of revenues and expenses during the reporting period.  Actual results could differ from those estimates. 
 
We have established an estimated allowance for uncollectible premiums which is based on analysis of historic trends. As of September 30, 2013 the allowance 
for uncollectible premiums is approximately $1.5 million. The “Uncollected premiums and agents' balances in the course of collection” are reported net of the 
allowance on Page 2 of this statement.  

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 $   23,956,166 
2. 12 months or longer $        464,844 

b. The aggregate related fair value of securities with unrealized losses: 
1. Less than 12 months $ 630,785,092 
2. 12 months or longer $   24,921,156 

(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. Income Taxes 

G. The Internal Revenue Service (“IRS”) completed examinations of our federal income tax returns for the years 2000 through 2007 and issued proposed 
assessments for unpaid taxes, interest and penalties related to our treatment of the flow-through income and loss from an investment in a portfolio of residual 
interests of Real Estate Mortgage Investment Conduits (“REMICs”). The IRS indicated that it did not believe that, for various reasons, we had established 
sufficient tax basis in the REMIC residual interests to deduct the losses from taxable income. The proposed assessments for taxes and penalties related to these 
matters is $197.5 million and at September 30, 2013 there would also be interest of approximately $151.0 million. In addition, depending on the outcome of 
this matter, additional state income taxes and state interest may become due when a final resolution is reached. As of September 30, 2013, those state taxes and 
interest would approximate $45.4 million. In addition, there could also be state tax penalties. 

 
We continue to believe that our previously recorded tax provisions and liabilities are appropriate. However, we would need to make appropriate adjustments, 
which could be material, to our tax provision and liabilities if our view of the probability of success in this matter changes, and the ultimate resolution of this 
matter could have a material negative impact on our effective tax rate, results of operations, cash flows and statutory capital. 
 
We appealed these assessments within the IRS and, in 2007, we made a payment of $65.2 million to the United States Department of the Treasury related to 
this assessment. In August 2010, we reached a tentative settlement agreement with the IRS which was not finalized. The IRS is pursuing this matter in full and 
we currently expect to be in litigation on this matter in 2014. Any such litigation could be lengthy and costly in terms of legal fees and related expenses. 
 
In March 2012, we received a Revenue Agent’s Report from the IRS related to the examination of our federal income tax returns for the years 2008 and 2009. 
In January 2013, we received a Revenue Agent’s Report from the IRS related to the examination of our federal income tax return for the year 2010. The 
adjustments that are proposed by the IRS are temporary in nature and will have no material effect on the financial statements. 

10.  Information Concerning Parent, Subsidiaries and Affiliates 
A., B. 
& C. Transactions with Affiliates 

(1) On March 12, 2013, we received capital from our Parent, MGIC Investment Corporation (“Investment”), of $796,000,000. Also on March 12, 2013, we 
received an additional $4,000,000 from the funds of Investment that increased our capital. 

11. No significant changes 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans 

A. Defined Benefit Plan 
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Investment sponsors a defined benefit pension plan, a supplemental executive retirement plan and a postretirement medical plan (the “Plans”) covering 
substantially all employees. 
 
Statement of Statutory Accounting Principles No. 102 (“SSAP No. 102”) became effective January 1, 2013.  SSAP No. 102 requires that any underfunded 
defined benefit pension amounts, as determined when the projected benefit obligation exceeds the fair value of plan assets, to be recognized as a liability under 
SSAP No. 5R.  Such liability is required to be reported in the first quarter statutory financial statements after the transition date with a corresponding entry to 
unassigned funds (surplus).  At transition, we recognized $114,053,934 in unrecognized prior services costs and unrecognized losses as components of the 
ending balance of unassigned funds as of January 1, 2013.  Non-admitted overfunded plan assets as of December 31, 2012, have been reclassified as a contra-
asset as of January 1, 2013.  This recognition resulted in a financial presentation which reflects the actual $22,321,905 underfunded status of the pension 
benefit plans (projected benefit obligation exceeds the fair value of plan assets) as of January 1, 2013.   
 
Statement of Statutory Accounting Principles No. 92 (“SSAP No. 92”) became effective January 1, 2013.  SSAP No. 92 requires that any underfunded 
postretirement benefit amounts, as determined when the accumulated postretirement benefit obligation exceeds the fair value of plan assets, to be recognized as 
a liability under SSAP No. 5R.  Such liability is required to be reported in the first quarter statutory financial statements after the transition date with a 
corresponding entry to unassigned funds (surplus).  The adoption of SSAP No. 92 did not have a surplus impact for us as the postretirement plan was 
overfunded by more than the transition liabilities.  At transition, we recognized ($11,057,388) in unrecognized prior services credits and unrecognized gains as 
components of the ending balance of unassigned funds as of January 1, 2013.  This recognition resulted in a financial presentation which reflects the actual 
$33,107,089 overfunded status of the postretirement benefit plan (fair value of plan assets exceeds the accumulated postretirement benefit obligation) as of 
January 1, 2013.  As required under SSAP No. 92, overfunded plan assets are non-admitted. 
 
A summary of the funded status of the Plans as of December 31, 2012 and the transition date, January 1, 2013, is as follows: 

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

Postretirement BenefitsPension Benefits

 
 
(6) Components of net periodic benefit cost 

09/30/2013 12/31/2012 09/30/2013 12/31/2012
a. Service cost $ 8,503,576          $ 10,574,505        $ 609,419              $ 2,084,773           
b. Interest cost 11,466,634        16,317,479        463,514              388,247              
c. Expected return on plan assets (15,107,654)      (18,211,359)      (2,759,556)          (3,161,902)          
d. Transition asset or obligation -                        -                        -                          -                          
e. Gains and losses 4,797,294          6,159,918          -                          252,569              
f. Prior service cost or credit 996,590             429,040             (1,864,470)          (3,427,094)          

g. Gain or loss recognized due to a settlement or 
curtailment -                        -                        -                          -                          
h. Total net periodic benefit cost $ 10,656,440        $ 15,269,583        $ (3,551,093)          $ (3,863,407)          

Postretirement BenefitsPension Benefits

 
(14) We made a $10 million contribution to the pension plan in June, 2013.  We do not intend to make any additional contributions in 2013. 

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 (“MPP”) required by Wisconsin 

Administrative Code Ins. 3.09(5). 
 

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

 
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 risk-to-capital ratio exceeded 25 to 1. In March 2013, our holding company issued additional equity and convertible 
debt securities and transferred $800 million to increase our capital. At September 30, 2013, our risk-to-capital ratio was 20.0 to 1, below the maximum 
allowed by the jurisdictions with Capital Requirements, and our policyholder position was $190 million above the required MPP of $1.2 billion.   

At this time, we expect to continue to comply with the current Capital Requirements, although we cannot assure you of such compliance.  Matters that 
could negatively affect such compliance are discussed in the remainder of this footnote and in Notes 9G and 14F.  
 
If we fail to meet the Capital Requirements and are unable to obtain a waiver of them from the OCI, we could be prevented from writing new business in 
all jurisdictions. If we were prevented from writing new business in all jurisdictions, our insurance operations would be in run-off (meaning no new loans 
would be insured but loans previously insured would continue to be covered, with premiums continuing to be received and losses continuing to be paid 
on those loans) until we either met the Capital Requirements or obtained a waiver to allow us to once again write new business.  
  
If we fail to meet the Capital Requirements and are unable to obtain a waiver of them from a jurisdiction other than Wisconsin, we 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 our 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, we 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. We have various 
alternatives available to improve our existing risk-to-capital position, including contributing additional funds that are on hand today, or that could be 
raised through the capital markets, from Investment, entering into additional external reinsurance transactions and seeking approval to write business in 
our subsidiary, MGIC Indemnity Corporation (“MIC”). While there can be no assurance that we 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 one of our affiliates would continue to be an eligible 
mortgage insurer after the revised capital requirements are fully effective. 
 
A possible future failure by us to meet the Capital Requirements will not necessarily mean that we lack sufficient resources to pay claims on our 
insurance liabilities. While we believe we have sufficient claims paying resources to meet our claim obligations on our insurance in force on a timely 
basis, we cannot assure you that events that may lead us to fail to meet Capital Requirements would not also result in us not having sufficient claims 
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paying resources. Furthermore, our estimates of our claims paying resources and claim obligations are based on various assumptions. These assumptions 
include the timing of the receipt of claims on loans in our delinquency inventory and future claims that we anticipate will ultimately be received, our 
anticipated rescission activity, premiums, housing values and unemployment rates. These assumptions are subject to inherent uncertainty and require 
judgment by management. Current conditions in the domestic economy make the assumptions about when anticipated claims will be received, housing 
values, and unemployment rates 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 whose policies will be rescinded and the outcome of any 
legal proceedings or settlement discussions related to rescissions. Matters that could negatively affect our claims paying resources are discussed 
throughout the financial statement footnotes. 
  
We have in place a longstanding plan to write new business in MIC in the event we cannot meet the Capital Requirements of a jurisdiction or obtain a 
waiver of them. MIC is 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, MIC began writing new business in the jurisdictions where we did not have 
waivers of the Capital Requirements. Because we again meet the Capital Requirements, we are again writing new business in all jurisdictions and MIC 
has suspended writing new business. As of September 30, 2013, MIC had statutory capital of $455 million and risk in force of approximately $950 
million.  
  
The OCI and GSE approvals of MIC 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 MIC contain certain conditions and restrictions to its continued effectiveness. 

14. Contingencies 
F.      All Other Contingencies 

Consumers continue to bring lawsuits against home mortgage lenders and settlement service providers. Mortgage insurers, including us, have been involved in 
litigation alleging violations of the anti-referral fee provisions of the Real Estate Settlement Procedures Act, which is commonly known as RESPA, and the 
notice provisions of the Fair Credit Reporting Act, which is commonly known as FCRA. Our settlement of class action litigation against us under RESPA 
became final in October 2003. We settled the named plaintiffs’ claims in litigation against us under FCRA in December 2004, following denial of class 
certification in June 2004. Since December 2006, class action litigation has been brought against a number of large lenders alleging that their captive mortgage 
reinsurance arrangements violated RESPA. Beginning in December 2011, we, together with various mortgage lenders and other mortgage insurers, have been 
named as a defendant in twelve lawsuits, alleged to be class actions, filed in various U.S. District Courts. Seven of those cases have previously been dismissed 
without any further opportunity to appeal. The complaints in all of the cases allege various causes of action related to the captive mortgage reinsurance 
arrangements of the mortgage lenders, including that the defendants violated RESPA by paying excessive premiums to the lenders’ captive reinsurer in relation 
to the risk assumed by that captive. We deny any wrongdoing and intend to vigorously defend ourselves against the allegations in the lawsuits. There can be no 
assurance that we will not be subject to further litigation under RESPA (or FCRA) or that the outcome of any such litigation, including the lawsuits mentioned 
above, would not have a material adverse effect on us. 
  
In April 2013, the U.S. District Court approved a settlement with the Consumer Financial Protection Bureau (“CFPB”) that resolved a federal investigation of 
our participation in captive reinsurance arrangements in the mortgage insurance industry. The settlement concluded the investigation with respect to us without 
the CFPB or the court making any findings of wrongdoing. As part of the settlement, we agreed that we would not enter into any new captive reinsurance 
agreement or reinsure any new loans under any existing captive reinsurance agreement for a period of ten years. We had voluntarily suspended most of our 
captive arrangements in 2008 in response to market conditions and GSE requests. In connection with the settlement, we paid a civil penalty of $2.65 million 
and the court issued an injunction prohibiting us from violating any provision of RESPA. 
 
We remain subject to various state investigations or information requests regarding captive mortgage reinsurance arrangements, including (1) a request 
received by us in June 2005 from the New York Department of Financial Services for information regarding captive mortgage reinsurance arrangements and 
other types of arrangements in which lenders receive compensation; and (2) requests received from the Minnesota Department of Commerce (the “MN 
Department”) beginning in February 2006 regarding captive mortgage reinsurance and certain other matters in response to which we have provided 
information on several occasions, including as recently as May 2011. On August 28, 2013, several competitors and us received a draft Consent Order from the 
MN Department containing proposed conditions to resolve its investigation, including unspecified penalties. We are engaged in discussions with the MN 
Department regarding the draft Consent Order. We do not believe a resolution of this Minnesota matter would be material to our financial statements or 
position. Other insurance departments or other officials, including attorneys general, may also seek information about, investigate, or seek remedies regarding 
captive mortgage reinsurance. 
  
Various regulators, including the CFPB, state insurance commissioners and state attorneys general may bring actions seeking various forms of relief in 
connection with violations of RESPA. The insurance law provisions of many states prohibit paying for the referral of insurance business and provide various 
mechanisms to enforce this prohibition. While we believe our practices are in conformity with applicable laws and regulations, it is not possible to predict the 
eventual scope, duration or outcome of any such reviews or investigations nor is it possible to predict their effect on us or the mortgage insurance industry. 
  
We are subject to comprehensive, detailed regulation by state insurance departments. These regulations are principally designed for the protection of our 
insured policyholders. Although their scope varies, state insurance laws generally grant broad supervisory powers to agencies or officials to examine insurance 
companies and enforce rules or exercise discretion affecting almost every significant aspect of the insurance business. Given the recent significant losses 
incurred by many insurers in the mortgage and financial guaranty industries, our insurance subsidiaries and affiliates have been subject to heightened scrutiny 
by insurance regulators. State insurance regulatory authorities could take actions, including changes in capital requirements or termination of waivers of capital 
requirements, that could have a material adverse effect on us. In early 2013, the CFPB issued rules to implement laws requiring mortgage lenders to make 
ability-to-pay determinations prior to extending credit. We are uncertain whether the CFPB will issue any other rules or regulations that affect our business. 
Such rules and regulations could have a material adverse effect on us. 
  
We understand several law firms have, among other things, issued press releases to the effect that they are investigating us, including whether the fiduciaries of 
Investment’s 401(k) plan breached their fiduciary duties regarding the plan’s investment in or holding of Investment’s common stock or whether we breached 
other legal or fiduciary obligations to Investment’s shareholders. We intend to defend vigorously any proceedings that may result from these investigations. 
  
Since December 2009, we have been involved in legal proceedings with Countrywide Home Loans, Inc. (“CHL”) and its affiliate, Bank of America, N.A., as 
successor to Countrywide Home Loans Servicing LP (“BANA” and collectively with CHL, “Countrywide”) in which Countrywide alleged that we denied 
valid mortgage insurance claims. (We refer to insurance rescissions and denials of claims collectively as “rescissions” and variations of that term.) In addition 
to the claim amounts it alleged we had improperly denied, Countrywide contended it was entitled to other damages of almost $700 million as well as 
exemplary damages. We sought a determination in those proceedings that we were entitled to rescind coverage on the applicable loans. From January 1, 2008 
through September 30, 2013, rescissions of coverage on Countrywide-related loans mitigated our paid losses on the order of $445 million. This amount is the 
amount we estimate we would have paid had the coverage not been rescinded. In addition, in connection with mediation we were holding with Countrywide, 
we voluntarily suspended rescissions related to loans that we believed could be covered by a settlement.  
 
In April 2013, we entered into separate settlement agreements with CHL and BANA (which agreements have been amended by amendments that were 
technical in nature), pursuant to which the parties will settle the Countrywide litigation as it relates to our rescission practices. The agreement with BANA 
covers loans which had been sold to the GSEs by CHL, including loans subsequently repurchased by BANA, as well as other CHL-originated loans owned by 
BANA or one of its affiliates. Both GSEs have consented to the agreement with BANA and implementation began November 1, 2013. As of September 30, 
2013, rescissions of coverage on approximately 2,100 loans under the agreement with BANA, representing total potential claim payments of approximately 
$150 million, had been suspended. We expect to process the suspended rescissions beginning in November 2013 and expect most of the associated claims will 
be paid in accordance with our practice. The agreement with CHL covers loans that were purchased by non-GSE investors, including securitization trusts (the 
“other investors”). The agreement with CHL will be implemented only as and to the extent that it is consented to by or on behalf of the other investors, and any 
such implementation is expected to occur no earlier than the first quarter of 2014. As of September 30, 2013, rescissions of coverage on approximately 800 
loans under the agreement with CHL, representing total potential claim payments of approximately $70 million, had been suspended. While there can be no 
assurance that the agreement with CHL will be implemented, we have determined that its implementation is probable. 
 
The pending arbitration proceedings concerning the loans covered by the BANA Agreement have been dismissed, the mutual releases between parties 
regarding such loans have become effective and the litigation between the parties regarding such loans is to be dismissed. The pending arbitration proceeding 
between the parties regarding the loans subject to the CHL proceeding is stayed. Upon obtaining a specified number of consents by or on behalf of the other 
investors and also upon the conclusion of the period in the CHL Agreement for obtaining consents by or on behalf of the other investors, all legal proceedings 
will be dismissed and the parties will provide mutual releases, in each case limited as to the loans held by the other investors that consent to the CHL 
Agreement. 
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We recorded the estimated impact of the agreements with BANA and CHL, including the payments of claims associated with the suspended rescissions being 
made beginning in November 2013 (and another probable settlement) in our financial statements for the quarter ending December 31, 2012. If we are not able 
to implement the agreement with CHL, we intend to defend ourselves against any related legal proceedings, vigorously. 
 
In addition to the suspended Countrywide rescissions, as of September 30, 2013, coverage on approximately 540 loans, representing total potential claim 
payments of approximately $38 million, was affected by our decision to suspend rescissions for customers for which we consider settlement agreements 
probable. 
  
The flow policies at issue with Countrywide are in the same form as the flow policies that we used with all of our customers during the period covered by the 
Agreements, and the bulk policies at issue vary from one another, but are generally similar to those used in the majority of our Wall Street bulk transactions. 
The settlement with Countrywide may encourage other customers to pursue remedies against us. From January 1, 2008 through September 30, 2013, we 
estimate that total rescissions mitigated our incurred losses by approximately $2.9 billion, which included approximately $3.0 billion of mitigation on paid 
losses, excluding $0.6 billion that would have been applied to a deductible. At September 30, 2013, we estimate that our total loss reserves were benefited from 
anticipated rescissions by approximately $0.1 billion. 
  
Before paying a claim, we review the loan and servicing files to determine the appropriateness of the claim amount. All of our insurance policies provide that 
we can reduce or deny a claim if the servicer did not comply with its obligations under our insurance policy, including the requirement to mitigate our loss by 
performing reasonable loss mitigation efforts or, for example, diligently pursuing a foreclosure or bankruptcy relief in a timely manner. We call such reduction 
of claims submitted to us “curtailments.” In 2012 and the first nine months of 2013, curtailments reduced our average claim paid by approximately 4.1% and 
5.5%, respectively. In addition, the claims submitted to us sometimes include costs and expenses not covered by our insurance policies, such as mortgage 
insurance premiums, hazard insurance premiums for periods after the claim date and losses resulting from property damage that has not been repaired. These 
other adjustments reduced claim amounts by less than the amount of curtailments. 
  
After we pay a claim, servicers and insureds sometimes object to our curtailments and other adjustments. We review these objections if they are sent to us 
within 90 days after the claim was paid. Historically, we have not had material disputes regarding our curtailments or other adjustments.  
 
The Agreements referred to above do not resolve assertions by Countrywide that we have improperly curtailed numerous insurance coverage claims. As of the 
fourth quarter of 2012, Countrywide asserted that the amount of disputed curtailments approximated $40 million. We and Countrywide have agreed to mediate 
this matter and to enter into arbitration if the mediation does not resolve the matter. We do not believe a loss is probable regarding this curtailment dispute and 
have not accrued any reserves that would reflect an adverse outcome to this dispute. We intend to defend vigorously our position regarding the correctness of 
these curtailments under our insurance policy. Although we have not had other material objections to our curtailment and adjustment practices, there can be no 
assurances that we will not face additional challenges to such practices. 
  
In addition to the matters described above, we are involved in other legal proceedings in the ordinary course of business. In our opinion, based on the facts 
known at this time, the ultimate resolution of these ordinary course legal proceedings will not have a material adverse effect on our financial position or results 
of operations. 
 
See Note 9.G. for a description of federal income tax contingencies. 

15. 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 
(1) Fair Value Measurements at Reporting Date 

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

 
Level 1 – Quoted prices for identical instruments in active markets that we have the ability to access.  We have no financial assets classified as Level 1 as 
of September 30, 2013. 

 
Level 2 – Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not active; and 
inputs, other than quoted prices, that are observable in the marketplace for the financial instrument. The observable inputs are used in valuation models to 
calculate the fair value of the financial instruments. We have no financial assets classified as Level 2 as of September 30, 2013. 

 
Level 3 – Valuations derived from valuation techniques in which one or more significant inputs or value drivers are unobservable. Level 3 inputs reflect 
our own assumptions about the assumptions a market participant would use in pricing an asset or liability.  We have no financial assets classified as 
Level 3 as of September 30, 2013.  Non-financial assets utilizing Level 3 inputs include real estate acquired through claim settlement.   

 
Fair value measurements at reporting date: 

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

a. Assets at fair value
Real estate acquired through claim settlement $ -                      $ -                      $ 12,376,458     $ 12,376,458     
Total assets at fair value $ -                      $ -                      $ 12,376,458     $ 12,376,458     

b. Liabilities at fair value $ -                      $ -                      $ -                      $ -                      
Total liabilities at fair value $ -                      $ -                      $ -                      $ -                       
At the end of each reporting period, we evaluate whether or not any event has occurred or circumstances have changed that would cause a security to be 
transferred between Levels 1 and 2.  Through September 30, 2013, there were no transfers between Levels 1 and 2. 

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

 

Description

Beginning 
Balance at 
07/01/2013

Transfers 
into Level 3

Transfers 
out of Level 

3

Total gains and 
(losses) 

included in Net 
Income

Total gains 
and (losses) 
included in 

Surplus Purchases Issuances Sales Settlements
Ending Balance 
at 09/30/2013

a. Assets
Real estate acquired 
through claim 
settlement 8,741,243$      -$              -$              (1,377,571)$     -$              10,857,592$    -$              (5,844,806)$     -$                 12,376,458$    

Total Assets 8,741,243$      -$              -$               $    (1,377,571) -$              10,857,592$    -$               $    (5,844,806) -$                  $   12,376,458 

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

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

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

At the end of each reporting period, we evaluate whether or not any event has occurred or circumstances have changed that would cause a security to be 
transferred into or out of Level 3.  Through September 30, 2013, there were no transfers into or out of Level 3. 

(4) Inputs and Techniques Used for Level 2 and 3 Fair Values 
We have no financial assets or liabilities measured at fair value in the Level 2 or Level 3 category at September 30, 2013. 
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Real estate acquired through claim settlement, which is classified in Level 3, is fair valued at the lower of our acquisition cost or a percentage of 
appraised value. The percentage applied to appraised value is based upon our historical sales experience adjusted for current trends. 

(5) Derivative Fair Values - not applicable 
B. Other Fair Value Disclosures - not applicable 
C. Aggregate Fair Value for All Financial Instruments 

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

September 30, 2013
 Aggregate Fair 

Value 
 Admitted Asset 

Value Level 1 Level 2 Level 3

 Not 
Practicable 
(Carrying 

Value) 
U.S. Treasury securities
   and obligations of U.S.
   government corporations
   and agencies 894,999,338$    916,828,538$    525,391,106$    369,608,232$    -$                    -$             
Obligations of states, territories
   and possessions 46,010,745        48,009,511        -                         46,010,745        -                      -               
Polit ical subdivisions of states,
   territories and possessions 76,809,246        77,201,114        -                         76,809,246        -                      -               
Special revenues and special
   assessment obligations 360,031,973      366,441,305      -                         360,031,973      -                      -               
Industrial and miscellaneous 1,627,683,061   1,646,141,123   -                         1,625,113,546   2,569,515       -               
Total bonds 3,005,534,363$ 3,054,621,591$ 525,391,106$    2,477,573,742$ 2,569,515$     -$             
Cash equivalents 3,023,130$        3,023,736$        -$                       3,023,130$        -$                    -$             
Short-term investments 516,807,372$    516,936,675$    334,292,162$    182,515,210$    -$                    -$             

 

December 31, 2012
 Aggregate Fair 

Value 
 Admit ted Asset  

Value Level 1 Level 2 Level 3

 Not  
P ract icable 
(Carrying 

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

 
Fair values are determined using market prices provided by independent third party pricing sources or internally developed models, if not available from the pricing 
sources. 
 
To determine the fair value of bonds, cash equivalents and short-term investments in Level 1 and Level 2 of the fair value hierarchy, independent pricing 
sources have been utilized.  One price is provided per security based on observable market data.  A variety of inputs are utilized by the independent pricing 
sources including benchmark yields, reported trades, non-binding broker/dealer quotes, issuer spreads, two sided markets, benchmark securities, bids, offers 
and reference data including data published in market research publications. Inputs may be weighted differently for any security, and not all inputs are used for 
each security evaluation. Market indicators, industry and economic events are also considered. 
 
Bonds classified in Level 3 at December 31, 2012 primarily consisted of auction rate securities which were not readily marketable and were valued using a 
discounted cash flow (“DCF”) model to derive an estimate of fair value of these assets. The assumptions used in preparing the DCF model included estimates 
with respect to the amount and timing of future interest and principal payments, the probability of full repayment of the principal considering the credit quality 
and guarantees in place, and the rate of return required by investors to own such securities given the current liquidity risk associated with them. During the first 
three months of 2013 we sold our remaining auction rate securities.  At September 30, 2013, our Level 3 securities consist of state premium tax credit 
investments.  The state premium tax credit investments have an average maturity of under 5 years, credit ratings of AA+ or higher, and their balance reflects 
their remaining scheduled payments discounted at an average annual rate of 7.3%. 

D. Financial Instruments Where Fair Value Not Practical  - not applicable 
21. 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 $3,320 million.  As of September 30, 2013, $1,093 million has been paid for incurred losses and loss adjustment expenses 
attributable to insured events of prior years.  Reserves remaining for prior years are now $2,217 million as a result of re-estimation of unpaid claims and claim 
adjustment expenses.  Therefore, there has been a $10 million 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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