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Financial
Highlights

As of and for the Years
Ended December 31,

(Dollars in thousands, except per
share data or as otherwise noted)

Total revenues?

Net (loss) income
Total assets
Shareholders’ equity

Shares Outstanding
(in thousands)

Basic at year end
Basic weighted-average
Diluted weighted-average?

Per Share Data

Book value

Diluted net (loss) income
Cash dividends declared

total revenues.

~

inclusion would have been anti-dilutive.

Due to the sale of PMI Australia and PMI Asia, and the merger
of PMi Guaranty Co. into PMI Mortgage Insurance Co. in 2008,
their financial resuits were reported as discontinued operations
for ali pericds presented and accordingly were not included in

Due to the net loss for periods shown, normally dilutive
components of shares outstanding, such as stock options,
were not included in fully diluted shares outstanding as their

2009 2008 2007

~ —
$923,909 $ 907,787 $ 923,185
$(659,326) $(928,508) $(915,326)
$4,638,479 $4,824,399 $5,070,440
$727,087 $1,278,225 $2,512,962
82,580 81,688 81,120
82,317 81,423 84,645
82,317 81,423 84,645
$8.80 $15.65 $30.98
$(8.01) $(11.40) $(10.81)
N/A $0.03 $0.21




Shareholder’s
Letter

Dear Shareholders,

Despite the economic challenges that PMI and the
entire country faced in 2009, our company successfully
completed multiple initiatives that enhanced our
financial position, reinforced our value proposition
with customers and policymakers, and positioned
PMI to play a significant role in the ongoing recovery
in residential housing.

As you would expect, PMI remains focused on
foreclosure prevention and related initiatives. Our loan
modification efforts are helping thousands of families
keep their homes. We are also paying hundreds of
millions of dollars to our policyholders, principally
Fannie Mae and Freddie Mac. Claim payments to
these government-sponsored entities (GSEs)
represent losses that would otherwise have been
borne by the taxpayers, who now stand behind the
GSEs. At the same time, we are mindful of the vital
role that we play in support of the housing recovery
by helping qualified low-down payment borrowers
realize the opportunity of sustainable homeownership.
Taken together, these initiatives have reinforced
PMI’s and our industry's structural significance to
the nation’s housing system and the durability of our
business model.
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Our financial results for 2009 reflect the challenging
market conditions during this difficult economic cycle.
For the full year 2009, PMI reported a consolidated
net loss from continuing operations of $654.0 million,
or $8.01 per basic and diluted share. This loss was
driven primarily by continued high levels of incurred
losses in our U.S. Mortgage Insurance Operations.

The Company enhanced its liquidity in 2009 by
successfully renegotiating its revolving credit facility.
Our amended credit facility, which matures in
October 2011, eliminated certain financial covenants
and events of default in exchange for reducing the
size of the facility commitment to $125 million.

We also enhanced the statutory capital of our primary
U.S. mortgage insurer, PMI Mortgage Insurance Co.,
by approximately $600 million during the year through
numerous capital and capital relief initiatives. These
initiatives included pool restructurings, the contribution
of PMI Insurance Co. to PMI Mortgage Insurance Co.,
entry into excess of loss reinsurance contracts with
our other insurance subsidiaries, and by the realization
of investment gains within our investment portfolio.
These initiatives enhanced statutory capital while also
partially mitigating our losses in 2008.
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The U.S. Mortgage Insurance Co. ended 2009 with
total primary insurance-in-force of $114 billion and total
primary risk-in-force of $28 billion. PMI’s portfolio
represents both the challenge and the promise for
our Company in 2010 and over the next several
years. This portfolio is comprised of three segments:
Performing Legacy Insurance, Non-Performing
Legacy Insurance, and New Insurance Written {which,
for the purposes of this discussion, is new business
written after June 30, 2008).

Performing Legacy Insurance

This segment, currently representing $16.7 billion of
risk written before June 2008 or 60% of total primary
risk in force, should demonstrate strong persistency
and generate hundreds of millions of dollars in annual
premium revenues while having the resiliency to
withstand the most severe national housing crisis
since the 1930s.

Non-Performing Legacy Insurance

Representing $7.1 billion of risk written before
June 2008 or 26% of PMI's primary risk in force,
this segment continues to be a significant focus for
PMI, our servicer customers, and other key market
participants. PMI has and will continue to be on the
forefront of loss mitigation activities, leveraging
government and mortgage servicer programs as well
as extending our own efforts to provide education,
solutions, and resolutions short of foreclosure.

PMI's Homeownership Preservation Initiatives, or
HPI, which helps our company and our servicers
mitigate losses, enabled 23,352 borrowers to retain
their homes through loan modifications and payment
plans in 2009. Additionally, we enabled another 7,595
borrowers to avoid foreclosure through short sales
and deeds-in-lieu of foreclosure. By the end of 2009,
approximately 23,000 of our delinquent loans were
enrolled in the U.S. Treasury’s Homeowner Assistance
Modification Program (HAMP) trial period. While the
HAMP program has gained some momentum, we
believe the program is one of the many ways to help
borrowers save their homes. The collective loss
mitigation efforts by PMI and our servicer customers
resulted in loan modifications or other payment plans
affecting approximately $1.0 billion of PMI's risk in
force in 2009, thus helping preserve our capital base
while finding solutions for thousands of borrowers.

New Insurance Written

Growing high-quality business is essential to
generating future revenues and replenishing our
capital base. Our new business, $4.0 billion of risk
written since June 30, 2008, or 14% of primary risk
in force, represents some of the highest quality
insurance ever written in the company’s 37-year
history. The strong characteristics of this business
reflect our current underwriting guidelines, and
most importantly, the mortgages insured have a high
likelihood of success for both PMI and for borrowers.
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In 2009, our U.S. Mortgage Insurance Operations
wrote $9.0 billion of primary new insurance or $1.9
billion of risk written. Absent additional economic
dislocations or deterioration, we project that the
2009 book of business should generate returns
approximating 20 percent.

Though 2009 was another difficult year for participants
in the housing market, PMI and our industry demon-
strated its durability and its importance to U.S. housing.
We believe that there is broad agreement as to the
necessity and advantages of balancing public and
private solutions in housing. Full nationalization

of the housing system would place an inappropriate
and unnecessary burden on taxpayers who would
shoulder more risk and for lenders and borrowers
who would have fewer choices. Our strong
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relationships also continue with state regulators
who have supported critical industry reforms, and
with Fannie Mae and Freddie Mac, significant
counterparties and important partners in both new
business and loss mitigation.

The journey through this difficult period is not over,
but we see positive signs of market stabilization. The
full recovery is dependent on both public and private
market participants. PMI will strive to be the preferred
solution for credit risk protection to our customers
while supporting sustainable homeownership. We
have an extraordinary group of PMI professionals
dedicated to achieving our goals, fulfilling our
contribution to the nation’s housing market, our
communities, and the mortgage finance system.
Thank you for your continued confidence in PMI.

L. Stephen Smith
Chairman and Chief Executive Officer
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President and
Chief Executive Officer

2,3
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Chairman and
John D. Roach’ Chief Executive Officer (retired)
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Chief Executive Officer
STONEGATE INTERNATIONAL
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Cautionary Statement Regarding Forward-Looking Statements

Statements we make or incorporate by reference in this and other documents filed with the Securities and
Exchange Commission that are not historical facts, that are preceded by, followed by or include the words
“believes,” “expects,” “anticipates,” “estimates” or similar expressions, or that relate to future plans, events or
performance are “forward-looking statements” within the .meaning of the federal securities laws. Forward-
looking statements in this report include discussions of future potential trends relating to losses, claims paid, loss
reserves, default inventories and cure rates of our various insurance subsidiaries, rescission and claim denial
activity and the challenges thereto, persistency, premiums, new insurance written, refinance activity, the make-up
of our various insurance portfolios, the impact of market and competitive conditions, rising unemployment,
liquidity, capital requirements and initiatives, regulatory and contractual capital adequacy requirements, potential
legislative changes, potential discretionary regulatory decisions by insurance regulators, captive reinsurance
agreements, restructuring opportunities associated with our modified pool policies, fair value of certain debt
instruments, the performance of our derivative contracts as well as certain securities held in our investment
portfolios and potential litigation. When a forward-looking, statement includes an underlying assumption, we
caution that, while we believe the assumption to be reasonable and make it in good faith, assumed facts almost
always vary from actual results, and the difference between assumed facts and actual results can be material.
Where, in any forward-looking statement, we express an expectation or belief as to future results, there can be no
assurance that the expectation or belief will result. Our actual results may differ materially from those expressed
in our forward-looking statements. Forward-looking statements involve a number of risks or uncertainties
including, but not limited to, the Risk Factors addressed in Item 1A below. Other risks are referred to from time
to time in our periodic filings with the Securities and Exchange Commission. All of our forward-looking
statements are qualified by and should be read in conjunction with our risk disclosures. Except as may be
required by applicable law, we undertake no obligation to publicly update or revise any'forward-looking
statements, whether as a result of new information, future events or otherwise. ‘
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~PARTI -

ITEM 1. BUSINESS
A. Overview of Operations

Through our subsidiary, PMI Mortgage Insurance Co. (“MIC”), and its affiliated companies (collectively
“pMI”), we provide residential mortgage insurance in the United States. Mortgage insurance provides loss
protection to mortgage lenders and investors in the event of borrower default: By protecting lenders and investors
from credit losses, we help to ensure that mortgages are available to prospective U.S. homebuyers. '

Our business has undergone significant changes in the past few years, and the protracted deterioration of the
U.S. economy has negatively affected our financial condition and results of operations. Our consolidated net loss
was $659.3 million for the year ended December 31, 2009. Our financial condition and results ‘of operations for
2009 are discussed on both a consolidated and segment basis in Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations (the “MD&A”), below. As a result of our significant net losses,
we face a number of regulatory and other issues as discussed in C. Regulatory and OZhér Issues Facing PMI,
below, and in the MD&A. ' ‘ R '

In 2008, we sold our Australian and Asian operations and we are not writing new business in our European
and Canadian operations. As a result, we are primarily focused on our U.S. Mortgage Insurance operations. In
response to changing economic and industry conditions and in order to preserve capital, PMI made a number of
changes to its underwriting guidelines and custormer management strategies in 2008 and 2009, all of which had
the effect of limiting PMI's new business writings in 2009. We are undertaking efforts to maintain or slightly
increase insurance writings in 2010. However, we expect a variety of factors to continue to impact our new
business writings in 2010. Such factors include, among others, mortgage and private mortgage insurance market
conditions, PMI’s underwriting guidelines, which limit the type of new business that PMI is willing to write, and
the continuation of certain customer management strategies adopted in 2009.

In 2009, we implemented a number of capital and business initiatives designed to mitigate losses and/or
generate capital or capital relief. Such initiatives included:

Homeownership Preservation—In 2007, we formed PMI’s Homeownership Preservation Initiatives (“HPT”)
department to develop and carry out our loss mitigation strategies. One of our strategies is to help loan
servicers with their implementation of programs, including the Home Affordable Modification Program
(“HAMP”), designed to assist troubled borrowers with finding solutions to avoid foreclosure and potentially
cure and reinstate their loans. In 2009, loss mitigation efforts contributed to approximately $1.0 billion of
workouts of delinquent risk in force.

Modified Pool Restructuring—In 2009, we restructured (including through commutation) certain modified
pool policies which resulted in the acceleration of claims paid at a discount of the reserves established on
such modified pool policies and the release of loss reserves, which in turn resulted in capital benefits to
MIC, on both a statutory and GAAP basis.

Contribution of PMI Insurance Co., or PIC, to MIC—Effective September 30, 2009, we contributed our
wholly owned subsidiary, PIC, to MIC. As of the effective date, the contribution of PIC improved MIC’s
capital position and increased MIC’s excess minimum policyholders’ position.

Sale of RAM Re—In 2009, MIC sold its entire investment in RAM Re, which benefited PMI’s liquidity and
capital position. MIC previously reduced its carrying value of its investment in RAM Re to zero.

We continue to focus on capital initiatives but, especially given current and expected future market
conditions, there can be no assurance that we will be able to achieve further statutory capital relief or improve
our capital and liquidity position. See Item 1A. Risk Factors—Capital and Liquidity Constraints.
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We divide our business into three segments—U.S: Mortgage Insurance Operations, International Operations
and Corporate and Other. - ~ . - v .

U.S. Mortgage Insurance Operations. As a U.S. residential mortgage insurer, PMI offers a variety of
mortgage insurance products to meet the capital and credit risk mitigation needs of its customers. PMI also owns
50% of CMG Mortgage Insurance Company, or CMG MI, a joint venture that provides mortgage insurance
exclusively to credit unions.

International Operations. Our International Operations segment consists of our European and Canadian
subsidiaries (“PMI Europe” and “PMI Canada”), neither of which is writing new business. PMI Europe offered
mortgage insurance and mortgage credit enhancement products tailored primarily to the European mortgage
markets, through 2008. PMI Canada offered residential mortgage insurance products in Canada from 2007 to
2008. Our International Operations segment also consists of the discontinued operations of our former Australian
and Asian mortgage insurance subsidiaries, which we sold in 2008. Our International Operations segment did not
generate significant revenues in 2009. In connection with our sale of PMI Australia, we received a note from
QBE in the principal amount of approximately $187 million, with interest accruing through September 2011,
when it matures. The note, which we refer to as the QBE Note, is payable by QBE. Other than revenues from the
amounts due on the QBE Note in 2011, we do not expect that our International Operations segment will generate
significant revenues in the future. ' o n

... Corporate.and Other. Our Corporate and Other segment consists of corporate debt and expenses of our
holding company, The PMI Group, In¢. (“The PMI Group” or “TPG” or the “Company™), equity in earnings or
losses from investments in certain limited partnerships and our discontinued contract underwriting operations.
This segment also’includés our investment in FGIC Corporation and ‘its wholly-owned subsidiary, Financial
Guaranty ‘Insurance Company (“FGIC”) and our former inveétment in RAM Re, which we sold in the fourth
quarter of 2009. FGIC is a financial guarantor and has ceased writing new business. In 2008, we reduced the
carrying value of our investment in FGIC i zero. R B o T

As of December 31, 2009, our consolidated total assets were $4.6 billion, including our investment portfolio
of $2.6 billion and total cash and cash equivalents of $0.7 billion. Our consolidated shareholders’ equity was $0.7
billion as of December 31, 2009. See Item 8. Financial Statements and Supplementary Data = Note 18. Business
Segments, for financial information regarding our business segments. '

Our website’ address is http://www.pmi-us.com. Information on’ otr website does not constitute part of this
report. Our annual report on' Form 10K, quarterly reports on Form 10-Q, current reports on Form 8-K and any
amendments to those reports are available free of charge on our website via a hyperlink as soon as reasonably
practicable after such material is electronically filed with ‘or furnished to the Securities and Exchiange
Commission. The PMI Group is a Delaware corporation founided in 1972. Our principal executive offices are
located at 3003 Oak Road, Walnut C:éé_k_, Californ'ia 94597-2098, and our telephone' nlimbgir is (925) 65”8478;78‘."_'

B. PMI, the Mortgage Insurance Industry and 'the‘ Curren.t Pronounced Real Estaté Cycle

The insurance coverage issued by PMI and other U.S. mortgage insurers has several attributes that make
mortgage insurance companies more susceptible to the cyclical nature of the economy in general and the housing
and labor markets in particular than many other types of insurance companies. Mortgage insurance is generally
renewable at the option of the insured at the premium rate fixed when the insurance on the loan was initially
issued. As a result, losses from increased claims from policies originated in a particular year cannot be offset by
renewal premium increases on policies in force. In addition, we may not cancel the insurance coverage we issue
except in the event of nonpayment of premiums or certain violations of PMI’s master policies. Therefore, the
average life of a PMI mortgage insurance policy generally has ranged from approximately four to ten years and
may span a significant portion of an economic or real estate cycle. As a result, the loss ratios, which are the ratios
of an insurer’s incurred losses to premiums earned, of PMI and the mortgage insurance industry are particularly
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affected by the cyclical nature of the U.S. economy and housing and labor markets. The chart below. shows the
mortgage insurance industry’s average loss ratios between 1989 and September 30, 2009 (the most recent date
for which industry data is available) and PMI’s loss ratios between 1989 and 2009.
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As shown in the chart above, rising unemployment rates in the United States and ongoing weakness in U.S.
credit, capital, residential mortgage, and housing markets have been reflected in our and the industry’s increasing
loss ratios in recent years. For the same reason, we expect PMI to continue to experience elevated losses in, 2010.
These losses have reduced, and will continue to reduce, PMI's net assets. This reduction in net assets and the
prospect of continued losses have raised a number of regulatory and other issues, discussed in Section C (as well
as in the MD&A) below.

C. Certain Regulatory and Other Issues Facing PMI

State Regulatory Capital Adequacy Requirements. In sixteen states, if a mortgage insurer does not meet a
required minimum policyholders’ position or exceeds a maximum permitted risk-to-capital ratio (generally 25 to
1), it may be prohibited from writing new business until its policyholders’ position meets the minimum or its
risk-to-capital ratio falls below the limit, as applicable. In certain of those states, the applicable regulations
require a mortgage insurer to immediately cease writing new business if and so long as it fails to meet the
applicable capital adequacy requirements. In other states, the applicable regulator has discretion as to whether the
mortgage insurer may continue writing new business. In 2009, North Carolina, Arizona and California adopted

legislation giving the respective state’s insurance regulators such discretion. Thirty-four other states do not have
specific capital adequacy requirements for mortgage insurers.



As a result of its high losses, MIC’s risk-to-capital ratio-has increased and its excess minimum
policyholders’ position has decreased. The graph below shows MIC’s nsk-to capital ratio and excess minimum
pohcyholders pos1t10n : :
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As of December 31, 2009, MIC’s risk-to- -capital ratio was 22.1 to 1 and its excess minimum policyholders’
position was $63.9 million. Unless we raise substantial additional capital or achieve significant additional
statutory capital relief in the ﬁrst quarter of 2010, MIC’s excess minimum policyholders’ position will decline
and risk-to- capltal ratlo will i increase beyond levels necessary to meet regulatory capltal adequacy requlrements :

" MIC’s principal regulator is “the Arizona Department’ of Insurance (the “Department”). The: Department
notified MIC in the third quarter of 2009 of its initiation of a limited scope examination to determine, among
other’ things, whether to exercise discretion and permit MIC to continue wr1t1ng new business in the event MIC
fails to maintain Arizona’s minimum pohcyholders posmon On February 10, 2010, MIC recéived a letter from
the Department waiving, until December 31, 2011, the requlrement that MIC maintain the Arizona required
minimum policyholders’ position to write new business. The waiver may be withdrawn by the Arizona Director
of Insurance in her sole discretion at any time. Accordingly, theré can be no assurance as to the period during
which the waiver will remain in effect. If the Department were to withdraw the waiver and MIC fails to maintain
Arizona’s minimum pohcyholders position, we would likely be requlred to suspend writing new business in all
states. Even with the waiver from the Department, other states could require MIC to cease new business writings
if we fail to maintain the applicable capital adequacy réquirements. While the waiver remains in effect, the
waiver letter requires that MIC, among other thlngs ‘comply with certain information reportmg requlrements
submit to the Department for its approval MIC’s annual operating plan for calendar years 2010 and 2011, and
submit to the Department for its approval any proposed miaterial change to MIC’s then-current underwntmg
guidelines or operating plan. See Item 1A. Risk Factors—Unless we raise substantial additional capital or
achieve significant capital relief in the first quarter of 2010, MIC will fail to meet various capital adequacy
requirements and could be required to cease writing new business and could be subject to the terms of its runoff
support agreement with Allstate.



" From time to time, we have discussed with certain state insurance regulators their financially hazardous
condition regulations generally applicable to- licensed insurance companies and those states’ interpretive
positions that we are, or could be, in violation of their respective regulations. None of these states has taken any
action against MIC to date. If any of those states or other states having similar financially hazardous condition
regulations (which are most states) were to conclude that MIC was in a financially hazardous condition, MIC
may be required to cease writing new business in that state. ' :

PMI Mortgage Assurance Co. ( “PMAC”). In the event that MIC is unable to continue to write new
mortgage insurance in one or more states, we are working on a plan to enable us to write new mortgage insurance
in such states by PMAC. PMAC is a subsidiary of MIC, and was formerly known as Commercial Loan Insurance
Corporation, or CLIC. PMAC is currently licensed to write insurance in all states except Connecticut, Michigan
and New York. In several other states, PMAC is applying to revise the line of insurance business it is authorized
to transact so that it may begin writing residential mortgage guaranty insurance in those states. There is no
guarantee that PMAC will be able to obtain insurance licenses in Connecticut, Michigan or New York or
approval to revise its existing licenses in other impacted states. In addition, before PMAC can begin writing new
business, Freddie Mac must approve PMAC as an eligible mortgage insurer. On February 12, 2010, Fannie Mae
approved PMAC as a direct issuer of mortgage guaranty insurance. Fannie Mae’s approval terminates on the
earlier of December 31, 2011 or the date that-MIC ceases to transact new business in all jurisdictions in which it
is licensed. The approval is subject ‘to a number of detailed conditions. Among others, the approval contains
limitations as to the jurisdictions, volume and types of new business PMAC may write, and restricts MIC and
PMAC from taking a variety of actions, subject to enumerated exceptions, without Fannie Mae’s prior written
consent, ‘which is not to be unreasonably withheld, including engaging in certain transactions with affiliates,
paying dividends or making distributions or payments of indebtedness or transferring assets outside the ordinary
course of business or in excess of speciﬁéd levels. Notwithstanding these restrictions, the agreement with Fannie
Mae permits MIC to make dividend, interest and principal payments in connection with the issuance of certain
new debt or equity instruments up to specified levels. PMAC is currently in negotiations with Freddie Mac about
becoming an eligible insurer under Freddie Mac’s critetia. ‘

Continued GSE Eligibility. Lenders purchase morigage insurance from us to reduce losses as a result of
borrower default, to obtain g;apital relief and, most often, to facilitate the sale of their low down payment loans to
the GSEs. The GSEs purchase residential mortgages from lenders and investors as part of their mandate to
provide liquidity in the secondary mortgage market. As a result of their purchases of low down payment
mortgages, the GSEs are, and historically have been, two of PMTI’s largest customers. The GSEs have established
approval requirements for eligible mortgage insurers. In 2008, because of rating agency actions discussed under
“__Financial Strength quingsf’ below, in order to maintain its GSE eligibility, MIC was required to submit
written remediation plans to each GSE outlining, among other things, the steps we are taking or plan to take to
bolster MIC’s financial strength. To date, each. of the GSEs, continues to treat MIC as an eligible mortgage
insurer. There can be no assurance, however, that the GSEs will continue to treat MIC__as anveli.gible mortgage
insurer. See Item 1A._Ris7‘<' Faqtors—The exercise of certain rights r_eseryéd by the GSEs under eligibility
requirements Jfor mortgage :z:'n,sur'ers could harm our profitability and reduce our operational flexibility. '

~ Financial Strength. Ratings. Independent rating agencies have assigned our insurance subsidiaries certain
insurer financial strength ratings, which are based on the rating agencies’ assessments of the financial risks
associated with historical business activities and new business initiatives. In their assessments, the rating
agencies model the adequacy of capital to withstand sevére loss_scenarios and review, among other things,
corporate strategy, operational performance, available liquidity, the (Sutlook for the réleyant industry, and
competitive position. The rating agencies can change or withdraw their ratings at any time. -



The insurer financial strength ratings of our insurance ‘subsidiaries. are set forth in the table below.

Insurer Financial Strength Ratings
(as of March 5, 2010)

Standard & Poor’s Moody’s  Fitch

 PMI Mortgage Insuranice Co. ....v...... ... e il ' B+ ‘ B2: NR~

PMI Insurance Co. ... .. el O DU B+ - 'NR: NR°
PMI Europe ...00......ivo oo, el RSN B+ NR NR
CMG Mortgage Insurance Company e e SN BBB ‘NR - BBB

FGIC ........ .0 T S NR - NR "+ NR

Ratings assigned to our holding company or its debt are set out below.

Holding Company Ratings
(as of March 5, 2010)
Standard & Poor’s’© Moody’s Senior ~ Fitch Senior
Counterparty Unsecured Unsecured
Credit Debt . Debt
. . ‘ ) ; ‘ Rating = . Rating Rating
The PMI Group, Inc. ... e «. . . CCC+ ‘ Caa2-. . 'NR

In 2008, and further in 2009, partially in résponse to' MIC’s increased losses and reduced capital,
Standard & Poor’s (“S&P”) and Moody’s Investors' Service (“Moody’s”) each ‘lowered it$ insurer financial
strength rating on MIC from “AA” or equivalent to “B+” and “B2” respectively: In addition, PMI Europe and
CMG MI receive capital support from MIC and are, therefore, dependent in part upon the financial strength of
MIC. For a discussion of recent rating agency actions with respect to our holding company s ratings and
subsidiaries’ insurer financial strength ratings and risk factors associated with these issues, see Ttem 1A. Risk
Factors—We have been and will continue to be negatzvely tmpacted by downgrades of MicC’ s insurer ﬁnancxaf
strength ratings and —A downgrade of our senior unsecured debt ratings could increase our borrowing- costs
and therefore adversely ajfect our lzquldzty and “ quutdtty and Capital Resources—Ratzngs in‘the MD&A

D US. Mortgage Insurance Operations

Through PMI, we provide residential mortgage insurance products to mortgage Ienders and 1nvestors
throughout the United States, MIC is.incorporated in Arizona, headquartered in Walnut Creek, .California, and
licensed in all 50 states, the District of Columbia, Puerto Rico, Guam, and the Virgin Islands. Under its monoline
insurance licenses, MIC may. only offer mortgage insurance covering first lien, one-to-four family: residential
mortgages. o :

Residential mortgage insuranee protects mortgage lenders and investors in the event of borrower default, by
reducmg and, in some instances, eliminating the resulting credit loss to the insured institution. By mitigating
losses as a result of borrower default, residential mortgage insurance facilitates the origination of “low down
payment mortgages,” generally mortgages to borrowers who make down payments of less than 20% of the value
of the homes. Mortgage insurance also reduces the capital that financial institutions are requiréd to hold against
insured loans and facilitates the sale of low down payment mortgage loans in the secondary mortgage market,
primarily to the GSEs, or “‘agency: market”. . : » : -

PMI’s residential mortgage insurance. products typically provide first loss protection on loans originated by
residential mortgage lenders and sold to the GSEs and, to a lesser extent, on loans held by portfolio lenders.
PMTI’s current product offerings are described below. In response to changing economic and industry conditions
and in order to preserve capital, PMI made a number of changes to its underwriting guidelines: and customer
management strategies. in 2008 and 2009; all of which had the effect of limiting PMI’s new business writings in
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2009. We are undertaking efforts to maintain or slightly increase insurance writings in 2010. However, we expect
a variety of factors to continue to impact our new business writings in 2010. Such factors include, among others,
mortgage and private mortgage insurance market conditions, PMTI’s underwriting guidelines, which limit the type
of new business that PMI is willing to write, and the continuation of certain customer management strategies
adopted in 2009. Section 6. Risk Management, below, discusses risk management strategies and underwriting
guideline changes made by PMI. Even with the adoption of tighter underwriting guidelines and management
strategies of new business writings, unless we raise substantial additional capital or achieve significant additional
statutory capital relief in the first quarter of 2010, MIC will fail to satisfy regulatory capital adequacy
requirements, which could require MIC to cease writing new business. See also Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Conditions and Trends Affecting our
Business—U.S. Mortgage Insurance Operations, and Item 1A. Risk Factors—Capital and Liquidity Constraints,
below.

1. Products »
(a) Primary Mortgage Insurance

Primary insurance provides the insured with first-loss mortgage default protection on individual loans at
specified coverage percentages. Our maximum obligation to an insured with respect to a claim is generally
determined by multiplying the coverage percentage selected by the insured by the loss amount on the defaulted
loan. The loss amount includes any unpaid loan balance, delinquent interest and certain expenses associated with
the loan’s default and property foreclosure. In lieu of paying the coverage percentage of the loss amount on a
defaulted loan, we generally may: (i) pay the full loss amount and take title to the mortgaged property, or (ii) in
the event that the property is sold prior to settlement of the claim, pay the insured’s actual loss up to the
maximum level of coverage.

Our core, primary mortgage insurance business is offered on a loan-by-loan basis to lenders through our
“flow” channel. The majority of our primary insurance written is on loans sold to the GSEs. Prior to 2009,
through its structured finance channel, PMI also offered ‘and sold primary mortgage insurance products to
non-agency mprtgagelbacked securities (“MBS”) issuers as credit enhancement covering portfolios of loans
(“non-agency market”). PMI does not expect to offer structured primary mortgage insurance products in 2010.

PMTI’s primary insurance in force and primary risk in force at December 31, 2009 were $113.7 billion and
$27.8 billion, respectively. Primary insurance in force refers to the current principal balance of all outstanding
mortgage loans with primary insurance coverage as of a given date. Primary risk in force is the aggregate dollar
amount of each primary insured mortgage loan’s current principal balance multiplied by the insurance coverage
percentage specified in the applicable policy. The chart below shows our U.S. primary new insurance written, or
NIW, for the years ended December 31, 2009, 2008 and 2007. NIW refers to the original principal balance of all
loans that receive new primary mortgage insurance coverage during a given period. .

2009 2008 2007
) . N 3 (Dolltars in millions)
'FIV(V)'W Channel ............... e S 7$8,993 100% $22,197 98% $37.584 81%
Structured Finance Channel .................. - 1 _2% 42 2% 8549 _19%
Total Primary NIW . ............c........ $8,.994 100% $22,639, 100% $46,133 100%

PMU’s total primary NIW decreased substantially in 2009, principally due to PMI’s capital management
strategies and changes to PMI's underwriting guidelines that limited the types of loans PMI would insure. The
size of the U.S. mortgage origination market also impacts PMI's NIW and is influenced by many economic
factors, including access to credit markets, unemployment rates, interest rates, home prices, federal and state
economic stimulus programs and policies, GSE and lender-specific policies, and the availability of mortgage
insurance for high-LTV loans. Increased competition from mortgage insurance programs offered by the Federal
Housing Authority (FHA) has also contributed to PMI's declining NIW. Notwithstanding these external market
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pressures, in 2009, there was substantial market demand for primary mortgage insurance products on low-down
payment mortgage loans; however, due to capital constraints, PMI limited its new insurance writings. We believe
that the size of the residential U.S. mortgage origination market in 2010 will be smaller than in 2009, primarily
because, with interest rates expected to rise in 2010 and with borrowers faced with significant equity constraints,
refinance activity is likely to decrease sharply. While the size of the mortgage origination market is expected to
be smaller- in 2010, purchase loan originations as a percentage of the total origination market are expected to
increase. ‘As- discussed. above, while we' are undertaking efforts to maintain or slightly increase insurance
writings, we expect a variety of factors to continue to impact such new business writings in 2010.

Primary Flow Chahnel.

As the GSEs have traditionally been the principal purchasers of conforming mortgage loans, mortgage
lenders have typically originated such loans in conformance with GSE guidelines for sellers and servicers. These
guidelines reflect the GSEs” own charter requirements which, among other thlngs, allow the GSEs to purchase
low down payment mortgage loans only if the lender: (i) secures mortgage insurance on those loans from an
eligible insurer, such as PMI; or (ii) retains a participation of not less than 10% in the mortgage; or (iii) agrees to
repurchase or replace the mortgage in the event of a default under specified conditions. If the lender retains a
participation in the mortgage or agrees to repurchase or replace the mortgage, banking regulations may increase
‘the level of capital required to be held by the lender to reflect the lender’s 1ncreased obhgatlons WhJCh could in
turn increase the lender s cost of doing business.

Under the U.S. Department of the Treasury’s (“Treasury”) Home Affordable Refinance Program (“HARP”),
announced on March 4, 2009, certain borrowers whose loans are owned or guaranteed by the GSEs and have
loan-to-value ratios that have risen as a result of declines in home prices, may refinance and take advantage of
lower interest rates or a more stable loan product. HARP will be in effect through June 2010. Under HARP, the
GSEs will not require mortgage insurance as credit enhancement on refinances of mortgages that were originated
at less than 80% LTV, but are now greater than 80% LTV. For loans that were originated with mortgage
insurance, the original policies are generally expected to remain in place on the affected loans. As of
December 31, 2009, PMI approved 3,594 HARP requests and of those, 2,339 Were finalized, totaling
approximately $509.5 million in modified insurance in force.

The GSEs have established approval requirements for eligible mortgage insurers. The approval requirements
cover substantlally all areas of PMI’s mortgage insurance operations and require disclosure of certain activities
and new products to the GSEs. Prior to the suspension of certain e11g1b111ty criteria in February 2008, the GSEs
mandated that eligible mortgage insurers maintain at least two of the following three ratings: “AA-" by S&P or
Fitch Ratings (“Fitch”), or “Aa3” by Moody’s. In response to ratings downgrades of MIC below “AA-”, the
GSEs required us to submit remediation plans and each GSE has required regular updates from MIC with respect
to the remediation plans. To date, each GSE has continued to treat us as an eligible mortgage insurer, although
there is no assurance that they. will continue to do so. See Item 1A. Risk Factors—We have been and will
continue to be negatively impacted by downgrades of MIC’s insurer financial strength ratings and—The exercise
of certain rights. reserved by the GSEs under eligibility requirements for mortgage insurers could harm our
profitability and reduce our operational flexibility. In 2009, each of the GSEs circulated among all currently
approved private mortgage insurers drafts of their respective revised eligibility requirements, to which we
provided comments. Generally, the changes are principally focused on capital management and GSE review and
consent of a wide array of operational, fiscal and product matters. We expect that under the revised eligibility
requirements, the circumstances under which the GSEs .will exercise increased oversight of éligible private
mortgage insurers will be more clearly defined. Because we are presently operating under remediation plans with
the GSEs, the level of oversight the GSEs currently have over PMI is not expected to materially change under the
revised requirements.. Although the timing is uncertain, we expect that the GSEs will finalize their revised
requlrements in the first half of 2010.



.- In September 2008, the Treasury placed the GSEs into conservatorship and -appointed the Federal Housing
Finance Agency (“FHFA”) as their conservator. In conservatorship, the GSEs could change their business
practices with'respect to the mortgage insurance industry or. individual mortgage insurers, which could materially
impact the quantity and level of mortgage insurance coverage required by the GSEs on residential mortgage
loans or MIC’s status as an eligible mortgage insurer. Moreover, the GSEs’ business practices may be impacted
by ‘their results of operations as well. as legislative. or regulatory changes -governing  their operations.: The
appointment of a conservator increases the likelihood thatthe U.S. Congress: will examine the role-and purpose of
the GSEs in the U.S. housing market and potentially propose structural and other changes to. the GSEs. New
federal legislation could reduce the level of private mortgage insurance coverage used by the GSEs as credit
enhancement or eliminate the requirement altogether. See Item 1A. Risk Factors—If the role of the GSEs in the
U.S. housing market is changed, or if the GSEs change other policies or practices, the amount of insurance that
PMI writes could further decrease, which could result in a decrease of our future revenue. »

Lenders that pu_rchase mortgage insurance select speciﬁr; coveragé levels for insured loans. As a result of
the GSEs’ coverage' requirements, lenders generally select a coverage percentage that effec'ti‘yel'yvreduces the
ratio of the original loan amount to.the value of the property, or LTV, to not more. than 80%. In the past, the
GSEs have had progkams under which for certain loans lehders could choose a‘moftgage insurance coverage
percentage that was thé minimum required by the GSEs’ charters, or “chaﬁer‘c‘,()ﬂveragc”, rather than a higher, or
“standafd coverage”, in exchange for a lower paymén_t from the GSEs. The GSEs also have had programs known
as “reduced coverage”, under which for certain loans lenders could choose a coverage level that was higher than
charter coverage but lower than standard coverage. Effective January 1, 2010, the lender’s option to purchase
reduced coverage for loans sold to Fannie Mae was eliminated, and lenders have the option of selecting charter
coverage, rather’than standard coverage, on a broader array. of loans. Because the new option only recently went
into effect, we cannot predict with any certainty. whether lenders will select the lower charter coverage option on
a significantly higher percentage of loans. ' ' '

~ PMI charges higher premium rates for higher coverage, as higher coverage percentages generéllly result in
higher amounts paid per claim. D__epénding on the loan, the premium payments for flow primary mortgage
insurance coverage are typically borne by the insured’s customer, the mortgage borrower (“Borrower Paid MI”),
and less frequently, by the insured (“Lender Paid MI”). In either case, the payment 6f prenli}ims to us is generally
the responsibility of the insured. PMI’s primary insurance ‘rates are based on rates that we have filed with the
various state insurance departments. To establish these rates, we utilize pricing models that allow PMI to assess
risk across a spectrum of variables, iricluding coverage percentages, loan and property attributes, and borrower
risk characteristics. We also offer Lender Paid MI products, which are priced and filed in the same manner as our
standard Borrower Paid MI rates. Lender Paid MI represented 8.4%, 6.2% and 20.1% of flow NIW in 2009, 2008
and 2007, respectively. c ‘ ‘ o o

Premium payments may be paid to us. 'on a monthly, annual or single premium- basis. ‘Monthly payment
plans represented 88.3%, 94.7% and 93.5% of NIW in 2009, 2008 and 2007, respectively. As of December 31,
2009, monthly plans represented 92.4% of our U.S. primary risk in force compared 0'92.8% at December 31,
2008 and 92.9% at December 31, 2007. Single premium plans represented substantially all of the remaining NIW
and primary risk in force. A portionvof' single premium plari payments may be refundable if the insured cancels
coverage, which ‘generally océurs -when the loan is repaid, the loan amortizes to a sufficiently low amount to
trigger a lender permitted or legally required cancellation or the value of the property has increased sufficiently.

Primary mortgage insurance premium rates are fixed when the insurance on the loan is initially issued. As a
result, losses from increased claims on policies originated in a particular year cannot be offset by renewal
premium increases on policies in force. We may not cancel mortgage insurance.coverage except in the event of
nonpayment of premiums or certain- material violations. of PMI’s master policies. However, the insured.or the
loan’s mortgage servicer generally may cancel mortgage insurance coverage issued through our flow channel at
any time. In addition, the GSEs’ guidelines generally provide that a borrower’s writtén request to cancel
Borrower Paid MI should be honored if the borrower has a satisfactory payment record and the principal balance
is not greater than 80% of the original value of the property or, in some instances, the current value of the
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property. The Homeowners Protection Act of 1998 also provides for the automatic termination of  Borrower. Paid
MI on most loans when the LTV ratio (based upon the loan’s amortization schedule) reaches 78%, and provides
for cancellation of Borrower Paid MI upon a borrower’s request when the LTV ratio (based on the original value
of the property) reaches 80% upon satlsfactlon of conditions set forth in the statute.

Structured Finance Channel.

PMI has offered primary mortgage insurance products through its structured finance channel, primarily to
MBS issuers as credit enhancement covering portfolios of loans. While the terms varied, our structured finance
products generally insured a group of pre-existing loans or loans that were to be originated in the future whose
attributes were to conform to the terms of the negotiated agreement. A structured finance product can include
primary insurance (first. loss) and/or modified pool insurance (discussed below). We utilized risk-based pricing
models to establish premium rates for our structured finance transactions business, which considered the
requested structure, real estate loss scenarios, as well as loan and property attributes and borrower risk
characteristics. Payment of premiums to us is generally the obligation of the insured. We do not anticipate
offering structured finance products in 2010

(b) Pool Insurance

Modified Pool Insurance. Prior to 2008, we offered mod1f1ed pool insurance products prrmanly to the
GSEs for regulatory caprtal relief or the reduction of mortgage default risk. Modified pool insurance may. be used
in tandem with primary mortgage insurance or may be placed on loans that do not require primary insurance. The
extent of coverage of modified pool products varies. Some products provide first loss protection by covering
losses (up to a loan-level benefit limit) on individual loans held within the pool of insured loans up to a stated
aggregate loss limit (“stop loss limit”) for the entire pool. Some modified pool products. offer mezzanine-level
coverage by providing for claims payments only after a predetermined cumulative claims level, or deductible, is
reached. Such mezzanine-level coverage genérally also includes a stop loss limit. The existence of stop -loss
protection for PMI’s modified pool exposure results in a maximum loss amount equal to PMI’s modified pool
risk-in-force. As of December 31, 2009, PMI had $0.8 billion of modified pool risk in force, representing 2.7%
of PMI’s total risk in force. Unless otherwrse noted, pnmary 1nsurance statlstrcs in this report do not include pool
insurance.

As a key component of our capital relief strategy, we have been and continue to pursue opportunities to
restructure our modified pool exposure (including through commutation). As the modified pool portfolio’s 2005,
2006 and 2007 book years are likely to continue to age under severe economic conditions, we recorded
significant reserves in 2009 and expect to record significant additional reserves in 2010 with- respect to this
portfolio. The existence of stop-loss protection and the significant reserves we have recorded and expect to
record prov1des PMI with opportunities to work with its insured customers to restructure the risk ‘on certain
modified pool policies by negotiating early, discounited claim payments .This may particularly be the case when
both parties agree on the likely amount of the ultrmate contract losses and where the counterparty, rather than
waiting to receive future expected claim payments prefers to receive an acceleration of claim payments for the
particular pool, although at a discount of such expected future claim payments. When we restructure our
modified pool contracts at a discount to the level of our associated recorded reserves, we realize a statutory
capital: benefit. ‘In connection with the restructurings we completed in 2009, PMI paid the counterparties
accelerated- d1scounted claim payments of approximately $498 million (subject to certain adjustments) in the
aggregate. ‘The positive impact that these restructurings had on our loss reserves in 2009 resulted in an estimated
aggregate capital benefit, on both a statutory and GAAP basis, to MIC of approximately $130 million.

Other Pool Insurance. Prior to 2002, PMI offered certain traditional pool insurance products, referred to
principally:as GSE:Pool or Old Pool, to lenders, the GSEs and the non-agency market. As of December 31, 2009,
other pool insurance represented 1.0% of PMI’s total net risk in force and 28.0% of PMI’s total net pool risk in
force (including modified pool). : RIS
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( c)doint Venture——CM G Mortgage Insurance Company

CMG Mortgage Insurance Company and its aff111ates (collectively “CMG MTI”) offer mortgage insurance for
loans originated by credit unions. CMG MI is a joint venture, equally owned by MIC and CUNA Mutual
Insurance Society (“CMIS”). CMIS is part of the CUNA Mutual Group, which provides insurance and financial
services to credit unions and their members. Both MIC and CMIS provide services to CMG MI. CMG Ml is a
GSE-eligible mortgage insurer. As of December 31, 2009, CMG MI had $22.0 billion of primary insurance in
force and $5.4 billion of primary risk in force. CMG MP’s financial results are reported in our consolidated
financial ‘statements under the equity method of accountrng in accordance with U.S. generally accepted
accounting principles or GAAP. CMG MTI’s operating results are not 1ncluded in our. results shown in Part I of
this Report on Form 10-K, unless otherwise noted

‘Under the terms of the restated joint venture agreement effectlve as of June 1, 2003, CMIS has the right on
September 8, 2015, or earlier under certain limited conditions, to réquire MIC to sell, and MIC has the right to
require CMIS to purchase, MIC’s interest in CMG MI for an amount equal to the then current fair market value
of MIC’s interest. MIC and CMIS have also entered into a capital support agreement which is subject to certain
limitations, for the benefit of CMG MI. Under the capital support agreement, MIC has an obligation, under
specified conditions, to maintain CMG MT’s risk-to-capital ratio at or below 19.0 to 1. CMG MT’s risk-to-capital
ratio as of December 31, 2009 was 17.2 to 1. See Item 1A. Risk Factors—Current market volatility combined
with falling home prices and rising unemployment have materially and adversely affected our business and
results of operatzons and we do not expect these conditions to 1mprove in the near future. MIC’s capltal support
obhgatlon is hnnted to an aggregate of $37 7 mllhon R

z;_ Competition
- US. Przvate Mortgage Insurance Industry

The U S private mortgage msurance industry presently consrsts of seven active mortgage insurers: PMI
CMG MI; Mortgage Guaranty Insurance Corporation, or MGIC; Genworth Mortgage Insurance Corporation, an
affiliate of Genworth Financial, Inc.; United Guaranty Residential Insurance Company, an afflhate of American
International Group, Inc.; Radian Guaranty Inc., or Radian; and Republic Mortgage Insurance Co., an aff111ate of
Old Republic International. Assured Guaranty Mortgage Insurance Company, a subsidiary of Assured Guaranty
Ltd., is also licensed to offer mortgage insurance in the U.S. One new private mortgage insurer, Essent US
Holdings, Inc., a member of Essent Group Ltd., was recently approved as. a qualified mortgage insurer by the
GSEs. :

‘U.S. and State Governinent Agencies

PMI and other private mortgage insurers compete with federal and state government agencres that sponsor
their own mortgage insurance programs. The private mortgage insurers’ principal government competitor is the
Federal Housing Administration, or FHA, and to a lesser degree, the Veterans Administration, or VA. The
followmg table shows the relatlve mortgage 1nsurance market share of FHA/VA and prrvate mortgage 1nsurers
over the past five years

Federal Governmentand . -

Private Mortgage Insurance. ..
Market Share (Based on NIW) "~

Year Ended Decernb_er 31,
., 7 , o 2009 2008 2007 2006 2005
FHAIVA oo oo e e e e 846% 60.3% 20.1% 22.7%23.5%
Private Mortgage Insurance. ............ i 15.4% 39.7% 79.9%  77.3%76.5%

“Total v.ovvonns S S P it ccbeas. o 100.0%100.0% 100.0% 100:0% 100%

Source: Inside Mortgage Finance (based upon primary NIW but includes certain insurance written that we classify as pool insurance) = -
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Since early 2008, the FHA has substantially increased its market share of the U.S. ‘primary mortgage
insurance business. FHA’s market share is higher as a result of private mortgage insurance companies adopting
tighter underwriting guidelines limiting the types of loans they will insure and federal leglslatlon enacted in 2008
designed to stabilize the mortgage markets by prov1d1ng the FHA with greater flexibility in estabhshmg new
products and temporarily increasing the maximum loan amount that the FHA may insure, in some cases up to the
GSE limits, including up to $729,750 in “high-cost” areas. The FHA is also authorized to refinance distressed
mortgages in return for lenders and investors agreeing to write-down the amount of the original mertgage. The
2008 legislation had the effect of broadening the scope of loans eligible: for mortgage insurance from the FHA.

While the FHA continues to view its role as providing access to underserved communities and supporting
the nation’s economic recovery, on January 20, 2010 it announced a number of changes to its program which are
--designed to tighten FHA’s eligibility criteria and increase its premium rates. In its announcement, the FHA

proposed to: increase its mortgage insurance premium; update the combination of FICO scores and down

payments for new borrowers to require those with less than a 580 FICO to put down at least 10% of a property’s
. purchase price, rather than 3.5% for borrowers with FICO scores of 580 or higher; reduce seller concessions to

3% from 6%; and implement a series of measures aimed at strengthening lender enforcement. The future size of

the FHA market share will depend in large part on whether Congress will permanently keep the FHA maximum
‘loan limit at its current level or adopt additional increases. The recently announced changes and any future
 changes to the FHA program may impact demand for private mortgage insurance.

The size of the private mortgage insurance market is also influenced by GSE conforming loan limits, the
. maximum loan amount that the-GSEs may purchase. In February 2008, Congress passed an economic stimulus
package, which temporarily raised (until' December 31, 2008) the GSE conforming. loan limits for certain
statutorily defined high cost areas to $729,750, and the American Recovery and Reinvestment Act of 2009
extended the 2008 GSE loan limits through 2009. In November 2009, the FHFA announced that the maximum
-conforming loan limits, including those for high cost areas, will remain unchanged in 2010. The increase to the
- GSE conforming loan . limit could increase demand for mortgage insurance products. We and other _private
mortgage insurers also face competmon in several states from state-supported mortgage insurance funds.

Financial Institutions and Mortgage Lenders

We and other prlvate mortgage insurers compete with financial institutions, primarily commercial banks and

 thrifts, when they retain risk on all or a portion of their high LTV mortgage portfolios rather than obtain

insurance for this risk. Our use of captive reinsurance with certain lenders with whom we do business (see
~Section 9(a)—Captive Reinsurance, below) also negatively impacts our premiums earned.

- 3. ‘ Customers

"Our U.S. customers are primarily mortgage lenders, depository institutions, commercial banks and
investors, including the GSEs. In 2009, PMI’s top ten customers generated 56.9% of PMI’s premiums earned
compared to 49.4% in 2008. The beneficiary under PMI’s master policies is the owner of the insured loan. The
GSEs, as major purchasers of conventional mortgage loans in the U.S., are the primary beneficiaries of PMI’s
mortgage insurance coverage. In 2009, we received $74.6 million in premlum revenues from Fannle Mae, which
exceeded 8% of our consohdated revenues.

4. Sales and Product Development

- We employ a sales force located throughout the U.S. to directly:sell products and services to lenders. Our
U.S. sales force is'comprised entirely of PMI employees who receive compensation consisting of a base salary
and-incentive compensation tied to certain performance objectives. PMI’s product development and marketing
department has‘primary responsibility for supporting our existing products and the creation of new products.
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5... Business Composition

v Przmary Risk in Force. The composmon of PMI's primary risk in force is summarized in the table below
The table is based on mformatlon avallable to PMI at the date of pohcy origination.

As of December 31,

2 . by _ , 2009 2008 . 2007 2006‘ 2005
Prlmary Risk in Force (In mzllzons) e e s, 827,794 $30,605 $30,967  $25,711  $24,971
Loan and Borrower Characteristics as Percentages of - R ) s

Primary Risk in Force
LTV: N \ R P ERNEN . . . .
Above 97.0% LTV oo i i e 204% 215% - 24.6% 17.6% @ 143%

95.01% t0'97.0% LTV . ... .. i ST S 4.0% 4.1% 38%° 46% 53%

90.01%t095.0% LTV ............ veo o i sl v 305%  299% 29.5% 0 31.0% - 33.7%

85.01%t090% LTV ........i ... .. AR 38.1% 31.5% 350% 379% ' 37.4%

85.00% LTV and below S e e s o 1.0% 7.0%  11%  89% - 9:3%
Loan Type*: _ b' o o \ _

Fixed .......... e e e 90.7%  89.7% .  872%  81.3% 80.4%

ARMs (excluding 2/28 Hybrid ARMS) ............ .o 15% 80%  95%  125% 13.7%

2/28 Hybrid ARMS .. ................ [ 1.8% 2.3% 3.3% 6.2% 5.9%

- Less-than-A Quality (less than 620 FICO) ..... e . 6.8% 7.1% 8.1% " 8.0%. 9.3%

Alt-A. .. .. e e R AN Wi - 17.0%  188% - 22.8% - 199%  17.2%
= InteréstOnly ....... e PO A A -2109% 11.8%  14.2% 9.9% 6.2%
- Paymeint Option ARMs ....... O A '3.1% 3.4% 38% - 45% . 3.5%
Property Type: ; T - o

Single-family detached . .........................  820% 82.1% 828% 827% 83.8%

Condominium, townhouse, cooperative .. .. .. S 142% 0 13.9% 128% 11.9%  11.5%

Multi-family dwelling and other ....... . ........ L T 3.8% 40% - 44%  54% 4.7%
Occupancy Status: _ ‘

Primary residence . .........ccoeeiiiiiiiiiiinnn. 90.0% -893% 88.6% 88.8%  91.0%

Second home ............... e e e e o+ 43% - 44% . 43% - 3.9%. 3.4%

Non-owner occupled R R e 57%  6.3% 71% - 13% 5.6%
Loan Amount: o B T . " e

$100,000 orless ............ O P 11.8% 123% 14.6% 179% - 19.5%

Over $100,000 and up to $250,000 ................ 521% 525% 533% 564%  59.1%

Over $250,000 . ....overeriiiiii 36.1% 352% 32.1% 25.7%. 21.4%

GSE conforming loans** ........ covnins S e 92T0% 921% I7%  91.7% 91.8%
.. ~Non-conforming Ioans** . ...... P A s 13% 79% - :83% - 83% .  82%
Average primary loan size (In thousands) . .. S 871612 $°1602 $ 1550 $" 1425 $ 1360

* . Loanstypes are not mutually exclusive and, therefore, do not total 100%. .
** GSE conforming loans have principal balances that do not exceed the maximum single-family pr1nc1pal balance loan hrmt e11g1b1e for
purchase by the GSEs. Non-conforming loans have principal balances that exceed the GSE loan limits.

e High LTV Loans. LTV is the ratio of the original loan amount to the value of the property. In our
experience, as LTV ratios increase, the associated default and claim rates generally increase as well. In
particular, “Above-97s”; mortgages with LTVs exceeding 97%, have higher default and claim rates than
mortgages. with lower LTVs. In 2008, we stopped insuring Above-97s, and as of February 1, 2009, we
stopped insuring loans with LTVs exceeding 95%. As of December 31, 2009, Above-97s represented
20.4%.of our primary risk in force,-down from 21.5% of our primary risk in force as of December 31,
2008.
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Fixed, Adjustable Rate and 2/28-Hybrid Mortgages. We consider a loan an adjustable rate mortgage,
or ARM, if its interest rate may be adjusted prior to the loan’s fifth anniversary. Based on our
experience, the delinquency and claim rates of ARMs are generally higher than in the case of fixed rate
loans. A 2/28 Hybrid ARM is a loan whose interest rate is fixed for an initial two year period and floats
thereafter; PMI previously insured 2/28 Hybrid ARMs through its structured finance channel. 2/28
Hybrid ARMs have experienced higher default rates than other ARM products. As of December 31,
2009, 2/28 Hybrid ARMs represented 1.8% of our primary risk in force.

Less-than-A Quality and Alt-A Loans. We previously insured less-than-A quality ‘loans and Alt-A
loans through our primary flow and structured finance channels. We define less-than-A quality loans to
include loans with FICO scores generally less than 620. We define Alt-A loans as loans where the
.. borrower’s FICO score is 620 or higher and the borrower requests and is given the option of ‘providing
. reduced ‘documentation verifying the borrower’s income, assets, deposit information, and/or

- employment. The default and claim rates of less-than-A quality and Alt-A loans exceed PMI's average
rates. In 2008, we eliminated eligibility of less-than-A quality and Alt-A loans for insurance from PMI.
Due primarily to commitments issued prior to elimination of Alt-A loan eligibility, we had an
- immaterial amount of NIW on Alt A loans for the year ended December 31, 2009, compared to 5.3% of
... our total primary NIW for the year ended December 31, 2008. As of December 31, 2009, less-than-A
quality and Alt-A loans represented 6.8% and-17.0% of our.primary risk in: force, respectively, down
-from 7.1% and 18.8% of our primary risk in force, respectively, as of December 31, 2008.

Interest Only Loans. “ Interest only loans also known as deferred amortlzanon loans, have more
exposure to dechmng home prices than traditional amortizing loans, in part because principal is not
reduced during an initial deferral period (usually between two and ten years). The significant majority of
" interest only loans insured by PMI have initial deferral periods of ten years. We believe that less than
one half of 1% of PMI’s primary risk in force consists of interest only loans whose initial deferral period
ended in 2009. Due to the tightening of underwriting guldehnes and because interest only loan
originations have substantially declined in the market, NIW in 2009 was not material for interest only
* ‘loans compared to 5.2% in 2008. As of December 31, 2009, interest only loans represented 10.9% of our
primary risk in force, down from 11.8% of our primary risk in force as of December 31, 2008.

»  Payment Option ARMs. With a payment option ARM, a borrower generally has the option every
month to make a payment consisting of principal and interest, interest only, or an amount established-by
the lender that may be less than the interest owed. Depending on prevailing interest rates and payment
amounts, monthly payments may not be sufficient to fully cover interest due, in which case the shortfall
is added to the principal amount of the loan in a manner known as “negative amortization.” While
generally the.amount of negative amortization allowed under the loan is capped, borrowers with
payment option:ARMs may choose not to pay all accrued interest during the early years of the loan,
resulting in .an-increase to the principal amount owed. Typically, no later than the loan’s fifth
anniversary the loan is “recast” as fully-amortizing with a loan balance equal to the pr1n01pa1 then

. outstanding. Accordlngly, like interest only loans, payment option ARMs have more exposure to

declining home prices than amortizing loans. In addition, these loans may have interest rate risks similar
“to traditional ARMs. In 2008, we eliminated coverage of negatively-amortizing ARM products: As of
December 31, 2009, payment option ARMs represented 3.1% of our primary risk in force, down from
3.4% of our primary risk in force as of December 31, 2008.

‘Layei.*'ed‘ Risk: 4PMii_i-nsures loans that may possess one or more of the above characteristics. For
example, as of December 31, 2009:

fe Approximatel_y 2.4% of PMI’s prifnary tisk in force consists of Above-97s with FICO scores below
620.

* . Approximately 0.2% of PMI’s pﬁmary risk in force consists of 2/28 Hybrid ARMs that are also
Above-97s.

15



 Approximately 0.3% of PMI’s primary risk in force consists of 2/28 Hybrld ARMs with FICO
scores below 620.

"« Approximately 2.4% of PMI’s primary risk in force consists of Alt-_A loans that are also Above-97s.

-+ Approximately 3.'1% of PMI’s primary risk in force consists bf interest only loans that are also
Above-97s. :

+  Approximately 0.1% of PMI’s primary risk in force consists of interest only loans with FICO scores
below 620. .

~ This “layering” of risk further increases the risk of borrower default.

e Average Primary Loan Size. As the table above shows, our average insured loan size increased each
year: since 2005. These increases were primarily caused by home price appreciation and a higher
percentage of loans insured in geographic locations with higher average property values, such as
California and Florida. As of December 31, 2009, the average primary loan sizes of PMI’s California
and Florida insured loans were $295,037 and $175,965, respectively. Because our premium rates are
based in part upon the size of the insured loan, higher average loan sizes favorably impact premiums

“written and earried. Our obligation to an insured with respect to a claim is generally determined by
multiplying the stated coverage percentage by the loss amount, which includes any unpaid principal and
interest. Accordingly, higher insured loan balances negatively affect our average claim -sizes. In
addition, we have to hold more capital against larger insured loan balances, because they represent more
risk, which negatively impacts our capital position. In November 2009, the FHFA confirmed that the
GSE maximum conforming loan limits will remain between $417, 000 and $729, 750, for high cost areas,
through 2010. Because the significant majority of insurance written is on GSE conforming loans, the
higher conforming loan limits may cause our average primary insured loan size to increase in 2010.

The following table‘show‘s U.S. primary risk in force by FICO score:

Percentage of Primary Risk

in Force by FICO Score
As of December 31,
2009 2008 2007
FICO Score: : i

Lessthan 575 . ..coovnnnnin. A P e eiiheaieaves . - 1.7% 1.8% 2.2%
B S o P I 5.0% 5.2% 5.9%
020070 L e e e i e 29.6% - 30.8% 33.1%
680—719 ...... SR PR S T e 24.6% 251%- 25.1%
720 and ADOVE . . oLt i e e i AN 38.2% 36.1%. 32.7%
Unreported .............. S A e 09% 1.0% 1.0%
CUTOtAl L e e e 100.0% 100.0% 100.0%

Pool Risk in Force. The followmg table shows components of PMI s net pool nsk in force as of
December 31 for the last five years. ce

Pool Risk in Force (In millionis)

: As of December 31,
2009 2008 . 2007 2006 - 2005
ModifiedPool . ... .ot ii i e $ 7724 $2221.5 $2,851.9 $2,527.0 $1,809.6
OIdPOOL . .ttt e e e e 39.6 1904 277.8 346.7 420.6
Other Traditional Pool . ......... ..., . 163.5 203.8 225.6 230.6 242.8
GSEPOOl ... e e o976 106.7 109.0° 1122 116.0
Total Pool RiskinForce ................. ... ... $1,073.1 $2,722.4 $3,464.3 $3,216.5 $2,589.0




Some of our modified pool products are subject to deductibles and some are not. The first table below
presents data for the portion of PMI’s modified pool portfolio that is subject to deductibles. The second table
presents similar data for the portion of PMI’s modified pool portfolio that is not subject to deductibles. The data
in the tables below are organized by book year (the year in which the risk was written) and represent in each case
the aggregate of modified pool transactions written durmg the applicable book year. The data presented are as of
December 31, 2009.

Modified Pool with Deductibles
2004 and Prior 2005 2006 2007 2008 2009
(Dollars in millions)

InsuranceinForce .. .... ... ... ... e, $4,877 $4,105 $8,023 $4,647 $ — $ —
PMTI’s Claims Paid to Date, Includmg
Restructuring . ........0.00 ... oo oe.. ' 31 134 255 78 — —
Stop Loss Amount .. ..........ooviinia.... 287 265 418 . 181 — —
Deductible Amount . .................. . ... 174 171 280 98 — —
Losses Applicable to Deductible ............... 69 59 45 10 — ——
Deductible Balance .......................... 105 111 234 88 — —
Reserves for Losses .. ...................... " 6 30 67 27 — —
" Remaining RiskinForce @ ................... % 103 $ 64 $§ 72 $§ 56 $— $—

Modified Pool without Deductibles
" 2004 and Prior - 2005 2006 2007 2008 2009

(Dollars in millions)
Insurance in FOrce .. ......oovoeeeenennn. .. . $2.139 $1,183 $3853 $ — $— $§—
Stop Loss Amount . .. ................ouon.... 483 49 305 — — —
PMI’s Claims Paid to Date . ........ e 47 26 45 — — —
StopLossBalance ........................... 436 23 260 — — —
Reserves forLosses (D . ... ................... 44 15 37— — —
Remaining RiskinForce @ .................... $ 247 $ 9 $223 § — $— §$—

(1) Established loss reserves for delinquent modlﬁed pool loans, which represents PMI’s estimates of losses for those loans at December 31
- 2009. ,
(2) Remaining Risk in Force is net of claims paid to date and the reserves established on delinquent modified pool loans, and represents
PMI’s maximum risk on its modified pool exposure. With certain pool agreements, the maximum possible loss to PMI is less than the
contractual stop loss amount, primarily as-a result of substantial runoff of loans subject to the agreement.

We are experiencing accelerated and substantial loss development in our modified pool products as a result
of sustained adverse market conditions and exposure to Alt-A loans in our modified pool (with deductible)
portfolio. Our maximum exposure is equal to our remaining modified pool risk-in-force, which is set out in the
tables above. Due to increases in pending delinquencies, average loan amounts, claim sizes, claim rates and
severity, as of December 31, 2009, we established significant loss reserves-with respect to modified pool (with
deductibles) and we expect to record additional reserves up to the maximum loss amounts on our modified pool
(with deductibles) exposure for the 2005, 2006 and 2007 book years. We do not expect to incur material losses
on modified pool (with and without deductible) risk written in book years 2004 and prior. Our loss reserve
balance for all pool loans increased from $261.6 million as of December 31, 2008 to $261.8 million as of
December 31, 2009. Increases to loss reserves on modified pool risk were significantly offset by the ‘modified
pool restructurings and commutations we completed in 2009. (See Section 7. Defaults and Claims—Pool Claims,
below.) As discussed above in Section 1(b). Products - Pool Insurance, the existence of stop-loss protection and
the significant reserves we have recorded and expect to record provides PMI with opportunities to restructure its
modified pool (with deductible) risk. In 2009, PMI completed modified pool restructurings which resulted in an
aggregate capital benefit, on both a statutory and GAAP basis, to MIC of approximately $130 million.
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The following table shows the composition. of the portion of PMI’s modified pool portfolio that is not
subject to deductibles by book year based upon the effective date of coverage. We do not expect losses .on our
modified pool (without deductibles) exposure for any book years to reach our maximum loss limits. However, we
and our industry are experiencing material losses, particularly on insurance written in 2005 and 2006, -and the
ultimate amount of loss on pool risk from such book years may depend on, among other things, the composition
of the risk. Because modified pool stop loss limits operate across a pool of loans, we show the composition of
PMTI’s modified pool portfolio (without deductibles) in the table below on an insurance-in-force (“IIF”’) rather
than risk in force basis.

Modified Pool (without Deductibles) by Book Year
As of December 31 2009 ) ’

2004

2009 2008 2007 2006 ‘ 2005 -0, & Prior

Modified Pool (without Deductibles) IIF - v co

(In millions) ........... J L. $— $— $— $ 3853 $ 1183 §$°2,139
Credit Score as percentages of above IIF*#* ' ' ' S
Lessthan 575 .......... e N/A NA NA 8.3% 00% . 05%
575—619 ....... s .... NNA NA NA 185% . . 04%  17%
620—679 .\ ... NJA NA NA 44.6% 20.8% 33.8%
680—719 ..... e e e N/A N/A NA 19.5% 29.8% 27.3%
720 and above R, S e ... NJA NA NA 9.1% 47.7% 28.8%
Loan Type as percentages of above IIF )
FixedRate .............. i ...l NJAON/A N/A 36.6% 98.4% ~° 89.2%
ARMS .......... R .... NA NA NA 634%  1.6% 8.5%
228 Hybrid ARMS . ..........oiiiiiiinnnnnnn N/A NA NA 0.0% 0.0%  0.0%
Specific Portfolio Characteristics* as percentages

of above IIF ] 2 - . ) -
ABOVE 0TS ottt N/A N/A N/A 37.0% 0.1% 3.0%
Auto States** Loans .................. Ve .. NA NA NA — 167% 45%  6.5%
CaliforniaLoans . ..,.......c..o.oooeun- PP N/A NA NA 11.2% 224% .. 209%
Florida Loans .. ... e S weweew ~NIA - N/A . N/A 9.9% 7.6% 7.6%
Alt-ALoans .............:. et N/A -N/A - N/A . 43% . 705% - 73.6%
Interest Only Loans ...t N/A N/A NA 3.2% 42.7% 6.6%
Avg Loan Size . ....... R e ... N/A NA NA $153,153 $193,320  $123,289
AvgLTV .............. PO iiiiieie.... N/A NA NA %% T5% - 78%
AvgFICO ...... A U e N/A NA NA 648 718 693

*- Specific portfolio characteristics aré not necessarily mutually exclusive.

#k  Auto States include. Michigan, Indiana, Ohio, and Illinois.

#i% Total may not equal 100% due to unreported FICO scores.

N/A We did not write any modified pool (w1thout deductlbles) in the 2009 2008 and 2007 book years

Perszstency, Policy Cancellatwns A significant percentage of PMI'’s msurance-ln—force is compnsed of
polices. written in previous years, and.our premiums earned are generated by the pohc:les that remain in force
over t1me ‘Consequently, the level of policy cancellations and resulting length of time that insurance remains in
force are key determinants of PMI’s revenue and net income and, with current capital constralnts can impact our
new business writings. One measure of the impact of policy cancellations on insurance in force is our persistency
rate, which is based on the percentage of primary insurance in force at the beginning of a 12- month period that
remains in force at the end of that period. The following graph and table show average annual moxtgage interest
rates and MIC’s primary portfolio persistency rates from 1999 to 2009. As shown in the table and graph, PMI's
primary persistency rate has been increasing since 2007. Typically, higher persistency rates stabilize PMI's
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risk-in-force and premium income stream. However, because PMI must maintain sufficient capital to satisfy
regulatory risk to capital metrics, higher persistency rates may further constrain PMI’s capital position and limit
its ability to write new business. »

Persistency and Interest rates
100.0% : : : 10.0%
-, 80.0% 8.0% o
o : T
-~ @ 60.0% 6.0% 0
7] o
o - : . ) o L@
% 200% ‘ ' 4.0% =
20.0% L S : ————t 2.0%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
—ji— Persistency ~--g---  Interest Rate*
11999 - 2000 2601 2002 2003 2004 2005 2006 2007 - 2008 2009
Interest Rate* ... ...... . 74% 81% 10% 65% 58% 58% 59% 64% 63%° 60% 35.0%
Persistency Rate’. ... ... ... 71. 9% 80.3% 62.0% 56 2% 44. 6% 60.9% 61.9% 69.6% 75.5% 82 2% 84 3%

* Average annual thirty-year ﬁxed mortgage mterest rate derived from Freddie Mac data.

As shown above, until 2006 there was a close correlatlon between low or declining 1nterest rate
environments and lower persistency rates. Between 2001 and 2003, declining interest rates resulted in heavy
mortgage refinance activity, causing PMI’s policy cancellations to increase, thereby negatively impacting earned
premiums during those years. From 2004 through 2006, the rate of policy cancellation declined, partly as a result
of stabilizing or rising interest rates, Wthh caused our primary persistency rate to increase during those years.
Refinance activity in the insured loan market is also influenced by levels of home price appreciation or
depreciation, consumer behavior and access to credit. We believe that higher levels of home price appreciation
between 2001 and 2006 and increased. consumer acceptance of refinance transactions and alternative loan
products, such as interest only loans and payment option ARMs, contributed to hlgher levels of refinance activity
during those years. Between 2007 and 2009, interest rates have declined; however, refinance activity decreased,
primarily as a result of nationwide home price depreciation coupled with reduced consumer access to credit,
particularly for borrowers who obtained low-down payment mortgage loans. As a result, even in a relatively low
interest rate environment, PMI’s primary persistency rate increased between 2007 and 2009. With interest rates
expected to rise in 2010 and with borrowers faced with significant equity constraints, refinance activity is
expected to decrease sharply in 2010. To the extent that home prices continue to decline or experience low
appreciation rates, we expect that PMI’s persistency rate will likely remain high and therefore limit the rate at
which PMI’s risk in force runs off over the next few years.

6. Risk Management
Risk Management Approach

We utilize .our loan level database in addltlon to proprietary and other statistical models. to measure. and
predict loan performance based on historical prepayment and loss experience. We analyze performance based on
borrower, loan and property characteristics, along: with geographic factors, through historic economic and real
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estate cycles. We use the results of our analysis of loan behavior in addition to economic and market conditions
to develop and refine how we price our coverage and in the establishment of national and regional underwriting
guidelines to control the concentrations of risk in PMI's portfolio. Historically, in developing our guidelines, we
took into account the GSEs’ eligibility criteria and generally would place mortgage insurance coverage on any
mortgage loan accepted by the GSEs’ automated underwriting systems. Prior to 2009, we made significant
changes to our underwriting guidelines, under which a loan application must independently meet our
underwriting guidelines to be eligible for mortgage insurance from PMI, regardless of whether such loan would
be accepted by the GSEs’ automated underwriting systems for purchase by the GSEs.

We continually monitor risk concentrations in our portfolio using various statistical tools. Among these are
the pmiAURAs™ System and the PMI Market Risk Indexsm. The pmiAURAS™ System is a proprietary risk scoring
tool we developed over 20 years ago that assigns a unique risk score to each loan in PMI's portfolio
corresponding to the relative likelihood of an insured loan going to claim based on demographic, geographic,
economic, and loan specific characteristics. The PMI Market Risk Indexs™ is a proprietary statistical model that
predicts the probability of a decline in home prices at the end of two years in Metropolitan Statistical Areas, or
MSAs, in the United States based on local, historical home price appreciation, changes in the local labor markets
and local home affordablhty During 2008 and 2009, as part of our normal review process, we revised and added
to certain attributes of the model to adapt it to changes in the housing market.

Current Credit Policies and Pricing

We review PMI’s portfolio and underwriting guidelines on an on-going basis for historical and prospective
performance in light of economic, housing, competitive and mortgage market conditions. Over the past several
years, PMI has made significant changes to its credit policies and pricing. Some of these changes include the
elimination of coverage eligibility for 2/28 Hybrid ARMs, LTVs higher than 95%, limited documentation loans
(Alt-A), bulk channel deliveries and interest-only or payment option ARM loans. Over the course of recent
periods, we have also tightened our underwriting criteria in areas including investment properties, larger loan
amounts, debt-to-income ratios, cash-out refinances and second homes. Furthermore, we have greatly restricted
the lender base from which we will accept third-party or wholesale originations. In 2008, PMI significantly
increased its premium rates in all states of its operation for both borrower—pald and lender-paid mortgage
insurance products. PMI no longer offers custom lender-paid premium products As a result of the underwriting
guideline and pricing changes we adopted in ‘the last several years, insurance written in the second half of 2008
and in 2009 generally is expected to perform Well and generate underwntlng profits.

PMI also has a Distressed Markets Policy, with loan-to-valte and loan pro'ducf limitations ‘on loans
originated in certain distressed markets. Under our current Distressed Markets Pohcy, for those areas (principally
metropolitan statistical areas (MSAs)) that are de51gnated as distressed, PMI caps the maximum insured
loan-to-value ratio and/or prescnbes additional limiting criteria and underwrmng guldehnes PMI assesses MSAs
on a regular ba51s

- Underwriting Process -

To obtain mortgage insurance on an individual mortgage loan, a customer submits an application to us. It
the loan'is approved for mortgage insurance, we issue a commitment to the customer. The s1gn1ﬁcant majority of
our primary flow business is conducted through our electronic delivery channel.

More than 86% of PMI’s flow NIW is underwritten pursuant to a delegated underwriting program that
allows approved lenders, subject to periodic quality-control audits, to determine whether loans meet program
guidelines and are thus eligible for mortgage insurance. Delegated underwriting enables us to meet mortgage
lenders’ demands for immediate insurance coverage of certain loans. If PMI determines that a lender
participating in the program ‘commits us to insure ‘a loan that fails to meet all of the approved underwriting
guidelines, subject to certain exceptions, PMI has the right to exclude or rescind the coverage on the loan. PMI
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may also suspend or terminate the insured’s delegated authority to extend coverage to new loans if it determines
that the insured has not been'complying with approved underwriting guidelines. In 2008 and 2009, as a result of
significant variance from our quality control standards, we terfninated the right of certain customers to participate
in the delegated underwriting program. Flow customers who are not approved to _participate in the delegated
program generally must submit to us an application for each loan, supported by various documents sufficient to
satisfy our underwriting standards.

Contract Underwrztmg

“In early 2009, we announced the dlscontlnuatlon of contract underwriting services prov1ded by our wholly-
owned subsidiary, PMI Mortgage Services Co., or MSC. MSC performed contract underwriting services for PMI
and CMG MI. New insurance policies processed by MSC contract underwriters in 2009 were 7.7% of PMI’s
primary NIW compared to 11.0% in 2008 and 10.8% in 2007. As a part of its contract underwriting services,
MSC provided to its customers monetary and other remedies, including loan indemnifications undeér.certain
circumstances, in the event that MSC failed to properly underwrite a mortgage loan. These remedies are separate
from the insurance coverage provided by PMI. Contract underwriting remedies were $8.3 million in 2009
compared to- $4.8 million and $7.1 million in 2008 and 2007, respectively. MSC may still be obhgated to pay
remedies in the future even though it has ceased prov1d1ng contract underwriting services.:

7.  Defaults and Claims

Defaults. - Our claims process begins with notification by the insured or servicer to us of a default on an
insured loan. “Default” is defined in PMI’s primary master policies as the borrower’s failure to pay when due an
amount equal to the scheduled mortgage payment under the terms of the mortgage. Generally, the-master policies
require an insured to notify us of a default no later than the last business day of the month following the month in
which the borrower becomes three paymients in default. For reporting and internal tracking purposes, we do not
consider a loan to be in default for the purposes of reporting defaults and default rates until a borrower has failed
to.pay two regularly scheduled payments. Depending upon its:scheduled payment date, when a borrower fails to
make two consecutive payments, the loan default could be reported to us between the 315t and 60 day after the
first missed payment due date.. Borrowers default for a variety of reasons, including a reduction of income,
unemployment, divorce, illness, inability to manage credit, rising interest rate levels and declining home prices.
In 2009, PMI’s primary default-inventory increased as a result of a number of factors, including declining home
prices, higher rates of unemployment, diminished access to credit, weak performance in certain geographic areas
where PMI has a higher concentration of risk-in-force, higher than expected levels of default on Above 97, Alt-A
and Interest-only loans, and a decline in the rate at which defaults cure (the “cure rate”).

PMI’ Homeownershlp Preservatlon Initiatives (HPI) department was formed to facilitate borrowers’
retention workout requests, including loan modifications and repayment plans, which may enable borrowers to
cure their defaults and reinstate their loans. The HPI department facilitates loan servicer efforts by providing
enhanced workout approval delegation on certain loans, placing PMI loss mitigation staff on-site within loan
servicers’ offices, training of servicer staff and providing additional resources to supplement loan ‘workout
strategies on PMI insured loans. HPI ‘also conducts supplemental outreach to delinquent borrowers on PMI
insured loans to educate them about workout options and to hasten loan workout discussions with their loan
servicers. PMI’s HPI team supplements loan servicers’ outreach efforts through the use of our own loss
mitigation professmnals through the engagement of specialty vendors, non-profit housing counsehng agencies
and ‘through our participation in commumty outreach ‘events,” 1nc]ud1ng HOPE NOW homeownershlp
preservatlon forums

Borrowers may cure defaults by making all of the delinquent loan payments or by satisfying in' full all
amounts due under their mortgages. The cure rate is influenced by borrowers’ financial resources, regional
housing and economic conditions, such ‘as unemployment rates, and, recently, the speed with which loan
servicers process delinquencies or engage in other loss mitigation efforts. Loans that cure are removed from
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PMTI’s default inventory and we do not factor in such loans when calculating our loss reserves. PMI’s cure rate
declined in 2009 as a result of, among other things, rising unemployment, diminished refinancing opportunities
as-a result of declining home prices and unavailability of certain loan products, a slowdown in the time to resolve
defaults (either through cure or claim payment) attributable to significant backlogs in workout activity by loan
servicers and implementation of the. Treasury’s HAMP program. With a traditional loan modification,:a loan
default is typically cured within a relatively short time period after the modification is approved. For loans
approved for HAMP modifications, however, the borrowers are subject to 90 to 150 days trial periods, during
which the borrowers must strictly adhere to their trial modification plans in order to complete the modification
process. As of December 31, 2009, 23,180 delinquent loans in our default inventory are subject to HAMP trial
periods compared to approximately 12,700 loans at September 30, 2009. We do not remove from our default
inventory a loan subject to a HAMP trial modification period unless and until the trial period is completed, all
required documents have been received, the loan modification is closed, and the default is officially cured. The
decline in PMI’s cure rate has been partially offset by PMI’s loss mitigation efforts unrelated to HAMP and by
increased rescissions of insurance written in prior periods. , '

Rescission Activity. PMI routinely-investigates early payment default loans (loans that default prior to the
thirteenth payment) or EPDs, and also investigates certain other non-EPD loans for misrepresentations, negligent
underwriting and eligibility for coverage. Based upon PMTI’s recent investigations, industry data and other data,
we believe that there were significantly higher levels of mortgage origination fraud and decreases in the quality
of mortgage origination underwriting primarily in 2006 and 2007. As a result, PMI is reviewing and investigating
a larger volume of insured loans, and the number of loans on which coverage has been rescinded by PMI
increased in 2008 and 2009. In part because we believe that new EPDs have peaked and our standing inventory
of EPDs is approaching its peak, we currently expect rescission levels to remain high and then to begin declining
modestly toward the end of 2010. ' ' :

When PMI rescinds insurance coverage with respect to an investigated loan, we notify the insured of the
rescission, refund all' premiums associated with the insured loan, and remove the rescinded loan from our
calculation -of PMI’s. risk in force and insurance in force. In addition, if the rescinded loan was delinquent, we
cease to include that loan in our default inventory and, therefore, do not. incorporate that loan into our loss
reserve estimates. Accordingly, past rescission activity has materially reduced our loss reserve estimates. In
arriving at our loss reserve estimates, we also consider the effect of projected future rescission activity ‘with
respect to the current inventory of delinquent insured loans. As we expect rescission activity to remain at current
levels in 2010, projected future rescission activity is also materially reducing our current loss reserve estimates:
To the extent that we are required to reverse rescissions beyond recent levels or future rescission activity is lower
than projected, we would be required to increase loss reserves in future periods. The table below shows the
aggregate risk in force of delinquent loans (including primary and pool) rescinded by PMI in each quarter in
2008 and 2009: - : ' - S

Q4 2009 Q32009 Q22009 Q12009: Q42008 Q32008 Q22008 Q1 2008
. , - (Dollars in millions) .
Delinquent risk in force rescinded . . o : L
 PErquUArter ... .....eeieeien s $123.6  $148.4 $170.3 $200.6 $187.6 $240.8 . $95.1  $34.6

Upon receiving PMI’s notice of rescission with respect to an insured loan,.the insured may seek additional
information as to.the bases of our rescission and/or disagree with our decision to rescind coverage. As aresult of
the increase in rescission activity, we experienced an increase in the number of suc;_h disagreements in 2009. If we
are unsuccessful in defending our rescission decisions beyond expected levels, we may need to re-establish loss
reserves for, and would need to reassume risk on, such rescinded loans. See Part I, Item 3. Legal Proceedings and
Item 1A. Risk Factors—We establish loss reserves with respect to our morigage insurance policies only upon
loan defaults; accordingly, our loss reserve estimates are not intended to be an estimate of future losses and

—We are subject to heightened litigation risk related to the increase in rescissions.
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In-some. cases, our servicing customers do not produce documents necessary to perfect the claim. Most
often, this is the result-of the servicer’s inability to provide the loan origination file for-our review. If, after
repeated requests by PMI, the loan file is not produced, the claim will be denied. Levels of claim denials
increased in 2008 and 2009. See Part I, Item 1A. Risk Factors—We establish loss reserves with respect to our
mortgage insurance policies only upon loan defaults, accordingly; ourloss reserve estimates are not intended to
be an estimate of future losses. The table below shows the risk in force of claims den1als (mcludmg pr1mary and
pool) in each quarter in 2008 and 2009: - v : «

Q4 2009 Q3 2009 Q2 2009 Q12009 Q4 2008 Q3 2008 Q2 2008 Ql 2008

) : R - (Dollars in millions) .

Claims denials per quarter—delinquent risk in
force ........ fetesm ey $93.4 0 $80.1 $1848 $636 $51.7 $177 $128 $84

Claims and Policy Servzcmg As a result of the pomon of dehnquent loans that cure, the frequency of
claims is not directly proportional to the number of defaults we receive. In most cases, however, defaults that are
not cured result in.claims. Whether an uncured default leads to a claim principally depends on the borrower’s
equity in the underlying property at the time of default and the borrower’s or the insured’s ability to sell the home

~for an amount sufficient to satisfy all amounts due under the mortgage loan. When the likelihood of a defaulted
loan being reinstated is minimal, we work with the servicer to explore the possibility of a liquidation workout
such as a pre-foreclosure sale (or early disposal of the underlying property, usually in an amount less-than what is
owed) .or a deed in lieu (where the borrower conveys title to the lender in satisfaction of their debt)—both
“avoiding the lengthy foreclosure process, which can result in a lower claim size to PMI, ,

Generally, our master policies provide that within 60 days after an insured or servicer files a Vahd pnmary
insurance claim and supportmg documentation, we have the option of:

. paylng the coverage percentage specified in the certificate of insurance multiplied by the loss amount;

* in the event the property is sold pursuant to an agreement made prior to or during the 60-day period after
the claim is filed, which we refer to as a prearranged sale, paying the lesser of (i)-100% of the loss
amount less the proceeds of sale of the property or (ii) the specified coverage percentage multiplied by
the loss amount; or

* paying 100% of the loss amount in exchange for the insured’s conveyance to us of good and marketable
title to the property, with us then selling the property for our own account. Properties acquired under this
option are included on PMI’s balance sheet in other assets as residential properties from cla1m
settlements, also referred to as real estate owned, or REO.

If we do not settle a valid claim within the 60- day claim settlement period, we must pay interest on the insurance
benefit at the rate due under the loan from the last day of the 60- -day claim settlement period until the claim is
actually paid. -

While we select the cla1m settlement option that best mitigates the amount of our claim payment, we
generally pay the coverage percentage multiplied by the loss amount. At December 31, 2009, our carrying value,
which approximates fair value; of REO properties was $0.1 million compared to $4.8 million at Deceniber 31,
2008 and $20:3 m1111on at December 31, 2007.

Primary Claim Sizes and Severity The severity of an individual claim is calculated as the ratio of the
claim paid to the original risk in force relating to the loan. The main determinants of the severity of a claim are
the value of the underlying property, accrued interest on the loan, expenses advanced by the insured, foreclosure
expenses, the time required to complete foreclosure (which varies by state), and the amount of mortgage
insurance coverage placed on the loan. Pre-foreclosure sales, acquisitions and other early workout efforts,
including those described above, help to reduce overall claim severity. In 2009, we processed 6.9% of the paid
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primary insurance claims on the basis of a prearranged sale, compared to 10.9% and 20.0% in 2008 and 2007,
respectively. In 2009, we exercised the option to acquire the property on 0.01% of the primary claims processed
for payment, compared to 0.2% and 2.4% for 2008 and 2007, respectively.

PMTI’s average primary claim severity is, for a given period, primary claims paid as a percentage of the total
risk in force of primary loans for which claims were paid. The increase in average primary claim severity in 2008
(shown in the table below) reflects the deterioration of the mortgage, housing, labor and credit markets,:as well
as other factors, including declining home prices, higher coverage levels, delays in delinquency and claim
resolutions and the related decline in early workout opportunities. Because severity reflects regional as well as
national market conditions, PMI’s average primary claim severity varies from region to region. The table below
shows average primary claim severity, by region, for the years 2006 through 2009. In 2009, severity improved in
every region. The decline in severity in 2009 was driven primarily by the substantial increase in claims denials,
which are settled without payment. For a discussion of claims denials, see “__Rescission Activity” above.

Averagé Primary Claim Severity
2009 . 2008 2007 2006

—

Region ‘ : - ~ o

GreatLakes ) ............... S Heweaeen ...96.8% 105.2% 104.4% 101.7%
Mid-AAntic @ . ottt ettt et e i s 84.1% 91.1% 75.8% 71.5%
New England @ ... ..ottt 79.6% 94.8% 90.6% 76.9%
North Central @ . . . oo i e e i et e ee ittt 89.7% 98.7% 93.8% 86.1%
Northeast ® .. ..........00 ... e e e e e R 81.2% 98.1% 83.0% 84.2%
PaCIfIC 0 ..ottt e 82.7% 95.7% 88.2% 53.5%
Plains @ . oottt Sesr e ee e 89.3% 93.5% 92.9% 88.2%
South Central ®) . ..ottt ettt e 79.4% 91.9% 87.7% 80.6%
SOUtHEASt ) .« o ittt ettt et e e 87.3% 92.1% 87.2% 83.0%
Average Primary Claim Severity—U.S. .............ooonvnn e 85.5% 95.6% 91.5% 86.1%

(1) Includes Indiana, Kentucky, Michigan and Ohio.

(2) - Includes Delaware, Maryland, Virginia, Washington D.C. and West Virginia.

(3) Includes Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and Vermont.

(4) Includes Illinois, Minnesota, Missouri and Wisconsin.

(5) Includes New Jersey, New York and Pennsylvania.

(6) Includes California, Hawaii, Nevada, Oregon and Washington, Alaska and Guam.

(7) Inciudes Idaho, Iowa, Kansas, Montana, Nebraska, North Dakota, South Dakota and Wyoming.

(8) " Includes Arizona, Colorado, Louisiana, New Mexico, Oklahoma, Texas and Utah.

(9) - Includes Alabama, Arkansas, Florida, Georgia, Mississippi, North Carolina, South Carolina, Tennessee and Puerto Rico.

The table below sets out by channel primary claims paid (which does not include changes in loss IEServes).

Primary Claims Paid for the Year

Ended December 31,
2009 2008 2007
o . ) . . . (In thousands)
Flow Channel ..........coovuennn AP $615,670 $483,988 . $222,273
Structured Finance Channel ............coovaotn e, 2180171 288,355 104,144
(0117 Sl NP S e - (3,005) (29,392) 3,230
Total Primary Claims paid . .........oniieeiiiiiiiie s $830,836 $742,951 $329,647

* Includes supplemental payments and reversals, including $34.0 million.recovered from certain terminated captive trust accounts during
2008, which reduces the total cla'}ms paidvand $3.3 million in 2009 for capﬁve recoveries.

24



Primary Default Rates by Region. Primary default rates and claim activity differ from region to region in
the United States depending upon economic conditions and cyclical growth patterns. PMI’s default rates are
calculated by dividing the number of insured loans in default in the particular portfolio by the total number of
policies in force in that portfolio. Declining home prices and weak economic conditions, particularly in
California and Florida, have negatively affected PMI’s default rates in those states. The two tables below set
forth primary default rates by region for the various regions of the United States and the ten largest states by
PMTI’s primary risk in force. Default rates are shown by region based on location of the underlying property.

P lfercent l{)if .
rimary Ris . .
N
2009 2009 2008 2007
Region
Pacific® ............ e e e e e 15.13% 27.84% 17.24%  7.16%
New England @ . ... ... e e e e 4.53% 15.87% 10.47% - 6.44%
Northeast @ .. ... .. 10.64% 18.45%  11.70% - 7.26%
South Central @ ... .... e e e e, 17.11% 16.53% 1093% 6.14%
Mid-Atlantic ® . . ... T S . 6.40% 19.53% 12.12%  5.96%
GreatLakes © . ... ... ... . ... . . 9.07% 20.01% 14.85% 11.23%
Southeast M ... ... 24.08%  2695% 17.88%  9.00%
North Central ® ... ... ... .. ... . .. ... . . e, 10.03% 20.85% 13.32%  7.99%
Plains ® .-, .. ........ .. e e e e e e e i 3.01% 13.23% 8.80% - 5.74%
Total Primary Portfolio ............................ e 100.00% 21.40% 14.12% 7.93%

@) Includes California, Hawaii, Nevada, Oregon and Washington, Alaska and Guam.

(2) " Includes Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and Vermont.

(3) Includes New Jersey, New York and Pennsylvania.

(4) Includes Arizona, Colorado, Louisiana, New Mexico, Oklahoma, Texas and Utah.

(5) Includes Delaware, Maryland, Virginia, Washington D.C. and West Virginia.

(6) Includes Indiana, Kentucky, Michigan and Ohio.

(7) Includes Alabama, Arkansas, Florida, Georgia, Mississippi, North Carolina, South Carolina, Tennessee and Puerto Rico.
(8) Includes Hlinois, Minnesota, Missouri and Wisconsin.

(9) Includes Idaho, Iowa, Kansas, Montana, Nebraska, North Dakota, South Dakota and Wyoming.

Primary Default Rates for Top Ten

P .Perceli:i o]t; . States by Primary Risk in Force ®
Timary Kisk in

prorcemof as o December 31,

) 2009 2009 2008 2007
Florida............ e e 10.1% 41.14% 27.79%  10.56%
California ........vouunn 77%  36.68% 24.68% 10.92%
TexXas . ... 7.5% 12.97% 944%  6.03%
MHNOIS ... 5.2% 24.96%  14.80% 8.19%
Georgia . ... 4.7% 23.15% 14.62% 9.50%
New York ............ i i e R : 4.0% 18.50% - 11.27%  6.78%
Ohio ...............0... S 3.9% ‘18.04% 13.50% -10.83%
Pennsylvania .......... .. ... .. .. .. ... 3.4% 15.46% 10.75% 7.47%
New Jersey ....... e P . 3.3% 24.06% 14.17% - 7.53%
Washington . .......... e P 3.2% “16.50%  8.15%  3.58%

(1) Top ten states as determined by primary risk in force as of December 31, 2009.

Primary Default Rates by Channel and Loan Characteristics.  As discussed in Section 5. Business
Composition, above, certain borrower and loan characteristics increase the risk, on average; of loan default and
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ultimate claims.. Insured loans in ‘PMI’s portfolio “may contain one, more than one or none -of the. loan
characteristics identified in'Section 5 above and in the table below, which shows default rates for PMI’s flow and
structured finance channels and for loans that contain certain of the characteristics identified by PMI as having
heightened risk. i : = - : ‘

: Primary Default Rates as’pzf v

December 31, )
2009 2008 2007

Flow Channel
Loan Type* s o e
Alt-ALoans ........... e e 44.1% 300% 11.6%
Less-than-A QUAlity .. .i.e.ueeoiiuteennee e 409% 304% 18.6%
ADOVE 078 .+ o v e e e e e e et et e e e 28.8% 183% . 88%
ARMs ........... T i b e e eeaaneeiaeae e 432% 328% 151%
2/28 Hybrid ARMSs < . covnn. e e — — . —
Payment option ARMs. . ...... T A e 53.1% 389% - 14.5%
Interest Only ....... e S O PSPPI e 44.0%  28.2%. 9.6%
Total Flow Channel ... ....... Kiea e e s e P . 202%  13.0% - - 6.7%
Structured Finance Channel
Loan Type* o o , . : -
Al-ALOANS W ot ve e i PO 432% 324% - 20.8%
Less-than-A Quality ........... e 40.6% 31.6%  23.6%
ADOVE OTS ot e e e PO e 283%  18.1%  10.2%
ARMs (excluding 2/28 Hybrid ARMs) . ............ooueen e 425% 304% 16.4%
2/28 Hybrid ARMS . ........oovieiiiin e e il . 543%  485% . 38.6%
Payment option ARMS . .........oiiirinereaenariaiaaaen. i = - -
Interest Only ..ot TR U SO PN . 43.1% . 30.1% . 159%
Total Structured Finance Channel ............... i i o 288%  20.7%  13.9%
Total Primary
Loan Type* . o : e : :
ATEA LOGNS + v et e e ettt et e e ee ettt s 439% 30.6% 13.9%
Less-than-A QUality .. .viveeeinunneeee it 40.8% 308% 20.2%
Above 97s ...... S A R R R R 287% 183%  9.1%
ARMs (excluding 2/28 Hybrid ARMs) .. . e e e 43.0% 320% 15.5%
2/28 Hybrid ARMs . .. oo ... T U 543% 48.5%  38.6%
Payment optioh ARMs “mo.o .o e 53.1% 389% 14.5%
Interest Only ....... R R R 438% 28.6% 11.0%
Total Primary ................. PRI 214% 141% ~ 79%

* L oan types. are not mutually exclusive.

The highér default rates exhibited by PMI’s 's‘tructured finance channel are pxjimarily_ the result of a 'lérger
concentration of loans insured through that channel that have layered risk characteristics. ;

Primary‘ Default Rates-and the Aging of PMI’s Insurance Portfolio. Default and claims activity are not -
spread evenly throughout the coverage period of a primary insurance book of business. Based upon our
experience, we generally expect the majority of default and claims activity on insured loans in PMI’s current
portfolio to occur in the second through fourth years aftet loan origination. Primary insurance written from the
period of January 1, 2005 through December 31, 2008 represented 71.2% of PMI’s primary insurance in force at
December 31, 2009. The table below, which sets out default rates by book year, shows that PMI has experienced
adverse and accelerated delinquency development in its 2005, 2006, 2007 insured loan portfolios:' - - '
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Percent of Primary
PMI Average Risk in Force as of

Book Year ) Fixed Rate ®  December 31, 2009 . . - Default Rates

' o 2009 2008 2007 2006 2005 2004
2002 and prior ......... . . 7172% - 63%  164% 123% - 97% 9.5% 10.7% - 9.2%..
2003........ el 6.00% 7.6% . . 153% 9.6% - .64% - 53% - 51% 3.1%
2004 . ..... IR URTH 6.15% 84%. - 176% 11.4% 7.8% -59% 4.7% 1.6%
2005.......... e 6.31% 124%. 233% 160% 9.6% 49% 23% —
2006 ....... e 7.10% - 15.7% 314% 21.2%. 10.8% . 2.5% — —
2007 ........ v J117% : 280% -  309% 18.3% -5.1% — —_ ., —
2008 .......... miianh 6.37% S 150% . 119% . 39%  — . —. . — —
2009 ..o - 5.16% - 6.6% - . 0.6% . —: — = —
Total ............... - 100.0% 21.4% 141% 79% 5.6%  5.7% ' 4.9%

(1) Average PMI fixed anriual mortgage interest rate.

The following table sets forth, for each of the years 2007, 2008 and 2009, the dispersion of PMI’s losses and
loss adjustment expenses by book year. Losses and loss adjustment expenses represent claims paid; certain
expenses related to default notification and claim processing, and changes to loss reserves during the applicable
year. ; : . P » : o

2009 .. 2008 2007
(Dollars in thousands)

Book Year R
2002 and PriOT .. ..o v e e e $ 48924 $ 64,629 $ 76,327
2003 .......... R e e e e e 94,432 79,310 72,104
2004 ........ e e e 137,362 142,950 119,522
2005 .. R U © 411932 324,842 262,247
2000 .. 469,590 . 555,607 349,265
2007 ... e e e e e e . 455,108 580,516 216,628
2008 ........ R [ e 119,091 - 87,866 -
2009 .:.......... PP R i 4,252 — -
Total ......... e S $1,740,691 $1,835,720 $1,096,093

Pool Claims. . Pool claims are generally filed after the underlying property is sold. We settle a pool claim
in accordance with the terms of the applicable pool insurance policy, which includes a stop loss limit and, in
some cases, a.specified deductible. Subject to such stop loss limit and any deductible, our modified pool
insurance generally covers a specified percentage of the particular loss less net proceeds from the sale of the
property and any primary claim proceeds. Our traditional pool insurance generally covers 100% of the loss less
net proceeds from the sale of:the property and any primary'claim proceeds. Other pool:insurance policies may
include’a maximum coverage percentage or a defined: benefit. Claims relating ‘to policies: with a maximum
coverage percentage are settled  at the lesser of the actual loss or the*maximum coverage set forth in the
applicable policy. Claims:relating to policies with defined benefits are settled at the maximum coverage
percentage set forth in the applicable policy. We settle pool claims upon receipt of all supporting documentation.
Pool insurance claims paid by PMI increased from $55.2 million in 2008 to $618.5 million in 2009. In 2009, we
restructured (including through commutation) certain modified pool policies which resulted in the acceleration of
claims paid at a discount of the reserves established on such modified pool policies of approximately $498
million (subject to certain adjustments) and the release of loss reserves.

Modified Pool Performance. The tables Modified Pool (with Deductibles) by Book Year and Modified
Pool (without Deductibles) by Book Year, in Section 5 above, summarize the loss development of PMI’s
modified pool portfolio.
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Loss Reserves

A period of time may elapse-between the occurrence-of the borrower’s default on mortgage paymenfs (the
event triggering a potential future claim payment), the reporting of such default to us and the eventual payment
of the claim related to such default. To recognize the liability for unpaid losses related to loans in default, PM], in
accordance with industry practice, establishes loss reserves in respect of loans in default based upon the
estimated claim rate and estimated average claim amount of loans in default. Included in loss reserves are loss
adjustment expense (“LAE”) reserves, and incurred but not reported (“IBNR”) reserves. IBNR reserves represent
our estimated unpaid losses on loans that are in default but have not yet been reported to us-as delinquent by our
customers. We also consider the effect of projected future rescission and claim denial activity with respect to the
current inventory of delinquent loans, which has materially reduced our loss reserve estimates. To the extent we
must reverse our rescissions beyond expected levels or future rescission activity is lower than expected, we
would be required to increase loss reserves in future periods. Because loss reserves are estimates, there can be no
assurance that PMI’s reserves will prove to be adequate to cover ultimate loss developments on reported defaults.
Consistent with industry accounting practices, PMI does not establish loss reserves for estimated potential
defaults that have not occurred but that may occur in the future. For a full discussion of our loss reserving policy
and process, see Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Critical Accounting Estimates, Reserves for Losses and LAE. For a reconciliation of the beginning
and ending reserve for losses and loss. adjustment expenses on'a consolidated basis, see Item 8. Financial
Statements and Supplementary Data—Note 8. Reserve for Losses and Loss Adjustment Expenses (LAE).

* The table below shows PMI’s total risk in force and loss reserves as of December 31, 2009, 2008 and 2007.

Risk In Force and Loss Reseryes
as of December 31,

2009 2008 2007 .
, " (Dollars in thousands) ‘
Total Primary and Pool Risk InForce ...................... $28.867,036 $33,327,248 ~ $34,431,473
Gross Loss Reserves by Book Year , , ‘
2002 and prior .. ... ... .. e e $ 135572 $ 137,136 $ 117,987
2003 ...l i S P 144,066 118,672 . 87,713
2004 ... PR P e 194,421 166,420 119,017
2005 . e e 450,343 406,224 238,077
2006 .......... el A e e e e 850,322 774,871 345,918
2007 .\t e s 1,214,096 928,065 224,368
2008 .. ...... PR AP e sieees 2200657 93,116 = - —
2009 ....... TR S A AT U Gt 4258 0 = e
Total Loss Reserves .......... e S ... $73213735 $ 2,624,504 § 1,133,080

. The higher loss reserve balance for 2009 shown-in the table above reflects, among other- factors;-accelerated
delinquency development of the 2007 and 2008 books and significant additions to reserves in 2009 for the:2005,
2006 and 2007 book years, both as a result of increasingly higher delinquency :and claim rates, higher claim
severity and a slowdown in delinquency. resolution, partially offset by reductions. in our loss reserve estimates
resulting from projected future rescission activities. ' . e :
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Loan Performance:

' The"tab}e below shows cumulative losses paid by PMI at the end of the year of original policy issuance
(“policy year”) and each successive year thereafter, expressed as a percentage of the cumulative premiums

written on such policies.

Year 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 - 1991 1992 1993 .199%4

- - - - - - 01 00 - - - _ _ — —

118 233 381 148 98 45 15 04 01- 03 07 08 11 10 10
392 904 1121 . 473 . 440 187 52 20 20 36 - 71 66 69 .55 65
742 1393 1663 830 831 352 87 51 61 108 178 169 163 134 137
955 1683 1809 1293 1143 474 122 97 116 219 317 289 283 187 18.0
1008 168.0. 2296 1659 127.1 564 156 131 185 324 418 39.8 361 21.1 20.1
90.8 1848 2510 1775 1359 607 185 175 231 403 505 474 403 219 209
985 1973 2654 1846 1393 630 213 207 262 457 562 513 415 220 213
1078 203.6 2657 1877 1419 650 241 230 29.1 496 592 527 413 218 213
1114 2056 2644 1808 1426 653 1258 251 315 517 609 526 411 216 213
111130 207.1263.8 1910 1429 659 274 265 336 528 614 527 410 217 214
12° 1141 © 208.8 . 2644 1913 1426 658 284 278 346 531 . 614 527 410 217 214
13~ 1146: 2089 2633 191.1 1421 658 288 284 350 533 614 526 41.0 217 214.
14 1150 2098 2622 1906 1417 659 290 286 352 533 614 526 410 216 214
I5 1151 2095 2615 1901 1415 660 291 285 352 532 614 526 410 216 214
16 1153 2092 260.8 189.8 1413 660 29.1 285 352 532 615 526 410 217 215
17 1155 2089 .2604 1895 141.0 660 29.1 286 352 532 615 526 410 217

I8 1155 2085 2598 189.5 1409 660 291 286 352 532 615 527 410 '

19 1155 2081 2506 1895 1408 660 201 285 352 532 615 527 o

20 1154  208.1 ©259.6 1894 1408 660 291 285 352 532 615

21 1154 2080 2595 189.5 140.7 659 29.1 285 352 532

22 1153 2080 2595 189.5 1407 659 29.1 285 352

23 1153 2080 259.5 1894 1406 659 29.1 285

24 1153 2080 2586 189.5 1405 659 29.1

25 1153 206.6- 258.1 189.5 1405 65.9

26 1145 .2063 -258.1 189.5 1405 .

27 1140 2063 258.1 1895 .

28 1140 2063 . 258.1

29 1140 2063

30 1140

S\O‘oo\xmu..p.wm»—-

1995 1996 1997 © ‘1998 - 1999 2000 - 2001 2002 2003 2004 2005 2006 - ‘2007 2008 - - 2009

0l 00 00 — 01 12 11 01 01 01 01 03 02 01 —
287 29 23 12 27 102 66 45 28 39 49 113 149 36
104" 83 58 38 59 218 225 145 89 123 222 568 360 =
154 119 87 57 86 352 341 233 139 212 600 864

182 142 104 67 11.1 430 420 277 174 308 84.1

192 153 11.1 77 127 480 458 305 205 379

201 158 119 83 139 503 479 325 23.1

0203 161 124 88 144 517 49.1 339

204 163 128 9.0 147 523 498

10 205" 165 7 13.0 92 150 528

1T 206 166 ‘130 94 152

127 207 167 132 95 f

13 208 168 133

14 209 169

15 209

N-JE-CIRN I NV R N TCT RN

* Gross premiums written has not been reduced by ceded and refunded premiums.
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As the above table shows, performance of policies originally issued in the years 1980 through 1984 was
adverse, with cumulative loss ratios ranging from 114% to 258.1% at the end of 2009. Such adverse experience
was significantly impacted by deteriorating economic and real estate market conditions in the “Oil Patch” states
in the 1980s. In 1985, PMI adopted substantially more conservative underwriting standards which we believe,
along with increased premium rates and generally improving economic conditions, contributed to the lower

cumulative loss ratios in subsequent years.

The: above table also shows that the cumulative loss ratios for all policy years through 2001 did not change
by a material amount from the end of 2008, which indicates that these ratios have stabilized and reached their
ultimate development for each of these policy years. The 2002 and 2003 book years are developing favorably

compared to 2000 and 2001 due to a lower level of claims and higher persistency. 2004 has a higher cumulative
loss ratio development than 2003, due to higher claims development and comparable persistency. '

~ Book years 2005 through, 2007 are developing under sustained negative economic cqnditions and have
experienced progressively higher loss. ratios. The high loss ratios are primarily due to higher delinquencies, claim
rates and claim severity associated with the ongoing weakness in the residential mortgage and housing markets as
well as a result of loan products that have. experienced higher levels of losses. In particular, the cumulative loss
ratio from book year 2007 reflects sighificant exposure to insurance written on.Alt-A loans as well as loans with
higher LTVs with' greater exposure t0 home price declines. We do not expect business written in the 2005-2007
book years to be profitable. N Dol o o D B

The 2008 book year is still in its early stages of devéloprnent, with a loss ratio of 3.6 in its second year,
which is similar in performance to the 2004 book year. As a result of our adoption of tighter underwriting
guidelines and customer management strategies throughout 2008 and 2009, insurance written during 2009 is
expected to perform favorably. - ’ : . L ‘ :

8. Sustainable Homeownership

We support certain nonprofit organizations whose stated goals are to foster sustainable homeownership.
Fostering sustainable homeownership includes preparing families for their ownership responsibilities and helping
them meet that obligation. In line with these two goals, we support community-based {)rgahizations'that offer
homebuyer education programs and, through our HPI department, endeavor to facilitaté loan servicers’ efforts to
keep families in their homes. PMIL, and through the PMI Foundation, is committed to créating gustainalile
homeownership opportunities by sponsoring organizations with national reach that provide counseling related
services. We also work with: various nonprofit counseling agencies to assist in their efforts to reach borrowers
who are in financial distress. The housing organizations we have supported include; NeighborWorks America
Foreclosure Prevention Initiative, Hoperw, AREAA (Asian Real Estate Associati_(jn of Ameﬁca),..NAHREP
(National Association of Hispanic Real Estate Professionals), NHC (National Housing Conference), Consumer
Credit Counseling Services of San Francisco, NeighborWorks America and others. o "

9. Reinsurance

Reinsurance does not discharge PMI, as the primary insurer, from liability to a ipolicyholder. The
reinsurance company indemnifies PMI for the reinsurance company’s share of losses incurred under specific
insurance policies, unlike an assumption and novation agreement, where the assuming company’s liability to the
policyholder is substituted for that of PMI . PMD’s reinsurance arrangements include captive reinsurance, both
excess-of-loss (“XOL”) and quota-share and other reinsurance structures, as well as reinsurance agreements with
affiliates to comply with state statutory requirements. ' '
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(a) Captive Reinsurance

Mortgage insurers, including PMI offer products to lenders that are de31gned to allow them to partlclpate in
the risks and rewards of the mortgage insurance business. Many of the major mortgage lenders have established
affiliated captive reinsurance companies. Under a captive reinsurance agreement, PMI reinsures a portion ofits
risk written on loans originated by a certain lender with the captive reinsurance company affiliated with such
lender. In return, a commensurate amount of PMI’s gross premiums received is ceded to the captlve reinsurance
company less, in some instances, a ceding commission pa1d to us for underwriting and ‘administering the
business.

Ceded premiums, as well as capital deposits required of the captive reinsurer, are held i in a bankruptcy—
remote trust for PMI’s benefit to secure the payment of potential future claims. Captive remsurers must comply
with applicable insurance regulatlons and must adhere to minimum capital requirements, which consider only
eligible assets held in trust specifically for our benefit. If, at the end of predetermined reporting periods, the value
of assets in the trust is less than that required under the minimum capital requirement, the captive reinsurer must
deposit additional amounts into the trust account. If a captive reinsurer does not meet its capital deposit
obligations, the agreement will either be placed into run-off or commuted according to its express terms or by
mutual agreement of the parties, in which case PMI would reassume the ceded risk and recover all trust assets.

Dividends from the trust accounts are only permissible once specified capital ratios are exceeded and then,
only to the extent of such excess, For example, with respect to XOL arrangements, only amounts held in the trust
that exceed 20% of the ceded nsk may be dividended to the captive. In addition to adherence to dividend capital
ratios, some captive reinsurance agreements prohibit any dividends' until book years have been reinsured for a
minimum time period, typically three years. Because captive trust assets are not segregated by book or policy
year, ceded premiums deposited into a trust in one year may be used to pay claims on policies reinsured by the
captive in prior or later book years. As of December 31, 2009, assets in captive trust accounts held for the benefit
of PMI totaled approximately $940.7 million. We do not anticipate that the aggregate amount of assets held for
the benefit of PMI in captive trust accounts will increase in 2010, due primarily to increased claim payments
from captive trust accounts and glven that PMI is no Ionger seekmg reinsurance under XOL captlve reinsurance
agreements on new busmess » o

PMTI’s captive reinsurance agreements primarily provide for XOL: reinsurance, in ‘which PMI retains a first
loss position on a defined set of mortgage insurance risk, reinsures a second loss layer of this risk with the
captive reinsurance company and retains the remaining risk above the second loss layer. In the first quarter: of
2008, the GSEs’ eligibility-requirements for approved mortgage insurers were temporarily amended, with respect
to business written on or after June 1, 2008, to prohibit cessions of gross risk or gross premium ‘cedes greater than
25% to captive reinsurers. In 2009, PMI ceased seeking reinsurance under XOL captive reinsurance agreements
on new business, following which these agreements were placed into run-off where they will mature pursuant to
the existing terms and conditions. PMI will, however, continue to consider quota sharecaptive reinsurance
arrangements under which the captive reinsurance company assumes a pro rata share of all losses in return for a
pro rata share of the premiums collected, less a ceding commission. PMI did not enter into any new captive
reinsurance agreements in 2009.

- Captive reinsurance agreements mitigate catastrophic losses:in times of economic stress. In addition, certain
rating agency capital models recognize the trust balances of the captive reinsurers and, thus, also recognize the
reinsurance value and transfer of risk associated with captive reinsurance. Typically, only flow Borrower Paid MI
is subject to captive reinsurance agreements. The captive reinsurance agreements must comply with both federal
and state statutes and regulations, including the Real Estate Settlement Procedures Act of 1974, as well as criteria
established by the GSEs.

In 2009, we received $125.9 million compared to ‘$12.9 million in 2008 in claim payments from captive
trusts. We expect this amount to increase in 2010. See Ite 1A. Risk Factors—The U.S. mortgage insurance
industry and PMI are subject to regulatory risk and have been subject to increased scrutiny by insurance and
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other regulatory authorities and Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations—U.S. Mortgage Insurance Operations, Premiums written and earned, below.

(b) Reinsurance with Affiliates

Certain states limit the amount of risk a mortgage insurer may retain on a single loan to 25% of the
indebtedness to the insured, and as a result, the portion of such insurance in excess of 25% (“deep coverage™)
must be reinsured. To minimize reliance on third party reinsurance companies and to permit PMI to retain the
premiums (and related risk) on deep coverage business, The PMI Group, our parent company, formed several
wholly-owned subsidiaries including PMI Reinsurance Co., or PRC, Residential Insurance Co., or RIC, and PMI
Mortgage Guaranty Co., or PMG, to provide reinsurance of such deep coverage to MIC. These deep cede
reinsurance agreements with PRC, PMG and RIC replaced reciprocal deep cede reinsurance agreements that MIC
had with certain non-affiliate mortgage insurance companies, which have now largely run off. Prior to 2008,
Residential Guaranty Co. (now known as PMI Insurance Co., or PIC) also provided such reinsurance to MIC.
MIC uses reinsurance provided by its reinsurance affiliates primarily for purposes of compliance with statutory
coverage limits. CMG MI also uses reinsurance provided by its reinsurance affiliate, CMG Reinsurance
Company, to comply with statutory limits.

~ In 2009, MIC entered into three XOL reinsurance agreements with three affiliated reinsurance companies.
Taken together, the agreements provide MIC with a layer of risk remote reinsurance of its 2007 non-delinquent
risk-in-force as of September 30, 2009, subject to potential adjustment each quarter based on the relevant
affiliate’s risk-to-capital ratio. By entering into these agreements, MIC’s excess minimum policyholders’
position increased as of the effective date of the agreements.

10. Regulation
State Regulation

General. Our U.S. mortgage insurance subsidiaries are subject to comprehensive, detailed regulation by
the insurance departments of the various states in which they are licensed to transact business. The principal aim
of this regulation is to safeguard their solvency for the protection of policyholders. Although their scope varies,
state insurance laws generally grant broad powers to supervisory agencies or officials to examine the financial
books and records of companies, as well as their market conduct and practices, and to enforce rules or exercise
discretion touching the most significant aspects of the insurance business. In light of current negative economic
conditions and the impacts on our financial condition and results of operations, we expect greater scrutiny from
state insurance regulators certain of whom have increased their reporting requirements.

Mortgage insurers are required under various state insurance laws and regulations to transact mortgage
insurance business only. This restriction prohibits our mortgage insurance subsidiaries from directly writing other
kinds of insurance. Our non-insurance subsidiaries are not subject to regulation under state insurance laws except
with respect to transactions with their insurance company affiliates.

Insurance Holding Company Regulations. Al states have enacted legislation that requires each insurance
company in a holding company system to register with the insurance regulatory authority of its state of domicile
and to furnish to such regulatory authority financial and other information concerning the operations of, and the
interrelationships and transactions among, companies within the holding company system that may materially
affect the operations, management or financial condition of the insurers within the system. The states also
regulate transactions between insurance companies and their parents and non-insurer affiliates.

The PMI Group is treated as an insurance holding company under the laws of the State of Arizona. The
Arizona insurance laws govern, among other things, certain transactions in our common stock and certain
transactions between or among The PMI Group and its domestic and international subsidiaries. For example, no
person may, directly or indirectly, offer to acquire or acquire voting securities of The PMI Group or any one of
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the Arizona subsidiaries, if after consummation thereof, such person would be in control, directly or indirectly, of
such entity, unless such person obtains the Arizona Director of Insurance’s prior approval. For purposes of the
foregoing, “control” is rebuttably presumed to exist if such person, following the acquisition, would, directly or
indirectly, own, control or hold with the power to vote or hold proxies representing 10% or more of the entity’s
voting securities. In addition, all material transactions involving MIC, PIC, PMAC, PMG, PRC, and/or RIC and
any of their affiliates, such as PMI Europe and PMI Canada, are subject to prior approval of the Arizona Director
of Insurance, and may be disapproved if they are found to be not “fair and reasonable.” MIC, on behalf of itself
and its affiliates, is required to file an annual insurance holding company system registration statement with the
Arizona and Wisconsin Departments of Insurance (and any other states that so request) disclosing all inter-
affiliate relationships, transactions and arrangements that occurred or were in effect during the prior calendar
year, and providing information on The PMI Group, the holding company’s “ultimate controlling person.” We
must also submit and update biographical information about the executive officers and directors of the holding
company’s insurance subsidiaries, as well as executive officers and directors of The PMI Group as required by
those states.

The insurance holding company laws and regulations are substantially similar in Wisconsin (where CMG
MI is domiciled), and transactions among these subsidiaries, or any one of them and another affiliate (including
The PMI Group) are subject to regulatory review and approval in the respective states of domicile. FGIC is
subject to regulation under insurance holding company statutes of New York, where it is domiciled, as well as
regulations of other jurisdictions where FGIC is licensed to do insurance business. Transactions between FGIC
and.The' PMI Group and its subsidiaries are subject to prior approval of the New York Department of Insurance
as well as the Arizona Department of Insurance. :

Risk-to-Capital and Minimum Policyholders” Position. - As discussed above in Item 1(C). Business—
Certain Regulatory and Other Issues Facing PMI, in sixteen states, a mortgage insurer must adhere to those
states’ capital adequacy requirements and may' be prohibited from writing new business in those states if its
policyholders’ position does not meet the minimum or its risk-to-capital ratio exceeds the limit, as applicable. In
certain of those states, the applicable regulations require a mortgage insurer to immediately cease writing new
business if and so long as it fails to meet the applicable capital adequacy requirements. In other states, the
applicable regulator has discretion as to whether the mortgage insurer may continue writing new business.
Thirty-four other states do not have specific capital adequacy requirements for mortgage insurers. As a result of
its high losses, MIC’s risk-to-capital ratio has increased and its excess minimum policyholders’ position has
decreased. As of December 31, 2009, MIC’s risk-to-capital ratio was 22.1 to 1 and its excess minimum
policyholders’ position was $63.9 million. Unless we raise substantial additional capital or achieve significant
additional statutory capital relief in the first quarter of 2010, MIC’s excess minimum' policyholders’ position will
decline and risk-to-capital ratio will increase beyond-levels necessary to meet regulatory capital adequacy
requirements. See Item 1A. Risk Factors—Unless we raise substantial additional capital or achieve significant
capital relief in the first quarter of 2010, MIC will fail to meet various capital adequacy requirements and could
be required to cease writing new business and could be subject to the terms of its runoff support agreement with
Allstate. S ' ' -

Reserves. Our mortgage insurance subsidiaries are required under the insurance laws of their state of
domicile and many other states, including New York and California, to establish a special contingency reserve
with annual additions of amounts equal to 50% of premiums earned. Contingency reserves are required to be held
for ten years and then are released into surplus, although earlier releases may be authorized by state insurance
regulators in certain cases or if, and to the extent, the mortgage insurer’s loss ratio exceeds 35%. For the year
ended December 31, 2009, MIC released $1.2 billion of contingency reserves into surplus attributable to losses in
excess of 35% of earned premiums. PIC released $174.3 million of contingency reserves into surplus for excess
of 35% losses. At December 31, 2009, PMI had statutory policyholders’ surplus of $772.2 million and statutory
contingency reserves of $37.2 million. : s :
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Dividends. "MIC did not pay shareholder dividends to The PMI Group in 2009 and we do not expect that
MIC will pay dividends to The PMI Group in 2010. Our Arizona insurance subsidiaries’ ability to pay dividends
(including returns of capital) to The PMI Group as their sole shareholder: is limited, among other things, by the
insurance laws of Arizona and other states. Under Arizona law, an insurance subsidiary may pay dividends out of
available surplus without prior approval of the Arizona Director -of Insurance, as long as such dividends during
any 12-month period do not exceed the lesser of (i) 10% of policyholders” surplus.as of the preceding calendar
year end, or (i) the preceding calendar year’s net investment income.. A dividend that exceeds the foregoing
threshold is deemed an “extraordinary dividend” and requires the prior approval of the Arizona Director of
Insurance. The Arizona Director of Insurance may approve an extraordinary dividend if he or she finds that,
following the distribution, the insurer’s policyholders’ surplus is reasonable in relation to its liabilities and
adequate to its financial needs. See Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—The PMI Group Liquidity—Dividends to The PMI
Group: o - o . Lo

In addition to Arizona, other states may limit or restrict our insurance subsidiaries’ abilities to pay
shareholder dividends. For example, California, New York and Illinois prohibit mortgage insurers from declaring
dividends except from undivided profits remaining on hand over and above the aggregate of their paid-in capital,
paid-in surplus and contingency reserves. CMG-MI is subject: to shareholder dividend/distribution restrictions
under Wisconsin laws similar to those applicable to MIC.

Insurance regulatory - authorities have broad discretion to limit the payment of ‘dividends by insurance
companies. For example, if insurance regulators determine that payment of a dividend or any other payments to
an affiliate (such as payments under a tax-sharing agreement, payments for employee or other services, or
payments pursuant to a surplus note) would, because of the financial condition of the paying insurance company
or otherwise, be hazardous to such insurance company’s policyholders or creditors, the regulators may block
payments that would otherwise be permitted without prior approval. :

Premium Rates and Policy Forms. Our insurance subsidiaries’ premium rates and policy forms are subject
to regulation in every jurisdiction in which each is licensed to transact business. In most U.S. jurisdictions, policy
rates and forms must be filed prior to their use: In some U.S. jurisdictions, these. rates and forms must be
approved by the state regulator prior to'use:

Reinsurance. Regulation of reinsurance varies. by state. With the notable exceptions of Arizona, Illinois,
Wisconsin, New York, North Carolina, and California, many states have no special restrictions on mortgage
guaranty reinsurance other than standard reinsurance requirements applicable to property and casualty insurance
companies. Certain restrictions apply under-Arizona law to domestic companies and under the laws of several
other states to-any licensed company -ceding business to unlicensed or unaccredited reinsurance companies.
Under such laws, if a reinsurance company is not accredited in such states, the domestic company ceding
business to the reinsurance company cannot take credit in its statutory financial statements for the risk ceded to
such reinsurance company absent compliance with certain minimum statutory capital and reinsurance security
requirements. In addition, Arizona prohibits reinsurance unless the reinsurance agreements meet certain
requirements even if no statutory financial statement credit is taken.

Examinations. Our licensed insurance and reinsurance subsidiaries are subject to examination of their
financial condition. and market conduct by the insurance departments of .each of the states in which they are
licensed to transact business. The Arizona Department of Insurance (the “Department”) periodically conducts a
financial examination of insurance companies domiciled in. Arizona. In. 2008 and 2009, the Department
conducted its regularly scheduled financial examination of MIC, PMG, PRC, PIC and RIC for the five year
period between January 1, 2003 and December 31, 2007 and filed its repoit on June 29, 2009. The Wisconsin
Office of the Commissioner of Insurance examined CMG MI, CLIC (now PMAC) and WMAC in 2008 for the
five year period ended December 31, 2008 and issued its final examination report in 2009. On August 25, 2009,
the California Department of Insurance notified CMG MI that it intends to conduct a claims examination;
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however, the California Department has not yet commenced such examination. In addition, as mentioned: in
Item 1(C). Business—Certain Regulatory and Other Issues Facing PMI, above, the Department notified MIC in
the third quarter of 2009 of its initiation of a limited scope examination to determine, among others, whether to
exercise discretion and permit MIC to continue writing new business in the event MIC fails to maintain
Anzona s minimum policyholders’ posmon On February 10, 2010, MIC recerved a letter from the Department
waiving, until December 31, 2011, the requirement that MIC mamtam the Arlzona required minimum
policyholders’ position to write new business. The waiver may be withdrawn by the Arizona Director. of
Insurance in her sole discretion at any time. Accordmgly, there can be no assurance as to the period during which
the waiver will remain in effect. The waiver also imposes certain requirements and restrictions on MIC, as
discussed in Item I(C) Business—Certain Regulatory and Other Issues Facing PMI. The walver letter also states
that the Department may conduct exammatrons and/or analyses to confirm that MIC continues to operate within
limits of the approved business ‘plan and to ensure that its financial condrtron ‘has not become financially
hazardous to its policyholders and the public. See Item 1A. Risk Factors—Unless we raise substantial additional
capital or achzeve szgmf cant capzta[ relief in the ﬁrst quarter of 2010, MIC will fail to meet various capital
adequacy requirements and could be required to cease writing new business and could be subject to the terms of
its runoff support agreement with Allstate. In lieu of examining a foreign insurer (i.e., an insurer licensed but not
domiciled in a state), the insurance supervisors may accept an examination report by a state that has been
accredited by the National Association of Insurance Comrmssroners Thus, while states have the authority to
examine all licensed insurers, in practice, insurance supervisors for the most part defer to the examination reports
issued by the domiciliary supervrsor The final examination reports are public records and may be obtained from
the apphcable state’s department of i insurance.

GSEs. TIn ordet to be ehgrble to insure loans purchased by the GSEs, mortgage insurers must meet Fannie

Mae’s and Freddie Mac s mortgage insurer eligibility requirements. These _requirements, among other things,
impose standards for minimum ratings, legal comphance use of reinsurance, 1nc1ud1ng captive reinsurance, policies
and procedures, rrsk—shanng, and reporting requlrements As discussed in Item 1(C). Business—Certain Regulatory
and Other Issues Facing PMI—Continued GSE Eligibility, above, in 2008, we submitted remediation plans to the
GSEs, who currently treat MIC as an eligible mortgage insurer. See Item 1A. Risk Factors—The exercise of certain
rights reserved by the GSEs under eligibility requirements for mortgage insurers could harm our profitability and
reduce ‘our operational flexibility. In September 2008, the GSEs were placed into conservatorship, ‘which may
impact thé GSEs’ role in the mortgage industry as well as their treatment of mortgage insurers. Tn addition, in 2009,
each of the GSEs released drafts of their respective revised eligibility requlrements which principally focused on
capital management and GSE review and consent of a wide array of operatlonal fiscal and product matters. The
GSEs are expected  to ﬁnahze their * revised e11g1b111ty requirements ' during  the first half of 2010. See
Ttem 1(D)(1)(a). Business—U.S. Mortgage Insurance Operations—Products-  Primary Mortgage  Insurance—
Primary Flow Channel and Item 1A. Risk Factors—If the role of the GSEs in the U.S. housing market is changed,
or if the GSEs change other policies or practices, the amount of insurance that PMI writes could further decrease,
which could result in a décrease of our future revenue. In addition, as' discussed in Ttem 1(C). Business—Certain
Regulatory and Other Issues Facing PMI, in connection with the approval by Fannie Mae of PMAC as a direct
issuer of mortgage guaranty insurance, MIC and PMAC are restricted from taking a variety of actions.
National Association of Insurance Commissioners. The National Association of Insurance Commissioners,
or NAIC, is-an Organizatioﬁ of the state insurance regulators of all 50 states, the District of Columbia, Puerto
Rico, Guam, and U.S. Territories. A major objective of the NAIC is to promote uniformity and harmonization of
insurance regulation among the states by the adoption’ and promulgation of model laws ‘and regulations. The
NAIC has developed a rating system, the Insurance Regulatory Information System, or IRIS, primarily intended
to assist State insurance departments in overseeing the statutory financial condition of all insurance companies
operatirig withiii’ their respective ‘states. IRIS consists: of key financial ratios, which are intended to indicate
unusual fluctuations in an insurer’s statutory financial position and/or operating results.  State insurarce
regulators apply NAIC IRIS financial ratios to MIC and its insurer affiliates on a continuing basis in order to
monitor theif firiancial condition. The NAIC’s Financial Analysis Working Group has . been facrhtatmg the
exchange of information among regulators of mortgage guaranty insurers.’ . : S
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.. Federal Laws.and Regulation- -

Certain federzﬁ laws, such as the Homeowners Protection Act, discuss_éd below, directly affect pﬁvéte
mortgage insurers. Private mortgage insurers, including PMI, are impacted indirectly by federal legislation and
regulation affecting mortgage originators and lenders, purchasers of mortgage loans, such as the GSEs, and

governmental insurers such as the FHA and VA. For example, changes in federal housing legislation and other
laws and regulations that affect the demand for private mortgage insurance may have a material adverse effect on

PML. As noted in Item 1(D)(2). Business—U.S. Mortgage Insurance Operations—Competition—U.S. and State
Government Agencies above, the FHA has substantially increased its market share of the U.S. primary mortgage
insurance business, as the result primarily of private mortgage insurers adopting tighter. underwriting guidelines
and federal legislation adopted in'2008 that provides the FHA with greater flexibility in establishing new
products and temporarily increases the maximum loan amount that the FHA may insure, in some cases up to the
GSE limits, including up to $729,750 in “high-cost” areas. Further legislation that increases the number of

persons eligible for FHA or VA mortgages could have a material adverse effect on our ability to compete with

the FHA or VA. In November of 2009, the President signed infio law a provision extending the current loan limits
for the FHA through 2010. o o K

The placement of the GSEs into the conservatorship of the FHFA increases the likelihood that the U.S.
Congress will examine the role and purpose of the GSEs in the U.S. housing market and potentially propose
certain structural and other changes to the GSEs. The House Financial Services Committee fécehtly announced
that it would begin considering the future structure and role of thé/_‘GSEs. New federal legislation or Treasury
programs such as those discussed below could reduce the level of private mortgage insurance coverage used by
the GSEs as credit enhancement or eliminate the requirement altogether, and thereby materially affect our ability
to compete, demand for our products and the profitability ‘of our mortgage insurance business. See
Item 1(D)(1)(a). Business—U.S. Mortgage Insurance Operations—Product—Primary Mortgage Insurance—
Primary Flow Channel, above and Item 1A. Risk Factors—If the role of the GSEs in the U.S. housing market is
changed, or if the GSEs change. other policies or practices, the amount of insurance that PMI writes could
further decrease, which could rész_dt,in a decrease of our future revenue. ' '

On February 18, 2009, Pr‘esident‘Obarlna announced his administration’s “Homebowrn\er Affordability and
Stability Plan”, or the Plan, which is designed to keep certain borrowers in their homes and reduce the rate of
foreclosures. In 2009, the Treasury began implementing two programs.,linder the Plan: f‘The Home Affordable
Refinance. Program”, or “HARP” and “The Home Affordable Modification Program”, or “HAMP”. ‘The
refinance and modification programs are designed to keep homeownership affordable for borrowers who remain

current or_i their mortgages but whose LTVs have risen because of, declin_ing home values and to gﬁd struggling

borrowers with high mortgage debt to income ratios. The Plan also includes a component requiring participating
lenders to adhere to the Treasury’s uniform modification guidelines. Under the Plan, the Treasury increased its
funding commitment to the GSEs to ensure strength and liquidity in the mortgage markets as well as to keep
mortgage rates affordable. ' o : '

The extent to which the HAMP and HARP programs will impact PMI’s operations and financial results is
difficult to predict, given that the programs only recently began to be implemented in the second half of 2009. As
of December 31, 2009, PMI approved 3,594 HARP modification requests and, of those, 2,339 were finalized,
totaling -approximately: $509.5 million .in modified insurance in force. As of December 31, 2009,23,180
delinquent loans in our default inventory were subject to HAMP tria] periods compared to approximately 12,700
loans at September 30, 2009.-As discussed above in Item 1 (D)(7). Business—U.S. Mortgage Insurance
Operations—Defaults and Claims, loans subject to HAMP trial periods are impacting our cure rate. Although the
loans subject to HAMP trial periods are affecting our cure rate, we view any incremental assistance at reducing
foreclosures as ultimately having a positive impact. :

On February 17,' 2009, President Obama signed thef‘Ain’érican Recovefy and Reinvestmeni Act of 20097,
which was designed to stimulate the economy through a combination of tax breaks, infrastructure investment and
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program enhancement. The components of the American Recovery and Reinvestment Act of 2009 related to
housing: (1) increased the first time homebuyer tax credit and extended the credit through  December 2009
(which was further extended through April 30, 2010 by the enactment of The Worker, Homeownership, .and
Business Assistance Act of 2009); (2) extended the 2008 GSE loan limits (up to $729,750 in high cost areas)
through 2009 (which have been further extended through 2010); and 3) mcreased fundlng to states to rehablhtate
and dispose of foreclosed homes.

In order to help stabilize the housing market and provide liquidity, the Federal Reserve instituted a program
to purchase Mortgage Backed Securities (MBS). The Federal Reserve has signaled its desire to end the MBS
purchase program at the end of the first quarter of 2010. Such an action could increase the cost of mortgages and
reduce demand which could have a negative 1mpact on our business.

Efforts to reform the regulation of financial services more generally may have a material impact on PMI. In
2009, the House of Representatlves passed H.R. 4173 which is intended to provide comprehensive reform of
financial services regulatlon This legislation has many provisions that could impact PMI. For example, under
Title VII of the bill, the “Mortgage Reform and Anti-Predatory Lending Act,” new and more stringent
requirements would be made applicable to mortgage originators. One potential impact of Title VII might be to
limit the avallablhty or raise the cost of mortgage loans, especially for borrowers who want to qualify for
low-down payment, insured mortgage loans. Title VII would also require loan orlglnators to retain a significant
interest in loans sold into a securitization. This provision could act as a disincentive to banks and other regulated
entities that want to securitize mortgage loans, thereby also potentially reducing demand for PMI’s insurance
products. The Senate is also considering similar legislation to reform the ﬁna‘nciallservices industry.

~ We continue to evaluate the above-mentioned legislation and programs The extent to which such legislation
and programs and their 1mp1ementat10n will impact PMI’s operations and profitability is unknown.

Mortgage origination transactlons are subject to compliance with various federal and state consumer
protection laws, including the Real Estate Settlement Procedures Act of 1974 or RESPA, the Equal Credit
Opportunity Act, the Fair Housing Act the Homeowners Protection Act, the Fair Credit Reporting Act, or
FCRA, the Fair Debt Collection Practices Act, and others. Among other things, these laws and their
implementing regulatlons prohibit payments for referrals of settlement service business, require fairness and
non-discrimination in granting or facilitating the granting of credit, require cancellation of insurance and
refunding of unearned premiums under certain circumstances, govern the circumstances under which companiés
may obtain and use consumer credit information, and define the manner in which companies may pursue
collection act1v1t1es Changes in these laws or regulatlons could adversely. affect the operations and profitability
of our mortgage 1nsurance business.

The Homeowners Protection Act of 1998, or HOPA, provides for the automatic termination, or cancellation
upon a borrower’s request, of private mortgage insurance upon satisfaction of certain conditions. HOPA applies
to owner-occupied residential mortgage loans regardless of lien priority and to borrower-paid mortgage insurance
closed. on or after July 29, 1999, FHA loans are not covered by HOPA. Under HOPA, automatic termination of
mortgage insurance would generally occur once the LTV, reaches 78%. A borrower who has a “good payment
history,” as defined by HOPA, may generally request cancellation of mortgage insurance once the LTV reaches
80% of the home’s original value or when actual payments reduce the loan balance to 80% of the home’s original
value, whichever occurs earlier. : :

The Real Estate Settlement Procedures Act of 1974, or RESPA, applies to most residential mortgages
insured by PMI. Mortgage insurance has been considered in some cases to be a “settlement service” for purposes
of loans subject to RESPA. Subject to limited exceptions; RESPA prohibits persons from giving or accepting any
thing of value in connection with the referral of real estate settlement services. RESPA is enforced by HUD and
the U.S. Department of Justice, and also provides for private rights of action.
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Home Mortgage Disclosure Act of 1975. . Most originators of mortgage: loans are required to:collect and
report data relating to a mortgage loan applicant’s race, nationality, gender, marital status, and census tract to
HUD or the Federal Reserve under the Home Mortgage Disclosure Act of 1975, or-HMDA. Mortgage insurers
are not required pursuant to any law or regulation to report HMDA: data, although, under the laws of several
states, mortgage insurers ‘are’currently prohibited. from discriminating on the basis of certain classifications.
Mortgage insurers have, through the Mortgage Insurance Companies of America, entered voluntarily into an
agreement with the Federal Financial Institutions Examinations Council to report the same data on loans
submitted for insurance as is required for most mortgage lenders under HMDA. : :

Privacy and Information Security. The Gramm-Leach-Bliley Act of 1999, or GLB, imposes privacy
requirements on financial institutions, including obligations to protect and safeguard consumers’ nonpublic
personal information and records, and limitations on the re-use of such information. Federal regulatory agencies
have issued the Interagency Guidelines Establishing Information Security Standards (Security Guidelines), and
interagency regulations regarding financial privacy (Privacy Rule) implémenting sections of GLB. The Security
Guidelines establish standards relating to administrative, technical and physical safeguards to ensure the security,
confidentiality, integrity, and the proper disposal of consumer information. The Privacy Rule limits a financial
institution’s disclosure of nonpublic personal information to unaffiliated third parties unless certain notice
requirements are met and the consumer does ot elect to prevent, or “opt out” of the disclosure. The Privacy Rule
also requires that privacy notik;es provided to customers and consumers describe the ‘financialwinsti’,tutions’
policies and practices to protect the confidentiality and security of the information. With respect to PMI, GLB is
enforced by the U.S. Federal Trade Commission (“FTC”) and state insurance regulators. Many states have
enacted legislation implementing GLB and establishing information security regulation. Many states have
enacted privacy and data security laws which impose compliéhce obligatiOné beyond GLB, including obligations
to provide notification in the event that a security breach results in a reasonable belief that unauthorized persons
may have obtained access to consumer nonpublic information. Privacy and data security in the financial service
industry continues to be the subject of pending legislation on both federal and state levels. o o

" Fair Credit Reporting Act. "The Fair Credit Reporting Act of 1970, as amended, or* FCRA, imposes
restrictions on the permissible use of credit report information. FCRA has been interpreted by some FTC staff to
réquire mortgage insurance companies to provide “adverse action” notices to consumers in the event an
application for mortgage insurance is declined on the basis of a review of the consumer’s credit. - o

E. Interhational Operations

* Our International Operations segment includes the results of PMI Europe and PMI Canada and our former
subsidiaries, PMI Australia' and PMI Asia, which' are ‘reported as discontinued operations for all periods
presented. In 2009, consistent with our goals of enhancing capital and liquidity and focusing on our core U.S.
Mortgage Insurance Operations, we ceased writing new business through PMI Europe and continued the process
of closing PMI Canada. Revenues from PMI Europe were $45.1 million and 4.9% of our consolidated revenues
in 2009 compared to $8.4 million and 0.9% of our consolidated revenues in 2008. Premium revenues from PMI
Canada in 2008 and 2009 were negligible.-See Item 7. Management’s Discussion and’ Analysis -of Financial
Condition and Results: of Operations—International Operations, and Item 8. Financial Statements -and
Supplementary Data—Note 18. Business Segments, for additional information about geographic areas. Excluding
revenue from the discontinued operations of PMI Australiaand PMI Asia, our Intérnational Operations seégment
generated 4.8% of our consolidated révenues in 2009 comipared:to 1.7% in 2008, and we expect revenue from our
International Operations to continue to be minimal in 2010. : B S

" Europe _ , S . C s

PMI Europe is a mortgage insurance and credit enhancement company incorporated-and located in Dublin,
Treland. PMI Europe is authorized to provide credit, suretyship and- miscellaneous financial loss insurance by
Ireland’s Financial Regulator (“IFR™). In 2008, to conserve capital -and reduce expenses, PMI Europe stopped
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assuming new risk and reduced staff and facilities. At December 31, 2009, the total assets of. PMI Europe were
$183.3 million compared to $261.8 million at December 31, 2008. PMI Europe s insurer financial strength rating
is-“B+” (Negatlve Outlook) from S&P. , S

PMI Europe s 1nsured portfoho consists of capltal markets products reinsurance and primary insurance, all
of which are related to credit default risk on residential mortgage loans. As of December-31, 2009, PMI Europe’s
insurance in force. and risk in-force with respect to these products were $14.1 billion and $4.9 billion;
respectively. The table below shows PMI Europe s risk in force by country, as of December 31;20009.

Risk in Force Percent of

Country* . . B ' ' . December 31, 2009 Total
: o : o g (USD in millions)
‘France '..................... AR e e $2,607.2 53.5% -
CIAlY e R A 166.4 34% -
- Germany ...l [ AT L 1,404.6 28.8%
United ngdom (UK)..... e T e 5769 . 11.8%
United States . ........... e e e e e e e e e 121.0 2.5%
Total Portfolio .................................. $4.876.1 100.0%

* By courltry in which insured mortgage loan was originated.
‘The table below summarizes PMI Europe’s credit enhancement portfolio by transaction type.
‘ -Risk in Force
December 31, 2009
’ T (USD in millions)
Capital Markets Transactions/CDS . . A $4,007.4

Primary Mortgage Insurance .......... F S 74T
Relnsurance ...................... P 1210

$4,876.1

Approximately 81%.of PMI Europe’s risk in force represents capital market transactions that consist of
investment grade risk. Default protection written by PMI Europe that attaches at the first loss, unrated position is
considered ‘sub-investment grade. PMI.Europe’s investment -grade coverage attaches at a mezzanine or remote
loss level and is rated at least “BBB-” by S&P, “BBB-" by Fitch.and/or “Baa3” by Moody’s. PMI Europe’s
European . portfolio does not include any “credit impaired” insured mortgages as commonly understood in
Europe. - Approximately 3% of PMI Europe’s :risk: in force consists of U.S. credit impaired. mortgages. (i.e.,
mortgages granted to borrowers whose credit history and/or apphcatron type is not sufficient to get a
conventlonal mortgage at the prevarhng mortgage rate) '

Capztal Markets Products. PMI Europe S caprtal markets products were des1gned to support secondary
market transactions, notably credit-linked notes or synthetic securities transactions (principally, credit-default
swap (“CDS”) transactions). As of December 31, 2009, approximately 82% of PMI Europe’s risk in force was
derived from nine CDS transactions. In five of these transactions, PMI Europe assumed a sub-investment grade
or an unrated risk position. In the remaining transactions, PMI Europe’s. risk position was rated at “AAA”
investment grade. PMI may incur losses on its CDS exposures if losses on the underlying mortgage loans reach
PMT’s risk layer. Losses on underlying mortgages may only occur following a credit event, which is typically
defined as borrower default or bankruptcy, and only if recoveries (typically foreclosure proceeds) are less than
the total outstanding mortgage balances and foreclosure expenses, and, in the case of some transactions, accrued
interest. In the first quarter of 2010, PMI Europe was notified that two of its CDS transactions will be called at
the contractual call date in March 2010. As a result, PMI Europe’s risk in force will decrease by approximately
$2.6 billion as of the call effective date. The call of these transactions is not expected to have a material impact
on our results of operations or financial condition.
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Certain of PMI Europe’s CDS-contracts contain' collateral support provisions which, under certain defined
circumstances, including a downgrade of PMI Europe’s insurer financial strength ratings and/or deterioration of
the underlying mortgage loan performance, require PMI Europe to post collateral for the benefit of the
counterparty. The methodology for determining collateral varies and can include mark-to-market valuations,
contractual formulae (principally related to expected loss performance) and/or negotiated amounts. As a result of
rating-agency actions and other contractual requirements, PMI Europe has posted collateral, consisting of
corporate securities and cash, of $25.7 million as of December 31, 2009 on CDS transactions. Any further
downgrades will have no impact on the required collateral; as the current ratings are below all the ratings related
triggers. As of December 31, 2009, the aggregate fair value of all derivative instruments with collateral support
provisions upon which we have been required to post collateral was a net liability of $15.8 million. We estimate,
based on expected defaults and loss payments, that the amount of additional collateral posted ‘will range from
$4.4 million to $11.4 million in 2010. The actual collateral posted at year end will be dependent upon
performance of the underlying mortgage portfolios, claim payments and the extent to which PMI Europe is
successful in commuting these contracts. As of December 31, 2009, the maximum amount of collateral that PMI
Europe could be required to post under these contracts was approximately $37.1 million, including the $25.7
million already posted. See Item 1A. Risk Factors—We are exposed to risk in the winding down of our European
and Canadian operations and the MD&A.

Reinsurance. As of December 31, 2009, approximately 2.5% of PMI Europe’s risk in force relates to
reinsurance coverage of financial guaranty companies. PMI Europe has completed six reinsurance transactions
with financial guaranty companies. Those transactions consist of U.S. credit impaired mortgages and PMI Europe
holds second loss positions behind over-collateralization, excess spread mechanisms and other forms of credit
enhancement. In five of the transactions, PMI Europe provides excess of loss reinsurance. In the other
transaction, PMI Europe provides quota share reinsurance where it assumes risk pari passu with the financial
guarantor. As of December 31, 2009, approximately 2% of PMI Europe’s risk in force stemmed from reinsurance
of financial guaranty companies. PMI Europe established loss reserves of $17.5 million as of December 31, 2009
in respect of its reinsurance portfolio,' which includes a reinsurance transaction with FGIC, a wholly-owned
subsidiary of FGIC Corporation, a company in which we are the largest shareholder. As disclosed in Item 1(F).
Business—Corporate and Other—FGIC Overview, FGIC’s financial condition is severely impaired, and its
primary regulator, the New York State Insurance Department, has issued an order requiring it to suspend paying
any and all claims. As PMI Europe is contractually entitled to reinsurance premiums, as well as certain
recoveries and reimbursements, from FGIC under the reinsurance transaction, there is a risk that. PMI Europe
may incur higher costs on the FGIC reinsurance transaction than it would have if FGIC was not impaired.. PMI
Europe has posted collateral related to certain U.S. subprime exposures. on which it provided reinsurance
coverage in 2005, and as of March 1, 2010, the posted collateral balance was $8.1 million. PMI Europe may be
required to post additional collateral on these reinsurance transactions as a result of future loss developments.

Primary Insurance. ~As of December 31, 2009, approximately 15% of PMI Europe’s risk in force consisted of
primary insurance written in Italy, Germany and the UK. PMI Europe’s primary insurance is structured similarly to the
primary mortgage insurance products written in the U .S. A majority of PMI Europe’s primary insurance in force stems
from its acquisition of a portion of the U.K. lenders’ mortgage insurance portfolio of Royal and Sun Alliance in the
fourth quarter of 2003. However, as this portfolio is very seasoned, losses being generated from the remaining risk are
de minimus. PMI Europe recognizes premiums associated with this portfolio in accordance with established earnings
patterns that are based upon management’s estimation of the expiration of the portfolio’s risk. We expect the premiums
earned and risk in force associated with the portfolio to-continue to decline through the remaining life of the portfolio.-
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" The following table shows default rates for each of the last three years by type of credit enhancement
coverage. '

Pércentage of Risk in Force Default Rates* by Product Line as of December 31,

December 31, 2009 2009 2008 2007
Capital Markets .. ................ e - 82.2% 1.5% 1.2% 0.8%
Primary Mortgage Insurance . ...... e 15.3% C 4.4% 3.2% 1.6%
Reinsurance ............... e e 2.5% 32.0% 4.7% 3.6%
Total ..ol e 100.0%

* Default rates were calculated using delinquent insurance in force divided by the total insurance in force.

The increase in the default rate for primary mortgage insurance in 2009 reflects increased defaults on the
Italian primary flow business, as well as the overall growth and seasoning of the primary portfolio. Higher
default rates in the reinsurance portfolio reflect commutation of transactions with lower default rates during 2009
and that book’s concentration of credit impaired U.S. loans. PMI Europe s reserves for losses and LAE are
shown below for the years 2007 through 2009. C

Reserves for losses and LAE

2009 2008 2007
(USD in Thousands)
Capital Market Transactions™ ... ...... ... .o uuuee e, $ 6,095 $11,156 $19,295
Primary Mortgage InSUrance . ...............ouuuuuneeemes e, 12,353 8,900 3,024
Reinsurance ........ P e e e e e e e 17,509 64,447 19,260

Total reserves forlosses-and LAE . .. ... ..o, $35,957 $84,503 -$41,579

* Excluding credit default swap transactions classified as derivatives.

The loss reserve on reinsurance as of December 31, 2009 was related to certain U.S. subprime exposures on
which PMI Europe provided reinsurance coverage in 2005. During 2009, we paid $55.3 million of claims related
to the reinsurance coverage and we expect to pay out a substantial portion of the remaining reserves in 2010. For
discussion on PMI Europe’s loss reserves, refer to Item 7. Management’s Discussion and Analysis of Financial
Condition and - Results - of Operations, Critical Accounting Estimates, Reserves for Losses and LAE—
International Operations. : :

PMI Europe’s loss reserves shown above do not-include CDS transactions, which are considered derivatives
and marked to market through earnings under the requirements of FASB ASC Topic 815 Derivatives and
Hedging (“Topic 815”), previously SFAS No. 133 and SFAS No. 149. As of December 31, 2009, the fair value
of derivative liabilities was $17.3 million. The fair value of these CDS liabilities includes payment obligations
that have been ‘incurred but unpaid as of the balance sheet date. Our CDS exposures are dependent on ‘the
performance of certain prime residential mortgage loans originated throughout Europe, which are the reference
assets for the underlying mortgage-related securities. The fair values of our CDS contracts are affected
predominantly by estimated changes in credit spreads of the underlying obligations. As estimated credit spreads
change, the fair values of these CDS contracts will change. In addition, with the adoption of FASB ASC Topic
820 Fair Value Measurements and Disclosures (“Topic 820”), previously SFAS No. 157, we have incorporated
our non-performance risk into the market value of our derivative assets and liabilities. Excluding our
non-performance:risk, the fair value of these CDS liabilities would have been $19.3 million as of December 31,
2009:

As discussed in Note 10, Fair Value Disclosures, to our Consolidated Financial Statements, in estimating the
fair values of CDS contracts, PMI Europe incorporates expected life of contract dates in its internal valuation
models. To the extent that credit spreads are higher than at the time of inception of the transaction, extending the
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expected life from the call date to the maturity ‘date could result in PMI Europe recognizing further significant
mark-to-market losses. If counterparties elect to extend PMI Europe’s CDS contracts and spreads remain at their
current levels, mark-to-market losses could be material and there will be a greater likelihood of incurring higher
than currently expected realized losses in the form of paid claims on'the contracts.

We do not currently expect that the fair value portion of the CDS liability related to fluctuations in market
spreads and our cost of capital will result in additional cash outflows; however, higher than expected defaults;
higher loss severities or the acceleration in the timing of claim payments would likely result in an increase in
PMTI’s expected discounted future net cash outflows and fair value liability, which could materially impact our
results of operations.

The applicable regulator of PMI Europe is the IFR. Ireland is a member of the European Union and applies
the harmonized system of regulation set out in the:European Union directives: Under applicable regulations, PMI
Europe may provide insurance only in the classes for which it has authorization and must maintain required
capital reserves. Irish insurance companies are required, among other things, to submit comprehensive annual
returns to the IFR. The IFR has broad powers to intervene in the affairs of insurance companies including the
power to enforce, and take remedial and disciplinary action with respect to, .its- regulations. Under IFR
regulations, insurance companies must maintain a margin of solvency, the calculation of which is based on recent
years’ premium volumes. or claims experience, and which supplements technical loss and premium reserve
requirements.

Canada -

In 2007, we began offering residential mortgage insurance products to Canadian lenders and mortgage
originators through PMI Canada. PMI Canada did not provide any mortgage insurance coverage in 2007, wrote a
limited amount of insurance in 2008 and wrote no insurance in 2009. In 2009, we continued the process of
closing PMI Canada. To fully close our operations in Canada, we must remove PMI Canada’s risk in force and
obtain regulatory approvals.

Discontinued Operations in PMI Austfalia and PMI Asia

On October 22, 2008, we sold PMI Australia for an aggregate purchase price of approximately $920 million.
In connection: with the sale, MIC received approximately $746 million in cash and a note receivable (the “QBE
Note”) in the principal amount of approximately $187 million, with interest accruing through September 2011
when it matures and is payable. The actual amount owed under the QBE Note is subject to reduction to the extent
that the sum of (i) claims paid between June 30, 2008 and June 30, 2011, with respect to PMI Australia’s policies
in force at June 30, 2008, (ii) increases in reserves with respect to such policies at June 30, 2011 as compared to
June 30, 2008 and (iii) projected ultimate unpaid losses in excess of such reserves as of June 30, 2011 (together,
the “ultimate projected losses”) exceeds $237.6 million (50% of the unearned premium reserve of such policies
at June 30, 2008). In addition, the amount payable on the QBE note is subject to reduction inrthe -event that we
are required to satisfy claims for breach of warranty under the agreements entered into for the sales of PMI
Australia and PMI Asia, in each case if such claims are not otherwise satisfied by April 1, 2010. QBE has not
asserted -any such warranty claims to date. See Item 1A. Risk Factors—If the value of the contingent note we
received in connection with our sale of PMI Australia is reduced our financial condition could suffer. :

In connection with the sale of PMI Australia, MIC funded premiums of approximately $46.5 million to
procure an excess-of-loss reinsurance. cover for PMI Australia. The agreement provides for potential reinsurance
profit-sharing for one-half of the reinsurance premiums (equivalent to $25 million) at the end of the three-year
policy life, provided that PMI Australia’s losses do not exceed a certain loss amount specified in the PMI
Australia sale agreement. PMI Australia is recorded as discontinued operations in the international segment for
all periods. ' ' B
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- On December 17, 2008, we sold PMI Asia for a cash purchase price of approximately $51.6 million, which
is.92.5% of PMI Asia’s net tangible asset value under-U.S. GAAP as of June .30, 2008, plus a pre-completion
adjustment of $0:1 million. PMI A81a 1s recorded as discontinued operatlons in the international segment for all
periods presented Si ‘ : T

Forezgn Currency Exchange B

. We are subject to foreign currency exposure due to: operatrons in Europe and Canada whOSe currencies
fluctuate relative to the: U.S. dollar—the. basis of our consolidated financial reportrng Such exposure falls 1nto
two general categorres economic exposure and transactron exposure » :

: Econonnc exposure is deﬁned\as the change between ant1crpated net.cash: flows in currencies other than the
U:S..dollar and the actual résults that:are reflected. in our consolidated financial:statements after translation. To
the extent there are changes in the average: translation rates from local currencies to the U.S. dollar, out recorded
consolidated net income can: be positively or negatively affected. If the U.S. dollar strengthens relative to other
applicable foreign currencies, our net income and loss from our International Operations segment will be reduced
by translation losses. Conversely, if the U.S. dollar weakens against other applicable foreign currencies, our net
income and loss from International Operationis will be. magnified by translation -gains. We: did not hedge our
economic exposure to. PMI Europe or PMI Canada in 2009 :

~ AWe. do not currently hedge forergn currency exposures of net-investments: in our foreign operations. If the
spot €xchange rates of the U.S. dollar relative to other applicable foreign currencies change, our net investment in
our foreign operations will be impacted. Foreign currency translation gains in accumulated other comprehensive
income were $50.1-million as-of December 31, 2009, due primarily to the strengthening of the spot exchange
rates of the Euro relative to the U.S. dollar. This cumulative foreign currency translation gam benefits MIC’s
statutory surplus as PMI Europe is its wholly~owned subsrdrary :

Transactlon exposure refers to. currency rrsk related to speaﬁc transactrons and occurs between the trme a
firm: commitment in a foreign currency is entered into and the time the.cash is actually paid: Under our
Derivative Use Plan’s Foreign Exchange Policy Guidelines, we: are authorized to hedge our transaction
exposure through the purchase of currency option and forward contracts We did not engage in any hedgmg
activities of transaction nsk in: 2009 : :

F Corporate and Other

FGIC Overview. We are the largest shareholder of FGIC Corporation, with a common equity ownershrp
interest of approximately 42%. FGIC Corporation’s wholly-owned subsidiary, Financial Guaranty Insurance
Company (“FGIC?), ista: New. York Stock Insurance Corporation, which was engaged in the business of
providing financial guaranty insurance and other forms of credit enhancement for public finance-and structured
finance obligations. The other principal investors in FGIC Corporation are affiliates of The Blackstone Group,
L.P., The Cypress Group L.L.C. and CIVC Partners L.P. We account for this investment under the equity method
of accounting in accordance with FASB ASC Topic 323 Investments-Equity Methods and Joint Ventures (“Topic
323”),previously, Accountmg Prlncrples Board (APB) Oprnlon No. 18, and; accordmgly, the investment-is not
consolidated. SR :

The financial'-guaranty industry changed dramatically in 2008 and 2009. Financial guaranty insurers’ ability
to compete-has been highly dependent on their triple-A ratings. As a result of the downgrades in FGIC’s financial
strength ratings and FGIC’s financial condition; FGIC ceased writing new business in January 2008. We
impaired our investment in FGIC in the first quarter of 2008 and reduced the carrying value of the investment to
zero. To the extent that our carrying value remains zero, no equity in losses relating to FGIC will be recorded.
See Item 1A. Risk Factors—It is unlikely we will recover our investment in FGIC. We are under no obligation,
nor do we intend, to provide additional capital to FGIC.
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* On November 20,2009, FGIC filed with its primary regulator, the New York State Insurance Department
(the “NYID”), its Quarterly Statement for the period ending September 30, 2009, in which FGIC reported a
surplus. to policyholders deficit at September 30, 2009 of $865,834,577 and ‘an impairment of .its required
minimum surplus to policyholders at September 30, 2009 of $932,234,577. On November 24, 2009, FGIC
announced that the NYID had issued an order requiring FGIC to suspend paying any and all claims and
prohibiting FGIC from writing any new business. This announcement also noted that the NYID order requires
FGIC to take such steps as necessary to remove the impairment of FGIC’s capital and to return to compliance
with its applicable minimum surplus to policyholders requirement by no later than March-25;-2010, or such
subsequent’ date as the NYID deems appropriate, without limiting in any way the NYID’s ability to seek
rehabilitation or liquidation of FGIC prior to such date. The NYID order further requires FGIC to provide the
NYID a proposed surplus restoration plan to remove FGIC’s capital impairment and return FGIC to compliance
with its minimum surplus to policyholders requirement. On January 6, 2010, FGIC announced that it had
submitted to the NYID a proposed surplus restoration plan. In February 2010, FGIC released its 2009 year-end
statutory-basis financial statements that.reported a surplus to policyholders deficit at December 31, 2009 of
$1,281,420,000 and an impairment of its required minimum surplus to policyholders at. December 31, 2009: of
$1,347,820,000. . ' : : '

As of December 31, 2009, FGIC Corporation had $261,895,000 of principal' amount of senior notes
outstanding (net of senior notes held by FGIC Corporation) and '$46,000,000 of ‘principal amount of debt
outstanding under its credit facility. In addition, FGIC Corporation had preferred stock outstanding with a
redemption price as of December 31, 2009 of approximately $344,774,000. FGIC Corporation has stated that it
did not make the January 15, 2010 interest payment on its senior notes when due and'did not cure such default
during the thirty day grace period. As a result, FGIC Corporation is in default under its senior notes. In addition,
FGIC Corporation has disclosed that the administrative agent for its credit facility has asserted that an event of
default has occurred and is continuing under FGIC Corporation’s credit facility as a result of FGIC’s failure to
pay claims when due (following the NYID’s November 24, 2009 order that FGIC suspend paying claims) and
that the administrative agent may further assert than an additional event of default has occurred as a resuit of
FGIC Corporation’s failure to make the January 15, 2010 interest payment on its senior notes prior to the end of
the grace period. FGIC Corporation has stated that it does not plan to recommence debt service payments in the
absence of a successful restructuring of its debts. ’ ‘ oo al

In their respective 2009 year-end financial statements, FGIC Corporation and FGIC stated that their
respective management had concluded that there was substantial doubt about the abilities of FGIC Corporation
and FGIC to continue as going concerns. As of March 4, 2010, FGIC had not concluded a plan that would
remove FGIC’s capital impairment and return FGIC to compliance with its minimum surplus to policyholders
requirement. ' ’ : T E : s :

Sale of RAM Re. In 2009, MIC sold its entire investment in RAM Re; which benefited MIC’s liquidity- and
capital position. MIC previously reduced its carrying value of its investmentin RAM Re to. zero. L

G. Investment Portfolio

"As of December 31, 2009, The PMI Group and its"‘consolidated subsidiaries had total .cash-and cash
equivalents of $0.7 billion and investments of $2.6 billion. The PMI Group’s Board of Directors oversees ‘our
investment portfolio, including our unconsolidated subsidiaries, approves investment strategies, and monitors our
investment performance. The U.S. companies included in the consolidated financial ‘statements, or the U.S.
Portfolio, held cash and cash equivalents and investments of $3.1 billion as of December 31, 2009. Our U.S.
Portfolio is managed by an external investment management firm. o ' : ,
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The following table summarizes the rating distributions of our consolidated investment portfollo (1nc1ud1ng
cash and cash equivalents, excludmg common stocks) as of December 31, 2009:

December 31,

AAAorequivalent ......... ... .. .. e 48% - 59%

A A e 24%  24%

CA e TP 24% 14%

BBB ......... PR AP A% 3%

TOtAl L. 100% 100%
Our ten 1argest holdings at December 31, 2009 appearbin the table below:
Market Value
o ‘ ‘ (Dollars in thousands)

1. New York, NY ..o [ $ 76,713
2. Metropolitan Transportation Authority NY .......................... . 59,895
3. Chicago, IL O’ Hare International Airport ........................... 51,145
4. California St. ... i 49,976
5. Florida St. Board of Education Lottery Revenue ....................... 45,571
6. Miami-Dade County FL School Board ........................ e 43,156
7. Westchester Tobacco ASSEt ..o S e 41,233.
8 Loursvrlle & Jefferson County KY Sewer .,...... R, P - 40,020
9. New York, NY City Transitional Frnancmg Authority ........... e 38,184
10. Chicago, Il .. ... 37,370
$483,263

We manage the U.S. Portfolio to achieve the goals of providing a predictable, high level of investment
income, while maintaining adequate levels of liquidity, safety and preservation of capital. Growth of capital and
surplus through long-term market appreciation are secondary considerations. Realization of taxable capital gains
is minimized and empha51s is given to credit quality,’ price volatility and diversification, for each investment
category as well as for the portfolro as a whole. As of December 31, 2009, based on market value and excluding
cash and cash equlvalents approx1mately 100% of the U.S. Portfolio was invested in fixed incomé securities and
preferred stocks. During 2009, we recorded a realized loss of $10.6 million related to preferred securities held in
our U.S. investment portfolio. We may have addltronal impairments for preferred or other securities if they meet
the criteria for other-than-temporary 1mpa1rment due to contmulng stress 1n the caprtal markets. We do not invest
in non- agency mortgage -backed secuntres o

Tnvestments held by The PMI Group’s U.S. insurance subsidiaries are subject to the insurer investment laws
of each of the states in which they are licensed. These statutes, designed to preserve insurer assets for the
protection of pohcyholders set limits on the percentage of assets that an insurer can hold in certain investment
categories (e.g., under Arizona law, no more than 20% in equity securities) and with a single issuer (e.g., 10%
under Arizona law).

PMI Europe’s and PMI Canada’s investments are subject to the investment policies adopted by their
respective boards ‘of directors and are managed by investment advisory firms under separate investment
management agreements. We regularly review these entities’ ‘investment strategres and performances The
investment polrcres spemfy that the portfohos must be 1nvested predommantly in 1ntermed1ate-term and high-
grade bonds
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- As of December 31, 2009, PMI Europe had $42.7 million in cash and cash equivalents and $129.4 million
of investments which are managed by an.external investment management firm. The investment. portfolio
primarily consists of Euro, British Pounds Sterling, and U.S. dollar denominated fixed income securities issued
by sovereign, agency and corporate entities. The portfolio’s option-adjusted duration, including cash and cash
equivalents, was 4.0 as of December 31, 2009. PMI Europe’s portfoho did not contain investments in equity
securities as of December 31, 2009. :

As of December 31, 2009, PMI Canada had $4.7 million.in cash and cash equivalents and $14.3 million of
investments which are managed by an external investment management firm. The investment portfolio consists
of Canadian dollar and U.S. dollar denominated fixed income securities issued by sovereign, agency and
corporate entities. The portfolio’s option-adjusted duration, including cash and cash equivalents, was 1.7 at
December 31, 2009. PMI Canada’s portfolio did not contain investments in equity secuntles as of December 31,
2009. : : » : R T

We teview the investment portfolios and strategies of our unconsolidated subsidiaries on a quarterly
basis. Through our representation on thelr boards of directors, we have a limited ability to 1nfluence their
investment management decrsrons

H. Employees

As of December 31, 2009, The PMI Group, together with its wholly-owned sub31dlar1es and CMG MI had 600
full-time and part-time employees, of which 567 persons performed services primarily for PMLI, 5 were employed
by PMI Europe and 28 performed services primarily for CMG MI, Our employees are fiot unionized and we
consider our employee relations to be good. In addmon we had 113 temporary workers as of December 31, 2009.

ITEM 1A. RISK FACTORS
A. Capital and Liquidity Constraints

We may face liquidity issues at our holding company, The. PMI Group, and if an event of default were to
occur under our credit facility, our business would suffer. e

We currently have outstandmg borrowmgs of $125 rmlhon under our cred1t fac111ty At December 31 2009
The PMI Group held cash and marketable securities of $61.5 million. The PMI Group is. a holdlng company ‘and
conducts its business operations through various subsidiaries. H1stoncally, The PMI Group’ 8 prmcrpal SOurces of
funds_have been d1v1dends from its insurance, subsidiaries, and income from its 1nvestment portfollo State
insurance regulatrons restrlct the amount of dividends that may be paid by. The PMI Group B insurance
subsidiaries without the consent of the apphcable regulator Asa result of, among other thmgs MIC’s losses and
the decline in its capital position, MIC did not pay dividends to The PMI Group in 2008 or 2009 and We do not
expect that MIC will be able to pay dividends in 2010. As discussed under There is no assurance that we will be
able to raise needed capital on a timely basis and on favorable terms, or at all below, the substantial decline in
our market capitalization, the downgrades in the ratings of our debt securities and our srgmﬁcant operating
losses, combrned with difficult market conditions generally and in our mdustry spec1ﬁca11y, lrmrt our ability to
obtain debt or equrty financing in capltal markets transactlons or from prrvate sources. .

Under the terms of our credit facility, we are required to maintain a minimum Adjusted Consolidated Net Worth
(as defined in the facility) of at least $700 million at December 31, 2009 and $500 million from January 1, 2010
through the maturity date of the facility of October 24, 2011. Our Adjusted Consohdated Net Worth, as deﬁned in the
credit facility, was $1.0 ‘billion, as compared to a net worth requrrement of $700 million at December 31, 2009. Our
Adjusted Consolidated Net Worth will be adversely affected by our contmued losses and other factors negattvely
affecting our financial position. Absent significant additional cap1ta1 our Adjusted Consolidated Net Worth will
decline in 2010. Although we currently expect to remain in compliance, due to continuing losses and other factors
negatively affecting our financial position, there is a risk that we will not be able to maintain the minimum Adjusted
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Consolidated Net Worth as required by the credit facility. If we were to anticipate being, or were to become, unable
to ‘maintain the required minimum Adjusted Consolidated Net Worth, we intend to pursue one or more of the
following actions - (1) negotiate with the lenders under our credit facility to amend or waive compliance-with the
covenant, (2) seek.to sell certain assets, including the QBE Note prior to maturity, for an amount sufficient to repay
the credit facility and (3) other corporate initiatives, inclusive of expense reductions, within our control to maintain
compliance with the covenant. There can be no assurance that we will be able to successfully effectuate one or more
of the above measures in a timely manner or at all. In addition, even if we are able to sell certain assets or execute
corporate initiatives, there can be no assurance that we will maintain the mlmmum Adjusted Consohdated Net Worth
requlred under the credit facility thereafter. ‘

In addition, under our credit faCIhty upon the occurrence of certain events, we may be required to reduce
our outstanding borrowing below $125 million and the size of the facility may be permanently reduced below
$125 million. We may be required to make such a reduction and repay a portion-of our outstanding borrowings,
even when we have not received funds sufficient to repay such amounts. For example, the size of the credit
facility could be reduced if the value of the QBE Note decteases, including as a result of quarterly ‘estimates
prepared by an independent actuary. See MD&A—Liquidity and Capital Resources—Sources and Uses of
Funds—The PMI Group Liquidity—The QBE Note. The value of the QBE Note will depend on,a number of
factors that are beyond: our control and difficult to predict, including Judgments by the independent actuary as to
ultimate prolected losses on the PMI Australia insurance policies as of June 30, 2008 that were acquired by QBE.
We cannot be certain that we will not be requlred to repay the credit facility in whole or in part as a result of a
dechne in the Value of the QBE Note or otherw1se

Failure to comply with the covenants (1nclud1ng the adjusted consolidated net worth covenant) or failure to
pay amounts due under our credit facility would be events of default under our credit facility. Upon an event of
default, we would likely be requlred to repay all outstanding indebtedness under the credit facility and the lenders
under the credit facility’ would have the right to terminate their loan commitmenits under the facility. In addition,
an event of default under the fac1hty, if not cured within 30 days after notice from the trustee for our senior notes
or from holders of our senior notes, would cause an event of default under our outstandmg sénior notes and could
require us to repay all our outstandmg senior notes. We currently do not have sufﬁ01ent funds at our holdmg
company to repay the credit facility or the senior notes

Unless we raise substantial additional capital or achieve significant capital relief in the ﬁrst quarter of 2010,
MIC will fail to meet various capital adequacy requirements and could be required to cease writing new
business and could be subject to the terms of its runoﬁ support agreement with Allstate.

At December 31, 2009, MIC’s excess minimum policyholders’ pos1t10n was $63 9 mﬂhon and MIC’
risk-to-capital ratio. was 22.1 to 1. Unless we raise substantial additional capital or achleve s1gn1flcant additional
statutory capital relief in the first quarter of 2010, MIC’s excess minimum pohcyholders position will decline
and risk-to-capital ratio will increase beyond levels necessary to meet regulatory capital adequacy requlrements
If this were to occur, as described below, MIC could be required to immediately suspend writing new business in
some states. Any such failure to meet the capital adequacy:requirements of.one or more states could have a
material adverse impact on our financial condition, results of.operations and business. See Our plan to write
certain new mortgage insurance.in a subsidiary of MIC, while progressing, may not be successful and, even if it
is implemented in some states, it may not allow us to continue to write mortgage-insurance in other states, below.
In sixteen states, if a mortgage insurer does not meet a required minimum policyholders’ position (which amount
fluctuates and -is  calculated in accordance with' applicable state statutory formulae) or exceeds a maximum
permitted ‘risk-to-capital ratio (generally 25 to 1), it may be prohibited from writing new business. until its
policyholders’ position meets the minimum or its risk-to-capital ratio -falls below the limit, as applicable. In
certain of those states, the applicable regulations require a mortgage insurer to immediately cease writing new
business if and so long as it fails to meet the applicable capital adequacy requirements. In other states, the
applicable regulator has discretion as to- whether the mortgage insurer may continue writing new business. In
2009, North -Carolina, Arizona and California:adopted legislation giving the respective state’s insurance
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regulators such discretion. Thirty-four other states do not have specific capital adequacy requirements for
mortgage insurers. We and other ‘mortgage insurers continue to discuss with the remaining states that have
regulations requiring a mortgage insurer to immediately cease writing new business if capital adequacy
requirements are not met, the potential adoption of leglslatlon similar to the laws enacted in Arizona, California
and North Carolina. g

MIC’s principal regulator is the Anzona Department of Insurance (the “Department”) The Department
notified MIC in the third quarter of 2009 of its initiation of a limited scope examination to determine, among
other things, whether to exercise discretion and permit MIC to continue writing new business in the event MIC
fails to maintain Arizona’s minimum policyholders’ position requirement. On February 10, 2010, MIC received a
letter from the Department waiving, until December 31, 2011, the requirement that MIC maintain the Arizona
required minimum policyholders’ position to write new business. The waiver may be withdrawn by the Arizona
Director of Insurance in her sole discretion at any time if the facts and circumstances warrant such action.
Accordingly, there can be no assurance as to the period during which the waiver will remain in effect. The waiver
also imposes certain requirements and restrictions on MIC,: as discussed in Item 1(C). Business—Certain
Regulatory and Other Issues Facing PML

If the Depan:ment were to withdraw the waiver and MIC fails to maintain ‘Arizona’s rmnlmum
policyholders’ position, we would likely be required to suspend wntlng new business in all states. In addition, we
believe that certain insurance regulators could interpret their respective states’ statutes to require a mortgage
insurer to suspend writing new business in all states if it fails to meet the applicable capital adequacy requirement
of their respective states. We cannot predict whether and under what circumstances an insurance regulator might
exercise its discretion to permit MIC to write new business or, in the case of the Department under what
circumstances it might modify or terminate the waiver MIC has received. Moreover, even if an insurance
regulator were to exercise its discretion to permit MIC to continue writing new business, we may be unable to
write new business in other states in which MIC fails to meet regulatory capital requirements, and regulators in
certain other states could take the pos1t10n that MIC must suspend writing new business nat10nw1de In states that
do not have capital adequacy requirements, it is not clear what actions the applicable i insurance regulators would
take if we failed to meet the capital adequacy requlrement established by another state. Accordingly, if MIC fails
to meet the capital adequacy requirements in one or more states, MIC may have to immediately suspend writing
new business in some or all states in which it does business. Moreover, even with the waiver, if MIC breached
regulatory capital adequacy requlrements there is a risk that certain of our customer relat1onsh1ps would be
negatively impacted. :

From time to time, we have discussed with certain state insurance regulators their financially hazardous
condition regulations generally applicable to licensed insurance companies and those states’ interpretive
positions that we are, or could be, in violation of their respective regulations. None of these states has taken any
action against MIC to date. If any of those states or other states having similar financially hazardous condition
regulations (which are most states) were to ‘conclude that MIC was in a financially hazardous condltlon MIC
may be requ1red to cease wr1t1ng new busmess in that state

Under the terms of our runoff support agreement with Allstate Insurance Company, MIC is subject to
restrictions that may apply if its risk-to-capital ratio exceeds 23 to 1. Under the runoff support agreement, among
other things, if MIC’s risk-to-capital ratio equals or exceeds 23 to 1 at three consecutive monthly measurement
dates; MIC may not enter into new insurance or reinsurance contracts without the consent of Allstate Insurance
Company. If following such time as MIC’s risk-to-capital ratio were to exceed 23 to 1, Allstate Insurance
Company were to make any payments on account of specified third party claims, or if MIC’s risk-to-capital ratio
were to exceed 24.5 to 1, the runoff support agreement requires MIC to-transfer substantially all of its liquid
assets to a trust account for the payment of MIC’s obligations to policyholders. The original risk-in-force on
policies covered under the Allstate runoff support agreement has been reduced from approximately $13 billion in
1994 to approximately $46 million as of December 31, 2009 (less than 1% of the original risk-in-force).-We
expect any potential future losses associated with the remaining risk-in-force under the Allstate Tunoff support
agreement to be immaterial and total loss reserves on the remaining risk-in-force were approximately $1 million
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as of December 31, 2009 (less than 1% of MIC’s total loss reserves as of the same date). The remaining business
has an average LTV of less than 40%. Any failure to meet the capital requirements set forth in the runoff support
agreement with Allstate Insurance Company could, if pursued by Allstate, have a material adverse impact on our
financial condition, results of operations and business.

Our plan to write certain new mortgage insurance in a subszdlary of MI C while progressmg, may not be
successful and, even if it is implemented in some states, it may not allow us to continue to write mortgage
insurance in other states.

In the event that MIC is unable to continue to write new mortgage insurance in one or more states, we are
working on a plan to enable us to write new mortgage insurance in those states by PMI Mortgage Assurance Co.
(“PMAC”). PMAC is a subsidiary of MIC and was formerly known as Commercial Loan Insurance Corporation.
PMAC is currently licensed to write insurance in all states except Connecticut, Michigan and New York. In
seven other states, PMAC is applying to revise the line of insurance business it is authorized to transact so that it
may begin writing residential mortgage guaranty insurance in those states. There is no guarantee that PMAC will
be able to obtain insurance licenses in Connecticut, Michigan or New York or approval to revise its existing
licenses in other impacted states. In addition, before PMAC can begin writing new business, Freddie Mac must
approve PMAC as an eligible mortgage insurer. On February 12, 2010, Fannie Mae approved PMAC as a direct
issuer of mortgage guaranty insurance. Fannie Mae’s approval terminates on the earlier of December 31, 2011 or
the date that MIC ceases to transact new business in all jurisdictions in which it is licensed. The approval is
subject to a number of detailed conditions and restrictions on our business, as discussed in Item 1(C). Business —
Certain Regulatory and Other Issues Facing PMI, and there can be no assurance that we will be able to satisfy
these conditions or comply with the restrictions. PMAC is currently in negotiations with Freddie Mac about
becommg an eligible insurer under Freddie Mac’s cr1ter1a

In the event MIC is prohibited from writing new business in certain states, there is no assurance that PMAC
would be able to obtain, in a timely manner or at all, the appropriate insurance licenses in all applicable states. In
addition, certain customers may choose not to purchase mortgage insurance from us in any state in the event that
we cannot offer mortgage insurance through the combined companies in all fifty states. Our inability to
successfully and timely implement this plan, in the event MIC is unable to continue writing new mortgage
insurance in certain states, could have a materlal adverse impact on our financial condition, results of operatlons
and business.

There is no assurance that we will be able to raise needed capttal on a timely basis and on favorable terms, or
atall. '

As a result of continued losses in 2009, and our expectation that we will continue to incur significant losses
in 2010, we need to procure significant amounts of additional capital. In response to our capital constraints, we
managed our new insurance writings in 2009. In addition, we implemented a number of capital and business
initiatives designed to mitigate losses and/or generate capital relief for PMI and The PMI Group, including HPI
initiatives, restructuring of certain modified pool contracts, contribution of PIC to MIC and the sale of RAM Re.
We are also exploring other alternatives to enhance our liquidity and capltal including debt or equity offermgs
and/or other capital relief initiatives at PMI

The ‘amount and timing of capital we require could depend on a number of factors, such as:

* the performance of our U.S. mortgage insurance operations, which is affected by, among other thlngs
the economy, unemployment, default and cure rates and losses and LAE;

. levels of new insurance Wntten
* our ab111ty to comply with capital adequacy requirements imposed by regulators or third parties;

* rating agencies and GSE requirements and determinations;
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+ - the performance of our investment portfolio and the extent to which we are required to impair portions
of the portfolio as a result of deteriorating capital markets; -

«  financial and other covenants and event of default tﬁggérs in our Qfedit.faf;ility;

o the performance of PMI Europe, which is affected by the U.S. and European mortgage markets and,
among other things, changes in the fair value of CDS derivative contracts resulting from the widening of
RMBS credit spreads; and o - o -

 any requirements to provide capital under the PMI Europe or CMG MI capital ‘support agreements,
which are discussed in—We have been and will continue to be negatively impacted by downgrades of
MIC’s insurer financial strength ratings and Item 1(D)(1)(c). Business—U.S. Mortgage Insurance
Operations—Products—Joint Venture—CMG Mortgage Insurance Company. o

Many of these factors are outside of our 'contrdl and _difﬁcult to predict. In addition, some of these factofé,
such as the views and requirements of the rating agencies and GSEs, are subjective and not subject to specific
quantitative standards. o o -

The substantial decline in our market capitalization, the downgrades in the ratings of our debt securities and
our significant operating losses, combined with difficult market conditions generally and in our industry
specifically, limit our ability to obtain debt or equity financing in capital markets transactions. or from private
sources. We cannot be sure that we will be able to raise capital on favorable terms and in the amounts that we
require, or at all. In addition, continued losses or additional ratings downgrades could make it more difficult for
us to raise the necessary capital. Moreover, to the extent a.capital raising transaction is undertaken in an effort to
avoid an adverse action by a third party, we cannot be sure that the transaction could be completed in a timely
manner to avoid such action. The terms of a capital raising transaction could require us to agree to stringent
financial and operating covenants and to grant security interests on our assets to lenders or holders of our debt
securities that could limit our flexibility in operating our business or our ability to pay dividends on our common
stock and could make it more difficult for us to obfain capital in the 'future. We may not be able to access
additional debt financing on acceptable terms or at all. If we were to obtain equity financing for a'signiﬁcaht
portion of our capital needs, any such financing would likely be significantly dilutive to our existing shareholders
or result in the issuance of securifiés that have rights, preferences and privileges that are senior to those of our
common stock, or both. Further, any capital initiatives in the form of reinsurance, or other risk transfer
transactions of our existing portfolios, would have a dilutive effect on our future earnings, if any.

We have been and will continue to be negatively impacted by dowhgrddés of MIC’s insurer Jfinancial strength_'
ratings. -

S&P’s and Moody’s insurer 'ﬁnancial strength ratings of MIC 'arq ;"‘]_3+” and “BZ”,V.respccﬁvely. As a result
of the downgrades of MIC, PMI Europe has also been downgraded and has an insurer financial strength rating of
“B+” from S&P. PMI Europe’s rating is dependent in part upon the capital support of MIC. o

MIC’s insurer financial strength ratings have had a negative effect on our eligibility to insure mortgage
loans from the GSEs and other private mortgage lenders who conditiqn our eligibjlity' partly on our maintenance
of certain ratings and on our financial strength. See The exercise of certain rights reserved by the GSEs under
eligibility requirements for mortgage insurers could harm our profitability and reduce our operational flexibility.
Some mortgage lenders have reduced thé amount of or eliminated all mortgage insurance they purchase from us
as a result of the ratings downgrade. If we become ineligible to provide insurance to a portion:or all of the
mortgage loans from the GSEs or mortgage lenders, our financial condition:and results of operations would be
materially adversely affected. In addition, CMG MI receives capital support from MIC and is, therefore,
dependent in part upon the financial strength of MIC. Therefore, sustained lower ratings may have additional
negative impacts on CMG ML . ' ' : : .
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If we experience further downgrades, or if all or some of our competitors’ ratings improve and our ratings
remain at the current level, our business prospects, revenues, competitive position, holding company debt ratings
and .the: performance of our insurance subsidiaries could be significantly harmed. We will need to raise
significant additional capital to improve our ratings. There can be no assurance that we will be able to raise any
additional capital in the future, either on acceptable terms or in a timely manner, or at all, or that such additional
capital will be sufficient to improve our ratings. See There is no assurance that we will be able to raise needed
capital on a timely basis and on favorable terms, or at all.

The exercise of certain rights reserved by the GSEs under eligibility requirements for mortgage insurers could
harm our profitability and reduce our operational Slexibility.

The GSEs have established approval requirements for eligible mortgage insurers; covering substantially all
areas of PMI’s mortgage insurance operations, including requiring mortgage insurers to maintain certain insurer
financial strength ratings. The GSEs may revise any eligibility requirement at any time in their own discretion.
Indeed, both Fannie Mae and Freddie Mac are currently considering revisions to their e11g1b111ty guidelines that
mclude greater limitations and restrictions-on mortgage insurers.

In 2008, in order to maintain its eligibility with the GSEs MIC was required to submit remediation plans to
each GSE' outlining, among other things, the steps we are taking or plan to take to bolster MIC’s financial
strength. To date each of the GSEs continues to treat MIC as an eligible mortgage insurer. There can be no
assurance, however, that the GSEs will continue to treat- MIC as an ‘eligible mortgage insurer. See
Item 1(D)(1)(a). U.S. Mortgage Insumnce Operatzons—Products——Przmary Mortgage Insurance—Primary F low
Channel ;

The GSEs, in their own discretion, could require MIC to limit certain activities and practices in ordei- to
remain an eligible mortgage insurer with them. Such limitations' could include, among other things, maximum
risk-to-capital ratios and limitations on our ability to pay dividends or make othér payments, which could limit
our operating flexibility and limit the areas in which we may write new business. In addition, the agreement that
we entered into with Fannie Mae regarding PMAC restricts MIC and PMAC for taking a variety of actions,
subject to enumerated exceptions, without Fannie Mae’s prior written consent, which is not to be unreasonably
withheld, ‘including amending certain agreements with affiliates, paying dividends or making distributions or
payments of indebtedness, transferrmg securities, modifying underwriting guidelines beyond eligibility standards
for standard GSE business, transferring new mortgage insurance business to other affiliates, entering into new, or
modifying existing, expense or tax sharing arrangements or commutation transactions, or- transferring assets
outside the ordinary course of business or in excess of specified levels.

Either or both of the GSEs could determine that MIC.is no longer an eligible mortgage insurer. The GSEs,
as major purchasers of conventional mortgage loans in the United States, are the primary beneficiaries of MIC’s
mortgage insurance coverage. If either or both of the GSEs were to cease to consider MIC an eligible mortgage
insurer and, therefore; cease accepting our mortgage insurance products, our consohdated financial condition and
results of operations would be significantly harmed. '

A downgrade of our senior unsecured debt ratmgs could increase our borrowing costs and, therefore,
adversely affect our liquidity. :

Our senior unsecured debt is rated “CCC+” by S&P and “Caa2” by Moody’s. Our access to external sources
of financing, as well as the cost of financing, is dependent on various factors and would be advérsely affected by
continued deterioration of our unsecured debt ratings: Debt ratings are influenced by a number of factors,
including, but not limited to: financial leverage on an absolute basis or relative to peers, the composition of the
balance. sheet and/or capital structure, material changes: in earning trends and volatility, inability to dividend
monies from subsidiaries, our competitive -position, and the rating agencies’ views on the future earnings
prospects of our insurance subsidiaries and the mortgage insurance industry. Sustained deterioration in any -one

51



or a combination of these factors, including our weak financial results and continued weak earnings performance,
could result in additional downgrades of our debt ratings, thus increasing the cost of and/or limiting the
availability of unsecured financing. Placement of our senior unsecured debt ratings on credit watch by the rating
agencies increases the risk that our debt ratings may be downgraded again in the near future. As discussed above,
if we cannot obtain adequate capital on favorable terms or at all, our business, operatmg results and-financial
condition would be adversely affected.

As a result of significant volatility and uncertainty in the market, we impaired the value of certain securities
held in our investment portfolio and there is a risk that additional impairments may occur-in the future.

In 2009, we determined that certain preferred securities held in our U.S. investment portfolio were “other-
than-temporarily” impaired and incurred a $10.6 million loss related to- the impairment. Changing and
unprecedented market conditions have materially impacted and could continue to materially impact the valuation
of investment securities in our investment portfolios, which may cause.us to impair in the future some portion of
the preferred and other securities remaining in our portfolio. Any decision to impair securities held in our
investment portfolio would be based on our assessment of, among other things, recent credit downgrades of the
applicable security or the issuer by the rating agencies; the severity and nature of the decline in market value
below cost regardless of the duration:of the decline, the financial condition of the applicable issuer,” whether
scheduled interest payments are past-due and whether we have the ability and intent to hold the: security for a
sufficient period of time to allow for anticipated recoveries in fair value. Future reductions. to-the value of our
investment securities on an other-than-temporary basis could have a material adverse effect on. our results of
operations and financial condition. In addition, future reductions to the value of our investment portfolios: would
negatively affect our capital, which could cause MIC’s excess minimum policyholders’ position to decline and its
risk-to-capital ratio to increase and further constrain our ability to write new insurance. See Unless we raise
substantial additional capital or achieve-significant capital relief in the first quarter of 2010, MIC will fail to
meet various capital adequacy requirements and could be required to cease writing new business and could be
subject to the terms of its runoff support agreement with Allstate, above. . - :

B. Risks Relating to Risk Management and Loss Reservmg

Past rescission activity has materially reduced our loss reserve estzmates, and our loss reserves thl increase gf
we are required to reverse rescissions beyond expected levels or future rescission activity is lower than
projected.

In recent years, mortgage insurers, including PMI, have been involved in litigation with policyholders
regarding the rescission of mortgage insurance coverage on individual loans under the terms of the insurers’
master policies where the mortgage insurers discovered misrepresentations by, for example, a borrower, lender or
an agent of the lender. Based on PMI’S recent investigations and industry and other data, we believe that there
were unexpectedly and significantly high levels of mortgage origination fraud and decreases’ in the quality of
mortgage origination underwriting primarily in 2006 and 2007. We believe that mortgage investors are requiring
significantly higher levels of mortgage repurchases by mortgage originators as a result of the unexpectedly high
levels of fraudulent, negligent or otherwise noncompliant mortgage loan origination. As a result, PMI is
reviewing and investigating a larger volume of insured loans and the number of loans on which coverage has
been rescinded by PMI has substantially increased, Between December 31, 2008 and December 31, 2009, we
have rescinded loans (1nclud1ng primary and pool) with an aggregate risk in force of approximately $643 ‘million.

As a result of these rescissions, we have reduced our loss reserves and/or risk in force for the. corresponding
policies. When PMI rescinds insurance coverage with respect to an investigated loan, we notify the insured of the
rescission, refund all premiums associated with the insured loan, and remove the rescinded loan from:our
calculation of PMI’s risk in force and insurance in force. In addition, if the rescinded loan was delinquent;, we
cease to include that loan in our default inventory -and;therefore, do not incorporate that loan into our loss
reserve estimates. Accordingly, past rescission activity has ‘materially reduced our loss reserve estimates. In
arriving at our loss reserve estimates, we also consider the effect of projected future rescission activity with
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respect to the current inventory of delinquent insured loans. As we expect rescission activity to remain elevated
through 2010, projected future rescission activity is also materially reducing our current loss reserve estimates.
To the extent that we are required.to reverse-rescissions beyond expected levels or actual future rescission
activity is-lower than projected, we would be required to increase our loss reserves in future periods. If we are
unsuccessful in defending these rescissions, we would need to re-establish loss reserves for, and reassume the
risk on, such rescinded loans, which could materially harm our results of operations.

In some cases, our servicing customers do not produce documents necessary to perfect the claim. Most
often, this is the result of the servicer’s inability to provide the loan origination file for our review. If, after
repeated requests by PMI, the loan file is not produced, the claim will be denied. In our loss reserve estimation
process, we do not include claim denials in our delinquent inventory and, therefore, do not incorporate them into
our loss reserve estimates. Levels of claim denials have increased in 2008 and 2009. Between December 31,
2008 and December 31, 2009, we had claim denials (including primary and pool) with an aggregate risk in force
of approximately $422 million. If our servicing customers ultimately produce a loan origination file on such
loans, PMI may, under certain circumstances, review the file for potential claim payment. Our loss reserve
estimation process takes into consideration this possibility, which historically has occurred infrequently. There
can be no assurance, however, that the frequency will not increase in the future or that our loss reserve estimates
adequately provide for such occurrences.

We establish loss reserves with respect to our mortgage insurance policies only upon loan defaults;
accordingly, our loss reserve estimates are not intended to be an estimate of future losses.

The establishment of loss reserves with respect to our mortgage insurance business is subject to inherent
uncertainty and requires significant estimates and judgment by management, principally. with respect to the rate
and severity of claims. In accordance with mortgage insurance industry practice, we establish loss reserves for
our iortgage 1nsurance sub51d1anes only for loans in default. We establish reserves for losses and loss
adjustment expenses, or ‘LAE, based upon our estimate of unpaid losses and LAE on (i) reported mortgage loans
in default and (ii) estimated defaults incurred but not yet reported to us by servicers. Accordingly loss reserves
are not intended to be an estimate of total future losses,-and our mortgage insurance reserving process does not
take account of the impact of future losses that.could occur from loans that are not in default. Because of this, our
actual future losses on our insured book of business (including both current and delinquent loans) . will
substantially exceed the loss reserve estimates we have established on loans in default, and future notices of
default on insured loans will have a material impact on our financial results. :

Loss reserve estimates are particularly uncertain during an economic downturn, which is characterized by
market volatility and disruption. The continuing adverse economic and market conditions, including the high rate
of unemployment,. and resulting uncertainty with respect to the rate and severity of claims may result in
substantial increases in loss reserves in the future. Additional increases in loss reserves would negatively affect
our consolidated financial condition and results of operations. In.addition, when establishing loss reserves, we
rely on models that have been developed internally and by third parties to analyze and predict estimated losses
relating -to our, current inventory of loans in default. Flaws in these models and/or in assumptions used by these
models could lead to insufficient loss reserving, which could increase our ultimate losses in the. future.

Due to higher losses, we may be required to record a premium deficiency reserve in the future.

We perform premium deficiency analyses quarterly on a single book basis for the U.S. Mortgagé Insurance
Operations using assumptions based on our best estimates when the analyses are performed. The calculation for
premium deficiency, which is the present value of expected future losses and expenses to the extent they exceed
the present value of expected future premium, requires sxgmﬁcant Judgment and includes estimates of future
expected premiums, expected claims, loss adjustment expenses and maintenance costs as of the date of the
test. The calculation of future expected premiums uses assumptions for persistency and termination levels on
policies currently in force. Assumptions for future expected losses include future expected average claim sizes
and claim rates which are based on the current default rate and expected future defaults.
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A premium deficiency analysis was performed on a U.S. GAAP basis, as of December 31, 2009, and we
determined there was no premium deficiency in our U.S. Mortgage Insurance Operations segment despite
continued significant losses in 2009. Because this premium deficiency calculation required significant judgment
and estimation, to the extent actual losses are higher or actual premiums are lower than the assumptions we used
in our analysis, we could be required to record a premium deficiency reserve in future reporting -periods, which
could indirectly trigger an event of default under our credit facility and would negatively affect our financial
condition and results of operations.

Our underwriting and risk management policies and practices may not anticipdt_e all risks and/or the
magnitude of potential for loss as the result of unforeseen risks.

We have established underwriting and risk management policies and practices which seek to mitigate our
exposure to borrower default risk in our insured portfolio by anticipating future risks and the magnitude of those
risks. PMI has experienced and is continuing to experience material losses. The ultimate losses we incur -are
uncertain and will depend largely on general economic conditions, including rates of unemployment and home
prices. Over the past several years, PMI has made significant changes to its underwriting and risk management
policies, which have limited the types ‘of new business PMI writes. Given the uncertainties caused by the
sustained deterioration of the U.S. economy and, to the extent that a risk is unforeseen or is underestimateéd in
terms of magnitude of loss, these policies and practices will not completely insulate us from the effects of those
risks. We expect that we will continue to-experience material incurred and paid losses on insurance written prior
to 2009. RO - » : - ’

C. U.S. Mortgage Insurance Operations

Current market volatility combined iWith' fdlli’hg home prices and ﬁsing im}employment have materially and
adjlersely affected our business and results of operations, and we do not expect these conditions to improve in
the near future. ’ ' ) ’ ' ’

- Through our main operating businesses, we are exposed to the risk that borrowers will default on residential
mortgage loans we have insured. The current economic downturn, characterized by deteriorating and volatile
credit -and capital markets, falling home prices and higher' unemployment, has significantly increased the
likelihood of borrowers defaulting on their mortgage loans and increased defaults and claims. As a result, we
have incurred higher losses, and the amount of new insurance written has declined. We expect that.the economic
downturn will continue and will continue to materially affect our results of operations and financial condition.

‘As discussed in the MD& A, we significantly increased PMI’s loss reserves in 2009 as a result of the
increase in PMI's default inventory, higher claim rates, higher average ¢laim sizes and worsened severity, which
is the ratio of the claim paid to the original risk-in-force relating to the loan. Higher claim rates were driven in
part- by home price declines-and the diminished availability -of certain loan products, both of which constrain
refinancing opportunities and decrease the cure rate. The incréase in PMI’s average claim size was driven by
higher average loan sizes and coverage levels in PMI's portfolio, as well as declines in home prices, which' limit
PMTI’s loss mitigation opportunities. We had significant losses in 2009 and we expect losses-to continue in 2010
as a result of the continued severe economic downturn.

In addition, continuing adverse market conditions have adversely affected the business of CMG MI. Under
the terms of a capital support agreement, MIC has an obligation, under specified conditions, to maintain CMG
MT’s risk-to-capital ratio at or below 19.0 to 1. CMG MTI’s risk-to-capital ratio as of December 31, 2009 was 17.2
to 1, and there is a risk that MIC would be required to make contributions to CMG MI if its risk-to-capital ratio
increases. See—Capital and Liquidity Constraints and Item 1(D)(1)(c). Business—U.S. Mortgage Insurance
Operations—Products—Joint Venture—CMG Mortgage Insurance Company. : K
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If the role of the GSEs in the U.S. housing market is changed, or if the GSEs change other policies or

practices, the amount of insurance that PMI writes could further decrease, which could result in a decrease of
our future revenue.

The GSEs are the beneficiaries of a significant portion of the insurance policies we issue as a result of their
purchases, statutorily required or otherwise, of qualifying mortgage loans from lenders or investors. Accordingly,
changes in the following or other GSE policies and practices with respect to mortgage credit enhancement could
significantly affect our business:

o level of private mortgage insurance coverage lenders may select when private mortgage insurance is
used as the required credit enhancement on low down payment mortgages;

« amount of loan level delivery fees that the GSEs assess on loans that require mortgage insurance;

+ loan eligibility standards for loans purchased by the GSEs, which impact the conforming mortgage loan
origination market, including loan quality and availability;

« terms on which mortgage insurance coverage can be canceled before reaching the cancellation
thresholds established by law;

«  whether the GSEs influence mortgage lenders’ selection of mortgage insurers providing coverage; and

« GSE loss mitigation programs on insured mortgages and the circumstances in which mortgage servicers
must implement such programs.

In the past, the GSEs have had programs under which for certain loans lenders could choose a mortgage
insurance coverage percentage that was the minimum required by the GSEs’ charters, or “charter coverage”,
rather than a higher, or “standard coverage”, with the GSEs paying a lower price for loans with charter coverage.
The GSEs also have had programs known as “reduced coverage”, under which on certain loans lenders could
choose a coverage level that was higher than charter coverage but lower than standard coverage. PMI charges
lower premium rates for charter or reduced coverage commensurate with the reduced risk. Effective January 1,
2010, Fannie Mae began giving lenders the option of selecting charter coverage on a broader array of loans and
eliminated reduced coverage altogether. As the new program has only recently commenced, we cannot predict
how frequently lenders will select charter coverage rather than standard coverage on loans PMI insures after
January 1, 2010, and the effect of the program changes on PMI’s business is difficult to quantify.

The placement of the GSEs into the conservatorship of the Federal Housing Finance Agency increases the
likelihood that the U.S. Congress will examine the role and purpose of the GSEs in the U.S. housing market and
potentially propose certain structural and other changes to the GSEs. New federal legislation or programs could
reduce the level of, or eliminate entirely, the purchase of private mortgage insurance by the GSEs, or
fundamentally change the manner in which the GSEs utilize credit enhancement. The Obama administration has
indicated that it will outline broad principles regarding the future of the GSEs in 2010 but does not expect to
submit a full legislative proposal until 2011. Both Fannie Mae and Freddie Mac are currently considering
revisions to their eligibility guidelines that involve greater limitations and restrictions on mortgage insurers.
Changes in the GSEs’ practices could have a material adverse effect on our business, harm our ability to compete
and reduce the profitability of the mortgage insurance business generally and our business in particular. See also,
The exercise of certain rights reserved by the GSEs under eligibility requirements for mortgage insurers could
harm our profitability and reduce our operational flexibility, above.

Our revenues and profits could decline if PMI loses market share as a result of actions we have taken to limit
new insurance written, increased industry competition and mortgage lenders and investors selecting
alternatives to private mortgage insurance.

The principal sources of PMI’s competition include other private mortgage insurers, several of which are
wholly-owned subsidiaries of public companies with direct or indirect capital reserves that provide them with
potentially greater resources than we have, as well as the various alternatives to private mortgage insurance
discussed below. '
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We believe that certain of the changes that we made during 2008 and 2009 in order to conserve capital,
including our underwriting guideline changes and reducing or ceasing new insurance written with certain of our
customers, have made it more difficult to compete among private mortgage insurers as we seek to write new
business. Other changes we have made and actions we have taken, such as the termination of our contract
underwriting operations in 2009, also have negatively impacted our relationships with certain of our current and
former customers and may impact our ability to maintain or gain market share. In addition, as a result of the
increase in rescission activity discussed in We are subject to heightened litigation risk related to the increase in
rescissions, we are experiencing an increase in the number of disagreements with mortgage lenders, commercial
banks and other mortgage originators who are our customers and are engaged in litigation. Such disagreements or
litigation, even if resolved in our favor, may adversely affect our business relationships with these customers. As
a result of these and other factors, we may be unable to write new business at desired levels, even taking into
account current capital constraints, and may be unable to fully increase levels of activity in the event we obtain
additional capital or capital relief and/or market conditions otherwise improve. In addition, we believe that the
difficult conditions and resulting capital constraints facing mortgage insurers have provided opportunities for
new entrants in the private mortgage insurance industry, and we expect that we may face increased competition
from new competitors. One new private mortgage insurer, Essent US Holdings, Inc., announced that it secured
equity funding, purchased an information technology and operating platform from Triad Guaranty Inc., a
mortgage insurer in runoff, obtained licenses in 45 states, anticipates obtaining licenses in all states in 2010, and
is approved as a qualified mortgage insurer by the GSEs. ‘

Tighter underwriting guidelines adopted industry-wide by private mortgage insurers and capital constraints
in the mortgage insurance industry generally have resulted in greater demand for mortgage insurance from the
FHA. As a result of federal legislation providing the FHA with greater competitive flexibility and increasing the
maximum loan amount that the FHA may insure, the FHA has substantially increased its market share since early
2008 and is a significant competitor of ours. In addition, any current or new alternatives to private mortgage
insurance that may develop could further reduce the market opportunities for private mortgage insurers and result
in further increased competition, any of which could negatively impact our financial condition and results of

operations.

Given the recent changes in industry conditions, we believe that the private mortgage insurance market has
significantly contracted, and we not only face increased competition from existing and new private mortgage
insurers, including the FHA and VA, but also from other sources, including the following:

» the GSEs pursuing arrangements that meet their charter requirement for buying loans with LTVs over
80% that do not involve the use of mortgage insurance;

* lenders and investors holding mortgages in their portfolios and self-insuring; and

 mortgage lenders maintaining lender recourse or participation with respect to loans sold to the GSEs.

Any failure of PMI to effectively compete could adversely affect our financial condition and results of
operations.

A decrease in the volume of low down-payment home mortgage originations would cause our revenues to
decline.

Our future revenues also depend on the volume of low down payment home mortgage originations. A
decline in the volume of low down payment mortgage originations would reduce the demand for private
mortgage insurance and, consequently, our revenues. The volume of low down payment mortgage originations is
affected by, among other factors:

+ general economic conditions, including access to credit markets, unemployment rates, interest rates and

home prices;

« government policies, including government housing policies encouraging homeownership, federal and

state economic stimulus programs and policies, and GSE and lender-specific policies; and
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* the availability of mortgage insurance for high LTV loans, which is affected by, among other things,
general economic conditions, secondary market demand, government housing policy and capital
constraints facing mortgage insurers.

A decline in the volume of low down payment mortgage originations would reduce the demand for
mortgage insurance products such as the ones we offer and could in turn have an adverse effect on our results of
operations and financial condition.

Our business and financial performance could suffer if PMI were to lose the business of a major customer.

PMI’s top ten customers generated 56.9% of its premiums earned in 2009. Earned premiums from Fannie
Mae exceeded 8% of our consolidated revenues and represented 10.2% of PMI’s earned premiums in 2009. The
loss of a significant customer for any reason could reduce our revenue and, if not replaced, harm our consolidated
financial condition and results of operations.

The premiums we charge for mortgage insurance on insured loans and the associated investment income may
not be adequate to compensate for future losses from these loans.

We charge premium rates in effect at the time a policy is issued based upon our expectations regarding
likely performance over the life of insurance coverage. We generally cannot cancel mortgage insurance coverage
or adjust renewal premiums during the life of a mortgage insurance policy. As a result, losses from higher than
anticipated claims generally cannot be offset by premium increases on policies in force or mitigated by
non-renewal or cancellation of insurance coverage. The premiums we charge on our insurance in force 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 unanticipated claims could
adversely affect our consolidated financial condition and results of operations.

PMJI’s primary new insurance written and risk in force includes:

e Loans with LTVs exceeding 97%, known as Above-97s. As of December 31, 2009, 20.4% of PMI’s
primary risk in force consisted of Above-97s. We no longer intend to insure loans with LTVs exceeding
95%.

e ARMs. As of December 31, 2009, 7.5% of PMI’s primary risk in force consisted of ARMs, excluding
2/28 Hybrid ARMs.

e 2/28 Hybrid ARMs. As of December 31, 2009, 1.8% of PMI’s primary risk in force consisted of 2/28
Hybrid ARMs through PMI’s structured finance channel.

e Alt-A loans. As of December 31, 2009, 17.0% of PMI’s primary risk in force consisted of Alt-A loans.
In June , 2008, we eliminated Alt-A loan eligibility altogether.

o Interest only loans. As of December 31, 2009, 10.9% of PMI’s primary risk in force consisted of
interest only loans.

e Payment option ARMs. As of December 31, 2009, approximately 3.1% of PMI’s primary risk in force
consisted of payment option ARMs. In April 2008, we ecliminated future coverage of
negatively-amortizing ARM products.

o Less-than-A quality mortgage loans. As of December 31, 2009, 6.8% of PMI’s primary risk in force
consisted of less-than-A quality loans.

We also insure loans that have more than one of the above risk characteristics. As of December 31, 2009,
approximately 2.4% of PMI’s primary risk in force consisted of Above-97s that are less-than-A quality loans,
approximately 2.4% of PMI’s primary risk in force consisted of Alt-A loans that are also Above-97s and
approximately 3.1% of PMI’s primary risk in force consisted of interest only loans that are also Above-97s. This
“layering” of risk has increased the risk of borrower default. A material portion of these loans were written in
2005 through the first quarter of 2008.
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Even in stable economic times, we expect higher default and claim rates for high-LTV, ARM, 2/28 Hybrid
ARM, Alt-A, interest only, payment option ARM, and less-than-A quality loans, as well as loans with “layered”
risk. Although we attempt to incorporate the higher default and claim rates associated with these loans into our
underwriting and pricing models, there can be no assurance that the premiums earned and the associated
investment income will prove adequate to compensate for future losses from these loans. Worsening economic
conditions, rising unemployment rates and/or additional house price declines could even more significantly
increase the default risks associated with these loans. In addition, these same negative economic and market
conditions could also significantly increase the default and claim risk on loans for which we did not assume
higher default and claim rates.

PMU’s loss experience may increase as its policies continue to age.

Generally, we expect the majority of losses and LAE on insured loans in PMI’s current portfolio to occur
during the second through the fourth years after loan origination. 58.8% of PMI’s primary risk in force as of
December 31, 2009 is on insurance written from the period of January I, 2006 through December 31, 2008.
Accordingly, a significant percentage of the primary portfolio is in, or approaching, its peak claim years. In
addition, PMI has experienced adverse and accelerated delinquency development in the 2005, 2006 and 2007
insured loan portfolios. We believe our loss experience will continue as these policies age. If the claim frequency
on PMVI’s risk in force significantly exceeds the claim frequency that was assumed in setting premium rates, our
consolidated financial condition and results of operations would be harmed.

The extent to which loan modification and other similar programs provide benefit to PMI is uncertain.

In order to reduce foreclosures, the federal government, including through the FDIC and the GSEs, and
some lenders have adopted programs to modify residential mortgage loans to make them more affordable to
borrowers. Under the HARP refinance program discussed above in Item 1(D)(1)(a). Business—U.S. Mortgage
Insurance Operations—Products—Primary Morigage Insurance—Primary Flow Channel, certain borrowers
have the opportunity to refinance into loans with lower interest rates.

Under the HAMP Program certain borrowers whose loans are delinquent may modify their loans if and so
long as they strictly adhere to their trial modification plans during a 90 to 150 days trial period in order to
complete the modification process. As of December 31, 2009, 23,180 delinquent loans in our default inventory
were subject to HAMP trial periods compared to approximately 12,700 loans at September 30, 2009. We do not
remove from our default inventory a loan subject to a HAMP trial modification period unless and until the trial
period is completed, all required documents have been received, the loan modification is closed, and the default
is officially cured. 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 decrease the number of our loans that will participate in HAMP.

These programs are in their early stages and are continuing to be developed, changed and refined. The effect
of these programs on PMI depends, among other things, on the number of loans in PMI’s portfolio that will
ultimately qualify for modification and officially cure and the re-default rate of the loans that ultimately are
modified. Our estimates of the number of loans that may qualify for modification programs are inherently
uncertain. Because re-default rates can be affected by a number of factors (including changes in home values and
unemployment rates), we cannot predict what the ultimate re-default rate will be. Accordingly, we cannot be
certain what the benefits of these programs will be for PMI or whether these programs will provide material
benefits to PML
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Geographic concentration of PMI’s primary insurance in force could continue to increase losses and harm
our financial performance. . :

~ We are affected by ‘economic downturns and other events in specific regions of the United States where a
large portion of our U.S. business is concentrated. As of December 31, 2009, 10.1% of PMI’s primary risk in
force was located in Florida and 7.7% was located in California. We are currently experiencing higher levels of
losses in those states. In addition, as of December 31, 2009, 21.1% of our primary risk-in-force related to loans
located in Illinois, Georgia, New Jersey, New York and Ohio. Collectively these states experienced higher
default rates in 2009 than .other states in the U.S. as. a result of relatively weak economic activity, higher
unemployment rates and declines in home prices. We expect that our loss experience with respect to risk-in-force
in these states will remain elevated in the near future, which could continue to adversely affect our results of
operations and financial position.

We delegate underwriting authority to mortgage lenders which could cause us to insure mortgage loans that
do not conform to our underwriting guidelines, and thereby increase claims and losses.

More than 86% of PMI’s flow new insurance written is underwritten pursuant to a delegated underwriting
program under which, subject to periodic audit, certain mortgage lenders may determine whether mortgage loans
meet our program guidelines and commit us to-issue mortgage insurance. If PMI determines that a lender
participating in the delegated program commits PMI to insure a loan that fails to meet all of the approved
underwriting guidelines, subject to certain'exceptions, PMI has the right to exclude or rescind coverage on the
loan. PMI may also suspend or terminate the insured’s delegated authority to extend coverage to new loans if it
determines that the insured has not been complying with approved underwriting guidelines. In 2008 and 2009, as
a result of significant variance from our quality control standards, we terminated the right of certain customers to
participate in the delegated program. Because PMI does not review the underwriting determinations on all loans,
claims may be paid on certain loans with unacceptable risk profiles or which failed to meet approved
underwriting guidelines at the time of origination. In addition, certain customers who fail to comply with
approved underwriting guidelines may go undetected and continue to submit noncompliant loans under their
delegated authority.

Higher persistency rates in our U.S. Mortgage Insurance Operations place additional constraints on capital,
making it more difficult to write new business.

As discussed in Item 1(D)(5). Business—U.S. Mortgage Insurance Operations—Business Composition—
Persistency, PMI’s persistency rate has increased in recent years, rising to 84.3% in 2009 from 82.2% and 75.5%
in 2008 and 2007, respectively. PMI’s persistency rate has been positively impacted by lower borrower refinance
activity of PMI insured loans, primarily as a result of declining home prices and the diminished availability of
loan products. To the extent that home prices continue to decline and residential mortgage refinance activity in
the insured loan market remains relatively low, we expect that PMI’s persistency rate will remain high and
therefore limit the rate at which PMI’s existing risk in force runs off. Because PMI must maintain sufficient
capital to satisfy regulatory risk-to-capital metrics, higher persistency rates, even though they create relatively
higher revenues, may constrain PMI’s capital position and its ability to write new business, which may adversely
impact our future revenues and results of operations.

We reinsure a portion of our mortgage insurance default risk with lender-affiliated captive reinsurance
companies, which reduces our net premiums written and earned. '

Mortgage insurers, including PMI, offer products to lenders that are designed to allow them to participate in
the risks and rewards of the mortgage insurance business. Many of the major mortgage lenders have established
affiliated. captive reinsurance companies. These captive reinsurance companies assume a portion of the risks
associated with the lender’s insured mortgage loans in exchange for a percentage of the associated gross
premiums. Because the GSEs currently prohibit cessions of gross risk or gross premium cedes greater than 25%
to captive reinsurers and PMI ceased seeking excess-of-loss (XOL) captive reinsurance arrangements, we expect
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the portion of our new primary insurance business that is subject to captive arrangements to decrease. PMI did
not enter into any new XOL captive reinsurance agreements in 2009. See Item 1(D)(9)(4d). Business—U.S.
Mortgage Insurance Operations—Reinsurance—Captive Reinsurance. PMI will continue to cede premiums
under its in-force XOL contracts until they run-off and mature pursuant to the existing terms and conditions, and
as a result, captive reinsurance agreements will continue to negatively impact our net premiums written and
earned.

If we are unable to keep pace with the technological demands of our customers or with the technology-related
products and services offered by our competitors, our business and financial performance could be
significantly harmed.

Participants in the mortgage lending and mortgage insurance industries rely on e-commerce and other
technology to provide and expand their products and services. Our customers generally require that we provide
our products and services electronically via the Internet or electronic data transmission, and we process the
significant majority of our new insurance written and claims processing electronically. We expect this to
continue, and accordingly, we believe that it is essential that we continue to invest resources in maintaining
electronic connectivity with our customers and, more generally, in e-commerce and technology. Because of
capital constraints, we may reduce costs by, among other things, decreasing the level of resources devoted to
e-commerce and technology upgrades. Our business may suffer if we do not keep pace with the technological

demands of our customers and the technological capabilities of our competitors.

D. Regulatory and Litigation Risk
We are subject to heightened litigation risk related to the increase in rescissions.

We believe the rise in the numbers of rescissions heightens the risk of litigation concerning our rescission
decisions. As we continue to review our insured loan portfolios, we will likely rescind more insurance policies in
the future. The rise in the numbers of rescissions has resulted in lenders and policyholders increasingly
challenging our specific rescissions of coverage on individual loans and our general right to rescind coverage
under the terms and conditions of PMI’s master policies. Part 1. Item 3. Legal Proceedings, below, discusses
certain rescission-related litigation in which PMI is currently involved. In addition to the litigation discussed in
that section, we are discussing with certain policyholders their objections to PMI’s rescissions of large groups of
loans that in the aggregate are material, and as a result, we expect that PMI will engage in litigation or other
dispute resolution proceedings related to some portion of these challenged rescissions if we are unable to resolve
them informally. Addressing such disputes through litigation or otherwise is likely to be costly even if we are
ultimately successful in defending against such claims. As discussed in We establish loss reserves with respect to
our mortgage insurance policies only upon loan defaults; accordingly, our loss reserve estimates are not
intended to be an estimate of future losses above, if we are not successful in defending these rescissions, we
would need to re-establish loss reserves for, and re-assume the risk on, such rescinded loans, which could
materially harm our financial condition and results of operations.

The U.S. mortgage insurance industry and PMI are subject to litigation risk generally.

The mortgage insurance industry and PMI face litigation risk in the ordinary course of operations, including
the risk of class action lawsuits. Consumers are bringing a growing number of lawsuits against home mortgage
lenders and settlement service providers. Mortgage insurers, including PMI, have been involved in litigation
alleging violations of RESPA and FCRA. In the past, a number of lawsuits have challenged the actions of private
mortgage insurers, including PMI, under RESPA, alleging that the insurers have provided products or services at
improperly reduced prices in return for the referral of mortgage insurance. RESPA precludes PMI from providing
services or products to mortgage lenders free of charge, charging fees for services that are lower than their
reasonable or fair market value, and paying fees for services that others provide that are higher than their
reasonable or fair market value, in exchange for the referral of settlement services. ,
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Litigation relating to capital markets transactions and securities-related matters in general has increased and
is expected to continue to increase as a result of the deterioration of the capital, credit, housing and mortgage
markets. In March 2008, we and certain of our executive officers were named in securities class action
complaints filed in the United States District Court for the Northern District of California. In April 2008, we and
certain of our executive officers and directors were named in two shareholder derivative suits. Both of the
derivative suits assert various acts and/or omissions against the defendants. The status of these litigation matters
is described below in Item 3. Legal Proceedings. We continue to believe that we have meritorious defenses to
these lawsuits and intend to defend ourselves vigorously.

We cannot predict whether additional actions of the types described herein, or other actions, will be brought
against us or other mortgage insurers in the future. Any such proceedings could have an adverse effect on our
consolidated financial position, results of operations or cash flows.

The U.S. mortgage insurance industry and PMI are subject to regulatory risk and have been subject to
increased scrutiny by insurance and other regulatory authorities.

PMI and the mortgage insurance industry are subject to comprehensive, detailed regulation by state
insurance departments whose primary goal is to safeguard insurers’ solvency for the protection of policyholders.
Although their scope varies, state insurance laws generally grant broad powers to supervisory agencies and
officials to examine and investigate insurance companies and to enforce rules or exercise discretion touching
almost every aspect of PMI’s business.

We have been subject to increased scrutiny by the Arizona Department of Insurance (the “Department”) and
other state insurance regulatory authorities as a result of our substantial losses in recent periods and the decrease
in our statutory capital. As discussed above in Unless we raise substantial additional capital or achieve
significant capital relief in the first quarter of 2010, MIC will Jail to meet various capital adequacy requirements
and could be required to cease writing new business and could be subject to the terms of its runoff support
agreement with Allstate, the Department notified MIC in the third quarter of 2009 of its initiation of a limited
scope examination to determine, among other things, whether to exercise discretion and permit MIC to continue
writing new business in the event MIC fails to maintain Arizona’s minimum policyholders’ position requirement.
On February 10, 2010, MIC received a letter from the Department waiving, until December 31, 2011, the
requirement that MIC maintain Arizona’s required minimum policyholders’ position to write new business. The
waiver may be withdrawn by the Arizona Director of Insurance in her sole discretion at any time, if the facts and
circumstances warrant such action. Accordingly, there can be no assurance as to the period during which the
waiver will remain in effect. See Item 1(C). Business—Certain Regulatory and Other Issues Facing PMI. In
addition, from time to time, we have discussed with certain state insurance regulators their financially hazardous
condition regulations generally applicable to licensed insurance companies and those states’ interpretive
positions that we are, or could be, in violation of their respective regulations. None of these states has taken any
action against MIC to date. As a result of these and other potential future examinations or discussions, state
insurance regulatory authorities could require us to cease writing new business or take other actions to restrict
our ability to conduct business. Such regulatory actions would adversely affect our operating results.

In addition, the insurance industry has become the focus of increased scrutiny by regulatory and law
enforcement authorities concerning certain practices, including captive reinsurance arrangements. MIC continues
to respond to requests from the Minnesota Department of Commerce and the Office of Inspector General
(“OIG”) of the U.S. Department of Housing and Urban Development (“HUD”) for information regarding its
captive reinsurance arrangements among other matters. We cannot predict whether the Minnesota Department of
Commerce and the HUD OIG’s administrative subpoenas will lead to further inquiries, or investigations, of these
matters, or the scope, timing or outcome of any inquiry or actions by those Departments or any inquiry or actions
that may be commenced by state insurance departments, attorneys general or other regulators.
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As a result of the deterioration of the housing and mortgage markets in the U.S., regulatory oversight of our
insurance subsidiaries may significantly increase in the future. Increased federal or state regulatory scrutiny
could lead to new legal precedents, new regulations or new practices, or regulatory actions or investigations,
which could adversely affect our financial condition and results of operation.

Changes to the risk-based capital rules applicable to the GSEs could cause PMI’s business to suffer.

The FHFA, the agency which currently regulates the GSEs, has risk-based capital rules that prescribe
treatment of credit enhancement issued by private mortgage insurers and provides capital guidelines for the GSEs
in connection with their use of other types of credit protection counterparties in addition to mortgage insurers.
The rules require the GSEs to hold different amounts of capital against mortgage insurance coverage according to
the rating of the mortgage insurance company that issued the policy. See Item 1(D)(1)(a). U.S. Mortgage
Insurance Operations—Products—Primary Mortgage Insurance-Primary Flow Channel. Although these rules
were suspended in 2008, the FHFA, or other governmental authority, including Congress, may revisit the risk-
based capital rules and the treatment of mortgage insurance at any time in the future. If the rules change or if the
GSEs begin again to follow the FHFA’s risk-based capital rules, demand for our mortgage insurance products
could decrease and our consolidated financial condition and results of operation could be adversely affected.

The implementation of the Basel I Capital Accord may affect the use of mortgage insurance.

The Basel IT Accord establishes a risk-based capital framework that is applicable to the 10 to 12 largest
banking organizations in the United States, as well as to smaller banking organizations with significant
international operations. The proposal is being phased-in, and is not expected to be fully implemented in the
United States until 2012. However, in light of the current disruption in the financial markets, it is likely that
many institutions will ask for a postponement in the mandatory implementation date, and such a request may be
granted at the discretion of U.S. bank regulators. In addition, since further changes in the capital framework have
been suggested at the international level, the full implementation may be further delayed if significant
amendments are adopted. Under the Basel IT Accord as adopted in the U.S., banking organizations will determine
capital requirements for mortgage loans based on their respective internal models with parameters such as the
probability of default and loss given a default. We expect that mortgage insurance will be factored in these
internal models and will likely provide mortgage lenders with capital relief by reducing the capital charge on
mortgages, although the extent of capital relief will depend upon the particular model employed by the banking
organization. We cannot predict the extent of any benefits that lenders will ultimately obtain under Basel I, or
how any such benefits may affect the opportunities for growth of the mortgage insurance industry. If Basel II is
implemented in a manner that does not provide sufficient capital relief to lenders using mortgage insurance, our
business could be negatively impacted.

E. Other Risk

If the value of the contingent note we received in connection with our sale of PMI Australia is reduced, our
financial condition could suffer.

In connection with the sale of PMI Australia, MIC received approximately $746 million in cash and the
QBE Note in the principal amount of approximately $187 million, with interest accruing through September
2011 when it matures and is payable. The actual amount owed under the QBE Note is subject to reduction to the
extent that the sum of (i) claims paid between June 30, 2008 and June 30, 2011, with respect to PMI Australia’s
policies in force at June 30, 2008, (i) increases in reserves with respect to such policies at June 30, 2011 as
compared to June 30, 2008 and (iii) projected ultimate unpaid losses in excess of such reserves as of June 30,
2011 (together, the “ultimate projected losses”) exceeds $237.6 million (50% of the unearned premium reserve of
such policies at June 30, 2008). Based on the information made available to us on the performance of such PMI
Australia policies through December 31, 2009, we do not currently expect that, as of December 31, 2009,
ultimate projected losses with respect to such policies will exceed $237.6 million. However, we have not yet
received the report with respect to the loss performance of PMI Australia’s insurance policies as of December 31,
2009, prepared by an independent actuary as of December 31, 2009. The last such actuarial report that we
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received was as of September 30, 2009. The performance of such policies will depend, among other things, on
the performance of the Australian housing market and economy over the next several years and other factors that
are beyond our control and difficult to predict with any degree of certainty. Accordingly, we cannot be certain
that the performance of such PMI Australia policies will not deteriorate in the future or that any such
deterioration will not reduce the amount due on the QBE Note. In addition, the amount payable on the QBE Note
is subject to reduction in the event that MIC is required to satisfy claims for breach of warranty under the
agreements entered into for the sale of PMI Australia or TPG is required to satisfy claims for breach of warranty
under the agreements entered into for the sale of PMI Asia, in each case if such claims are not otherwise satisfied
by April 1, 2010. QBE has not asserted any such warranty claims to date.

We cannot be sure that the amount due on the QBE Note will not be reduced. In addition, the QBE Note is
an unsecured obligation of the note issuer, and we cannot be certain that the note issuer will be able to make
payment on the QBE Note when due. Any of these events would impair our ability to recover the full value of the
QBE Note, reduce or eliminate the lenders’ commitments under our credit facility and require us to repay the
amount borrowed under our credit facility to the extent in excess of any reduced or eliminated commitments.
Any such failure to recover payment in full of the QBE Note or required repayment could materially impair our
liquidity. See the MD&A—Liquidity and Capital Resources—Sources and Uses of Funds—The PMI Group
Liquidity—The QBE Note.

We are exposed to risk in the winding down of our European and Canadian operations.

Substantial risks remain in the winding down of our European operations as a result of the sustained adverse
economic conditions in the United States and, to a lesser degree, the European Union. As a result of PMI
Europe’s exposure to U.S. subprime risk under reinsurance agreements and the continued losses associated with
such risk, PMI Europe incurred additional losses of $8.4 million and paid claims of $55.3 million during the year
ended December 31, 2009. If the performance of these exposures continues to deteriorate, PMI Europe will
continue to experience increased losses and increases to its loss reserves, which could have a material adverse
effect on our results and financial condition.

Certain of PMI Europe’s CDS contracts contain collateral support provisions which, upon certain defined
circumstances, including deterioration of the underlying mortgage loan performance, require PMI Europe to post
collateral for the benefit of the counterparty. As of December 31, 2009, PMI Europe had posted collateral of
$14.7 million on its CDS transactions. As of December 31, 2009, the maximum amount of collateral that PMI
Europe may be required to post under these contracts is approximately $37.1 million, including the $14.7 million
already posted. We estimate, based on expected defaults and loss payments, that the amount of additional
collateral to be posted will be up to $11.4 million in the next twelve months. The actual collateral posted will
depend upon performance of the underlying mortgage portfolios, claim payments and the extent to which PMI
Europe is successful in commuting these contracts. PMI Europe is currently engaged in negotiations
with one reinsured counterparty regarding the appropriate amounts of collateral required to be posted by PMI
Europe under the terms of the applicable reinsurance agreement. If PMI Europe is required to post additional
collateral, our financial condition could be negatively impacted.

As a result of changes in the fair value of its CDS contracts, PMI Europe’s financial results have been
volatile. The fair value of derivative liabilities was $17.3 million and $54.5 million as of December 31, 2009 and
December 31, 2008, respectively, and is included in other liabilities on the balance sheet. The fair value of these
CDS liabilities includes payment obligations that have been incurred but unpaid as of the balance sheet date. The
fair values of PMI Europe’s CDS contracts are affected predominantly by estimated changes in credit spreads of
the underlying obligations, which are dependent on the performance of certain prime residential mortgage loans
originated throughout Europe, which are the reference assets for the underlying mortgage-related securities. See
Note 10, Fair Value Disclosures, to our Consolidated Financial Statements for PMI Europe’s methodology in
estimating the fair value of its CDS contracts. As estimated credit spreads change, the fair values of these CDS
contracts will change and the resulting gains and losses will be recorded in our operating results. In addition, with
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the adoption of Topic 820, we have incorporated our non-performance risk into the market value of our
derivative assets and liabilities. Excluding our non-performance risk, the fair value of these CDS liabilities would
have been $19.3 million as of December 31, 2009.

As discussed in Note 10, Fair Value Disclosures, to our Consolidated Financial Statements, in estimating the
fair values of CDS contracts, PMI Europe incorporates expected life of contract dates in its internal valuation
models. To the extent that credit spreads are higher than at the time of inception of the transaction, extending the
expected life from the call date to the maturity date could result in PMI Europe recognizing further significant
mark-to-market losses. If counterparties elect to extend PMI Europe’s CDS contracts and spreads remain at their
current levels, mark-to-market losses could be material and there will be a greater likelihood of incurring higher
than currently expected realized losses in the form of paid claims on the contracts.

Although we do not currently expect that the fair value portion of the CDS liability related to fluctuations in
market spreads and our cost of capital will result in any cash outflows, higher than expected defaults, higher loss
severities or the acceleration in the timing of claim payments would likely result in an increase in PMI's expected
discounted future net cash outflows and fair value liability, which could materially impact our results of
operations.

All of the above risks could result in material losses to PMI Europe in our winding down of its operations
and, if significant enough in the aggregate, could require MIC to make additional capital contributions to PMI
Europe pursuant to its capital support agreements, which could harm the financial condition of MIC.

PMI Canada’s insured loan portfolio is comprised of non-conforming loans with short-term maturities,
ranging from three to seven years from the loan origination date. Approximately 60% of such loans in PMI
Canada’s portfolio (approximately $31 million of risk in force as of December 31, 2009) will mature in the
second half of 2010. As a result of the contraction in the availability of mortgage products for non-prime
borrowers in Canada, the borrowers who obtained the short-term loans in PMI Canada’s portfolio may, when
their loans become due, be unable to qualify for renewal or refinancing of such loans. If a greater than expected
percentage of borrowers holding short-term loans insured by PMI Canada default in 2010, PMI Canada’s losses
could significantly increase in 2010 and 2011. However, we do not expect PMI Canada’s losses to be significant
to our overall results of operations and financial condition.

We may not be able to realize all of our deferred tax assets and may be required to record a full or partial
valuation allowance against our net deferred tax assels.

As of December 31, 2009, we had $175.6 million of net deferred tax assets. Topic 740 requires deferred tax
assets to be reduced by a valuation allowance, with a corresponding charge to net income, if, based on the weight
of available evidence, it is more likely than not that some portion or all of the recorded deferred tax assets will
not be realized in future periods. Our management reviews the need to establish a valuation allowance against
deferred tax assets on a quarterly basis, based on, among others, the severity and frequency of operating or
capital losses, our capacity for the carryback or carryforward of any losses, the expected occurrence of future
income or loss and available tax planning alternatives.

Due to our cumulative operating losses and the continuing economic downturn, we may not have sufficient
taxable income to realize all of our deferred tax assets and have in the past recorded a valuation allowance
against our deferred tax assets. As a result, we may be required to record a full or an increase to the current
partial valuation allowance against our remaining net deferred tax assets, with a corresponding charge to net
income, which could result in a material adverse effect on our results of operations and financial condition. See
MD&A—Critical Accounting Estimates—Valuation of Deferred Tax Assets for more discussion.
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Our deferred tax assets could be significantly limited if we experience an “ownership change” as defined in
Section 382 of the Internal Revenue Code.

We have significant deferred tax assets that are generally available to offset future taxable income or income
tax. In the event that we experience an “ownership change” for federal income tax purposes under Internal
Revenue Code Section 382 (“Section 382”), we may be restricted annually in our ability to use our tax attributes
to offset future taxable income or income tax. In general, we would be deemed to have an “ownership change”
under Section 382 if, immediately after any owner shift involving a 5% shareholder or any equity structure shift,
the percentage of ownership by one or more 5% sharcholder has increased by more than 50% over the lowest
percentage of ownership of our company owned by such shareholder at any time during the three-year testing
period. While the complexity of Section 382’s provisions and the limited knowledge any public company has
about the ownership of its publicly-traded stock make it difficult to determine whether an ownership change has
occurred, as of December 31, 2009, we do not believe that an ownership change has occurred that would restrict
our ability to use our current deferred tax assets under Section 382. An ownership change could occur in the
future as a result of significant trading in our stock or a significant equity offering by us, among other things. If
an ownership change were to occur, our ability to use these tax credits and other tax attributes could be limited,
which would have a negative impact on our financial position and results of operations.

Our common stock is subject to significant price fluctuation.

Stock prices in general, and the price of our common stock in particular, have experienced significant
fluctuation over the past year. As recently as March 10, 2009, the closing price of our common stock was $0.30,
89.3% lower than the closing price of our common stock as of February 26, 2010. The market price of our
common stock may continue to be subject to significant fluctuations due to general stock market conditions and
change in market perception of the mortgage insurance industry, as well as a variety of other factors, including
the following:

¢ our operating and financial performance and prospects;
e our capital and liquidity constraints;

» increases in our loss experience, including as a result of domestic and international economic recessions,
declining values of homes, higher unemployment rates and tightening credit market;

¢ our ability to raise additional capital and to repay our debts;
» legislative or regulatory changes that may affect the demand and pricing for private mortgage insurance;

» changes in the role of the GSEs in the U.S. housing market, or the changes in the policies or practices of
the GSEs;

* changes in our capital requirements; and

» general financial, domestic, international, economic and other market conditions.

The fluctuation may adversely affect the market price of our common stock and will make it more difficult
for us to raise equity capital and, if we are able to raise equity capital, significantly increase dilution to our
existing stockholders.

The NYSE’s quantitative continuing listing standards require any listed security to have an average closing
price during any 30 consecutive trading days of not less than $1.00 per share and an average global market
capitalization for any such period of not less than $25 million. Our common stock has traded below $1.00 as
recently as May 2009. There is no assurance that our stock will trade above the $1.00 minimum price requirement
or that we will satisfy the NYSE market capitalization requirements. If we do not satisfy any of NYSE’s continued
listing standards, our common stock could be delisted from the NYSE unless we cure the deficiency during the
period provided by the NYSE. If the NYSE were to delist our common stock, it is likely that the liquidity of our
common stock will be substantially reduced, which could significantly reduce our stock price.
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It is unlikely we will recover our investment in F GIC.

We made a significant investment in the equity securities of FGIC (through FGIC Corporation). Our
investment in FGIC Corporation is accounted for under the equity method of accounting in our consolidated
financial statements. The carrying value of our investment in FGIC Corporation was zero as of December 31,
2008. FGIC has ceased writing new business in the financial guaranty industry, and we do not expect FGIC to
resume writing new business in the future.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We currently own'approximately 200,000 square feet of office space in Walnut Creek, California for our
home office. PMI leases offices throughout the United States. We conduct our international operations in leased
facilities in Ireland and Italy.

ITEM 3. LEGAL PROCEEDINGS

As previously disclosed, in March 2008, The PMI Group and certain of our executive officers were named
in a securities class action complaint filed in the United States District Court for the Northern District of
California (Lori Weinrib v. The PMI Group, Inc., L. Stephen Smith, David H. Katkov and Donald P. Lofe, Jr.).
Also in March 2008, The PMI Group and the same executive officers were named in a second securities fraud
class action complaint also filed in the United States District Court for the Northern District of California
(Kimberly D. Holt v. The PMI Group, Inc., L. Stephen Smith, David H. Katkov and Donald P. Lofe, Jr.).

On April 17, 2008, the court issued an order consolidating the two actions for pretrial purposes. The
plaintiffs filed a consolidated complaint on September 4, 2008, naming as defendants The PMI Group, Inc., L.
Stephen Smith, David H. Katkov, Donald P. Lofe, Jr. and Bradley M. Shuster. On October 14, 2008, we filed a
motion to dismiss the consolidated complaint.

On July 1, 2009, the Court issued an order granting our motion to dismiss the consolidated actions on the
ground that the plaintiffs had not adequately pleaded the element of scienter (i.e., that the defendants acted either
intentionally or with deliberate recklessness). On July 24, 2009, the plaintiffs filed a first amended complaint in
the consolidated actions. On September 2, 2009, the defendants filed a motion to dismiss the amended complaint.
On November 2, 2009, the Court issued an order denying the defendants’ motion to dismiss, as a result of which,
the consolidated actions are no longer stayed. The consolidated actions are now in the discovery phase; and a
case management conference was held on February 19, 2010, at which a trial date for the consolidated actions

was set in October 2011.

In April 2008, The PMI Group and certain of our executive officers and directors were named in two shareholder
derivative suits; the first, filed in the United States District Court for the Northern District of California, Case No. CV
082046 (The Port Authority of Allegheny Retirement and Disability Allowance Plan for Employees Represented by
Local 85 of the Amalgamated Transit Union v. L. Stephen Smith, W. Roger Haughton, David H. Katkov, Donald P.
Lofe, Jr., Mariann Byerwalter, Dr. James C. Castle, Carmine Guerro, Wayne E. Hedien, Louis G. Lower, II, Raymond
L. Ocampo, Jr., John D. Roach, Kenneth T. Rosen, Steven L. Scheid, Jose H. Villarreal, Mary Lee Widener, Ronald H.
Zech, and The PMI Group, Inc., Nominal Defendant), and the second suit filed in the Superior Court of the State of
California, County of Contra Costa, Case No. C 08-01068 (Jorge Torres, Derivatively on Behalf of The PMI Group,
Inc. v. L. Stephen Smith, Victor J. Bacigalupi, Bradley M. Shuster, Joanne M. Berkowitz, David H. Katkov, Lloyd A.
Porter, Daniel L. Roberts, Thomas H. Jeter, Donald P. Lofe, Jr., Kenneth T. Rosen, John D. Roach, James C. Castle,
Ronald H. Zech, Wayne E. Hedien, Mary Lee Widener, and Raymond L. Ocampo), respectively. Both of these suits
assert various acts and/or omissions against the defendants. The two derivative actions were previously stayed pending
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resolution of the motion to dismiss in the consolidated securities actions. The plaintiffs in the Torres case described
above have agreed to stay their action until the complaint in The Port Authority of Allegheny federal derivative action
survives a motion to dismiss or is dismissed without leave to amend. The plaintiffs in The Port Authority of Allegheny
case filed an amended complaint on March 1, 2010, and the defendants’ response is due by April 15, 2010.

On January 26, 2009, PMI was served with a complaint filed by Bayview Loan Servicing, LLC (“Bayview”)
in California Superior Court. Bayview seeks damages and alleges in the complaint that PMI improperly
rescinded mortgage insurance coverage on a group of what PMI believes to be approximately 39 loans which
Bayview acquired from Alliance Bancorp. PMI filed an answer to Bayview’s complaint in March 2009. Both
parties reported to the court in connection with a required case management conference statement filed in early
June, 2009 that they would be willing to engage in mediation as a form of alternative dispute resolution. To date,
PMI has responded to initial written discovery from Bayview and has served Bayview with written discovery.

The rise in the numbers of rescissions has resulted in lenders and policyholders increasingly challenging the
factual basis of rescissions of coverage on individual loans and our general right to rescind coverage under the
terms and conditions of PMI's master policies, which could potentially impact a significant number of rescinded
loans. As a result, we expect that PMI will engage in litigation or other dispute resolution proceedings related to
some portion of these challenged rescissions if we are unable to resolve them informally. Such litigation or other
dispute resolution proceedings is likely to be costly even if we are ultimately successful in defending against
such claims. Moreover, if we are unsuccessful in defending these claims, we would need to re-establish loss
reserves for, and reassume the risk on, such rescinded loans, which would negatively impact our statutory capital
and could materially harm our results of operations. See Item 1A. Risk Factors—We are subject to heightened
litigation risk related to the increase of rescissions, above.
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EXECUTIVE OFFICERS OF THE REGISTRANT
Set forth below is certain information regarding our executive ofﬁceré as of February 26, 2010.

L. STEPHEN SMITH, 60, has served as Chairman of the Board of The PMI Group, Inc. since May 2007,
and has been one of our directors since February 2002. He has been the Chief Executive Officer since June 1,
2006, and President and Chief Operating Officer since September 1998, of The PMI Group, Inc. He has served as
Chief Executive Officer of PMI Mortgage Insurance Co. (“PMI”) since January 2004. He was President and
Chief Operating Officer of PMI from September 1998 to June 2006. He was elected Executive Vice President of
Marketing and Field Operations of PMI in May 1994 and elected to the same positions with The PMI Group, Inc.
in January 1995, serving in such capacities until September 1998. Prior thereto, he held various executive
positions with the Company. Mr. Smith joined The PMI Group, Inc. in 1979. He has served as President of the
Mortgage Insurance Companies of America, and as a member of the Boards of Directors of National Association
of Hispanic Real Estate Professionals and the Contra Costa Council. Mr. Smith currently serves on the Board of
Directors of the Bay Area Council and is a member of the Financial Services Roundtable and the National
Association of Home Builders Roundtable. ’

JOANNE BERKOWITZ, 49, has been Executive Vice President—Chief Insurance Operations Officer of
The PMI Group, Inc. since November 2008. From January 2008 to November 2008, Ms. Berkowitz served as
Executive Vice President—Risk Management and Operations, and from October 2005 to January 2008, she
served as Executive Vice President—Chief Enterprise Risk Officer for The PMI Group, Inc. She served as Senior
Vice President—Chief Risk Officer for PMI Capital Corporation from January 2004 until October 2005.
Ms. Berkowitz joined the PMI Group in 1983, and prior to January 2004, held various risk management,
underwriting and marketing positions in the field and corporate headquarters both for U.S. mortgage insurance
operations and international and strategic investments with the Company.

ANDREW D. CAMERON, 44, has served The PMI Group, Inc. as Executive Vice President since August
2009, and as General Counsel and Secretary since July 2008. He served as Group Senior Vice President of The
PMI Group, Inc. from July 2008 to August 2009. Mr. Cameron joined The PMI Group, Inc. in June 1998 and
served as Senior Vice President and Deputy General Counsel from November 2006 to July 2008, and Vice
President and Assistant General Counsel from June 2003 to October 2006. Prior to joining The PMI Group, Inc.,
Mr. Cameron was Senior Counsel in the Enforcement Division of the U.S. Securities and Exchange Commission.

DAVID H. KATKOV, 54, has served The PMI Group, Inc. as Executive Vice President since August 2001
and as Chief Business Officer since November 2008. He has also served as President of PMI Mortgage Insurance
Co. (“PMI”) since June 2006. Mr. Katkov joined The PMI Group, Inc. in July 1992, and prior to August 2001, he
held a variety of executive management positions in Sales, Structured Transactions, Product Development and
Portfolio Management of PMI. Prior to joining The PMI Group, Inc., Mr. Katkov was a Vice President of US
Bank Corporation, Minneapolis, Minnesota.

DONALD P. LOFE, JR., 53, has been Executive Vice President of The PMI Group, Inc. since January
2003, Chief Financial Officer since April 2003, and Chief Administrative Officer since November 2008. Prior to
joining The PMI Group, Inc., Mr. Lofe was Senior Vice President, Corporate Finance for The CNA Financial
Corporation from October 1998 until January 2003. From October 1991 until October 1998, Mr. Lofe was the
partner-in-charge of the Northeast Ohio Insurance Practice, and the engagement partner for The Progressive
Corporation, with the accounting firm of PricewaterhouseCoopers LLP, where he was employed for
approximately 20 years. Mr. Lofe is a certified public accountant.

LLOYD A. PORTER, 49, has been Executive Vice President—Chief Risk Officer of The PMI Group, Inc.
since December 2008. Mr. Porter has also served as Executive Vice President and Managing Director,
International Mortgage Insurance of PMI Capital Corporation since August 2004. From February 1999 to August
2004, Mr. Porter served as Senior Vice President and Managing Director, International Markets of The PMI
Group, Inc. since February 1999. Mr. Porter joined The PMI Group, Inc. in 1983 and has held a variety of
positions relating to marketing, capital markets, strategy, and corporate development.
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PARTII
ITEM S. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
Common Stock
The PMI Group is listed on the New York Stock Exchange under the trading symbol “PML” As of
January 29, 2010, there were approximately 98 stockholders of record.

The following table shows the high, low and closing common stock prices by quarter from the New York
Stock Exchange Composite Listing for the years ended:

2009 2008
High Low Close High Low Close
Firstquarter ......................... $2.79 $0.26 $0.62 $13.46 $4.82 $5.82
Secondquarter ....................... $2.99 $0.60 $1.98 $ 6.53 $1.87 $1.95
Thirdquarter ........................ $4.96 $1.27 $4.25 $ 543 $1.20 $2.95
Fourthquarter ....................... $424 $1.81 $2.52 $ 3.36 $1.15 $1.95

Preferred Stock

Our Board of Directors is authorized to issue up to 5,000,000 shares of preferred stock of The PMI Group in
classes or series and to fix the designations, preferences, qualifications, limitations or restrictions of any class or
series with respect to the rate and nature of dividends, the price and terms and conditions on which shares may be
redeemed, the amount payable in the event of voluntary or involuntary liquidation, the terms and conditions for
conversion or exchange into any other class or series of the stock, voting rights, and other terms. We may issue,
without the approval of the holders of common stock, preferred stock that has voting, dividend or liquidation
rights superior to the common stock and which may adversely affect the rights of the holders of common stock.
As of December 31, 2009, there were no shares of preferred stock of The PMI Group outstanding.

Preferred Share Purchase Rights Plan

On January 13, 1998, we adopted a Preferred Share Purchase Rights Plan, or the Rights Plan, which expired
pursuant to its terms on January 25, 2009. On January 29, 2009, we terminated the Series A Junior Participating
Preferred Stock, which had been reserved in connection with the Rights Plan, and reduced the authorized number
of shares of such series to zero.

Payment of and Policy on Dividends

We have not declared a dividend on our common stock since 2008. We paid regular dividends on our
common stock of $0.0025 per share in each of the quarters in the period from July 1, 2008 through December 31,
2008; and $0.012S per share in each of the quarters in the period from January 1, 2008 through June 30, 2008.

We do not expect that our Board of Directors will declare a quarterly dividend for the foreseeable future.
The payment of future dividends is subject to the discretion of our Board of Directors, which will consider,
among other factors, our consolidated operating results, our overall financial condition and capital requirements,
as well as general business conditions. In addition, The PMI Group’s credit agreement places certain limitations
on our ability to pay dividends, including a per year cap of $0.01 per share, subject to an annual aggregate limit
of $5 million, and a prohibition from declaring any dividend at any time MIC is prohibited from writing new
mortgage insurance by any state in the U.S.
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Common Share Repurchases

We currently have approximately $100 million available under our $300 million common share repurchase
program, which was authorized by the Board of Directors in February 2007 and extended in July 2007. We did
not repurchase any common shares in 2008 and 2009 and do not intend to repurchase corhmon shares in 2010.

Securities Authorized for Issuance under Equity Compensation Plans

See Part 111, Item 12, below.

70



Performance Graph

The following Performance Graph and related information shall not be deemed “soliciting material” or
“filed” with the Securities and Exchange Commission, nor shall such information be incorporated by reference
into any future filing under the Securities Act of 1933 or Securities Exchange Act of 1934, each as amended,
except to the extent that The PMI Group specifically incorporates it by reference into such filing.

The Performance Graph below compares the cumulative total stockholder return for our common stock for
the last five fiscal years with that of the Standard & Poor’s 500 Index, the Russell 1000 Financial Services Index
and a mortgage insurance company index (“MI Index”). The MI Index consists of Radian Group, Inc. and MGIC
Investment Corporation. In 2009, we removed Triad Guaranty, Inc. (“Triad”) from the MI Index because Triad
ceased writing new mortgage insurance business and is no longer traded on a major exchange. The graph plots
the changes in value of an initial $100 investment over the indicated time periods, assuming all dividends are
reinvested quarterly. The total stockholder’s returns are not necessarily indicative of future returns.

Comparison of The PMI Group, Inc. and Benchmarks

Total Return* Index

140
120
100
80
60
40
20
0 ; : : ‘ :
2004 2005 2006 2007 2008 2009
il PMI @ Ml Index
— - A—- S&P 500 —-@ - - Russell 1000 FIN SVS
Total
Rate of
Total Return* Return**
12/31/04 12/31/05 12/31/06 12/31/07  12/31/08  12/31/09 12/31/09
PMI ... ... $100.00 $ 98.86 $114.07 $ 3237 $480 $ 621 (93.79%
MIIndex ..........coovviiinenn. $100.00 $102.22 $ 9662 $ 2881 $ 6.12 $ 1097 (89.03)%
S&P500 ... $100.00 $104.90 $121.43 $128.09 $80.77 $102.08 2.08%
Russell 1000 FINSVS ............ $100.00 $106.75 $126.63 $105.34 $51.62 $ 60.58 (39.42)%

*  Total Return = Capital Appreciation + Dividend Income for the period 12/31/04 — 12/31/09.
*%  Total Rate of Return = (Total Return — 100) / 100
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Financial Results for the Year Ended December 31, 2009

For the year ended December 31, 2009, we recorded a consolidated net loss of $659.3 million compared to a
consolidated net loss of $928.5 million for the year ended December 31, 2008. Our consolidated net loss in 2009
was driven by continued high losses and LAE in our U.S. Mortgage Insurance Operations and, to a lesser degree,
decreases in premiums earned and investment income. Our consolidated net loss in 2008 was driven by an
increase in U.S. Mortgage Insurance Operations’ losses and LAE, higher impairment losses in our U.S.
investment portfolio, and the impairment of our investments in FGIC and RAM Re, partially offset by gains
related to the change in the fair value of certain of our senior debt instruments.

Overview of Our Business

We provide residential mortgage insurance products designed to promote homeownership and strengthen
communities. Mortgage insurance protects lenders and investors from credit losses, helping to ensure that
mortgages are available to prospective homebuyers. We divide our business into three segments: U.S. Mortgage
Insurance Operations, International Operations and Corporate and Other.

» U.S. Mortgage Insurance Operations. The results of U.S. Mortgage Insurance Operations include PMI
Mortgage Insurance Co. (“MIC”) and its affiliated U.S. mortgage insurance and reinsurance companies
(collectively, “PMI”), and equity in (losses) earnings from PMI’s joint venture, CMG Mortgage
Insurance Company and its affiliated companies (collectively, “CMG MI”). U.S. Mortgage Insurance
Operations recorded a net loss of $655.9 million in 2009 and $709.5 million in 2008.

o [International Operations. Our International Operations segment includes the results of our European
and Canadian subsidiaries, “PMI Europe” and “PMI Canada,” neither of which is writing new business.
We completed the sales of our Australia and Asia subsidiaries in the fourth quarter of 2008 and their
results are reported as discontinued operations in our International Operations segment and in the
consolidated statement of operations for all periods presented. Our International segment generated
income from continuing operations of $17.7 million in 2009 and a loss from continuing operations of
$87.0 million in 2008.

«  Corporate and Other. Our Corporate and Other segment consists of corporate debt and expenses of
our holding company (“The PMI Group” or “TPG”), contract underwriting operations (which were
discontinued in April 2009), our investment in FGIC Corporation, our former investment in RAM Re
(which we sold in the fourth quarter of 2009), and equity in earnings or losses from investments in
certain limited partnerships. FGIC ceased writing new business in 2008. Our Corporate and Other
segment generated net losses from continuing operations of $15.8 million in 2009 and $90.6 million in
2008.

Conditions and Trends Affecting our Business

U.S. Mortgage Insurance Operations. The financial performance of our U.S. Mortgage Insurance
Operations segment is affected by a number of factors, including:

Capital Constraints, Initiatives and Requirements. High unemployment rates in the United States and
ongoing weakness in U.S. credit, capital, residential mortgage, and housing markets continue to
negatively affect our U.S. Mortgage Insurance Operations segment. As discussed below under Losses
and LAE, PMI continues to experience elevated losses, which we expect to continue in 2010.

These losses have reduced, and will continue to reduce, PMI’s net assets. In 2008, we submitted written
remediation plans to Fannie Mae and Freddie Mac (collectively, the “GSEs”) outlining, among other things, the
steps we are taking or plan to take to bolster MIC’s financial strength. To date, each of the GSEs has continued to
treat MIC as an eligible mortgage insurer. There can be no assurance that the GSEs will continue to treat MIC as
an eligible mortgage insurer.
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We believe that we will continue to incur and pay material losses. The ultimate amount of losses will
depend in part on general economic conditions and other factors, including the health of credit markets, home
price fluctuations and unemployment rates. In response to difficult economic and industry conditions and in order
to preserve capital, we made a number of changes to PMI’s underwriting guidelines and customer management
strategies in 2008 and 2009, all of which had the effect of limiting PMI’s new business writings in 2009. See
New Insurance Written (NIW) below.

Unless we raise substantial additional capital or achieve significant additional statutory capital relief in the
first quarter of 2010, MIC’s excess minimum policyholders’ position will decline and risk-to-capital ratio will
increase beyond levels necessary to meet regulatory capital adequacy requirements. In sixteen states, if a
mortgage insurer does not meet a required minimum policyholders’ position or exceeds a maximum permitted
risk-to-capital ratio (generally 25 to 1), it may be prohibited from writing new business until its risk-to-capital
ratio falls below the limit or its policybolders’ position meets the minimum, as applicable. In certain of those
states, the applicable regulations require a mortgage insurer to immediately cease writing new business if and so
long as it fails to meet the applicable capital adequacy requirements. In other states, the applicable regulator has
discretion as to whether the mortgage insurer may continue writing new business. In 2009, North Carolina,
Arizona and California adopted legislation giving the respective state’s insurance regulators such discretion.
Thirty-four other states do not have specific capital adequacy requirements for mortgage insurers.

MIC’s principal regulator is the Arizona Department of Insurance (the “Department”). On February 10,
2010, MIC received a letter from the Department waiving, until December 31, 2011, the requirement that MIC
maintain the Arizona required minimum policyholders’ position to write new business. The waiver may be
withdrawn by the Arizona Director of Insurance in her sole discretion at any time. Accordingly, there can be no
assurance as to the period during which the waiver will remain in effect. The waiver also imposes certain
requirements and restrictions on MIC, as discussed in Item 1(C). Business—Certain Regulatory and Other Issues
Facing PMI. 1f the Department were to withdraw the waiver and MIC fails to maintain Arizona’s minimum
policyholders’ position, we would likely be required to suspend writing new business in all states. Even with the
waiver from the Department, other states could require MIC to cease new business writings if we fail to maintain
the applicable capital adequacy requirements.

From time to time, we have discussed with certain state insurance regulators their financially hazardous
condition regulations generally applicable to licensed insurance companies and those states’ interpretive
positions that we are, or could be, in violation of their respective regulations. None of these states has taken any
action against MIC to date. If any of those states or other states having similar financially hazardous condition
regulations (which are most states) were to conclude that MIC was in a financially hazardous condition, MIC
may be required to cease writing new business in that state.

In the event that MIC is unable to continue to write new mortgage insurance in one or more states, we are
working on a plan to enable us to write new mortgage insurance in those states by PMI Mortgage Assurance Co.
(“PMAC”). PMAC is a subsidiary of MIC, and was formerly known as Commercial Loan Insurance Corporation.
PMAC is currently licensed to write insurance in all states except Connecticut, Michigan and New York. In
several other states, PMAC must revise the line of insurance business it is authorized to transact so that it may
begin writing residential mortgage guaranty insurance in those states. There is no guarantee that PMAC will be
able to obtain insurance licenses in Connecticut, Michigan or New York or revise its existing licenses in other
impacted states. In addition, before PMAC can begin writing new business Freddie Mac must approve PMAC as
an eligible mortgage insurer. On February 12, 2010, Fannie Mae approved PMAC as a direct issuer of mortgage
guaranty insurance. Fannie Mae’s approval terminates on the earlier of December 31, 2011 or the date that MIC
ceases to transact new business in all jurisdictions in which it is licensed. The approval is subject to a number of
detailed conditions. Among others, the approval contains limitations as to the jurisdictions, volume and types of
new business PMAC may write, and restricts MIC and PMAC from taking a variety of actions, subject to
enumerated exceptions, without Fannie Mae’s prior written consent, which is not to be unreasonably withheld,
including engaging in certain transactions with affiliates, paying dividends or making distributions or payments
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of indebtedness or transferring assets outside the ordinary course of business or in excess of specified levels.
Notwithstanding these restrictions, the agreement with Fannie Mae permits MIC to make dividend, interest and
principal payments in connection with the issuance of certain new debt or equity instruments up to specified
levels. PMAC is currently in negotiations with Freddie Mac about becoming an eligible insurer under Freddie
Mac’s criteria. See Part I, Item 1A. Risk Factors—Capital and Liquidity Constraints.

Losses and LAE. PMI’s losses and LAE were $1.7 billion in 2009 and $1.8 billion in 2008. In 2009, net
loss reserves increased by $368.4 million as a result of increases in PMI’s primary and modified pool
default inventories (discussed under Defaults below), and higher claim rates and claim sizes, partially
offset by reserve releases related to payment of claims and the restructuring of modified pool policies
(discussed under Modified Pool below). PMI’s losses and LAE will be negatively affected if notices of
default, claim rates and/or claim sizes increase. Changes, or lack of improvement, in economic
conditions, including the U.S. credit and capital markets, mortgage interest rates, job creation,
unemployment rates and home prices, could significantly impact our reserve estimates and, therefore,
PMI’s losses and LAE. See Part I, Item 1A. Risk Factors—We establish loss reserves with respect to our
mortgage insurance policies only upon loan defaults; accordingly, our loss reserve estimates are not
intended to be an estimate of future losses. In 2009, claim and LAE payments were $1.4 billion compared
to $814.0 million in 2008. We expect continued elevated levels of claim and LAE payments during 2010.

Defaults. PMI's primary default inventory increased to 150,925 as of December 31, 2009 from
109,580 as of December 31, 2008. PMI’s primary default rate increased to 21.4% as of December 31,
2009 from 14.1% as of December 31, 2008. PMI's modified pool default inventory decreased to 46,024
as of December 31, 2009 from 46,600 as of December 31, 2008. PMI’s modified pool default rate
increased to 25.8% as of December 31, 2009 from 17.6% as of December 31, 2008. The increase in the
primary default rate is due primarily to the combined effect of a higher default inventory and fewer
policies in force. The increase in modified pool default rate is due primarily to a decrease in the number
of policies in force. We expect PMI's primary and modified pool default inventory and default rates to
remain at elevated levels through 2010. We believe that delinquencies from our 2005, 2006 and 2007
primary book years have peaked. With the peaking of these book years, the number of new notices of
default are expected to decline in 2010. The increases in PMI’s default inventories and default rates in
2009 were driven by a number of factors including:

Declining Home Prices and Rising Unemployment—Rising unemployment has made it
significantly more difficult for many borrowers to remain current on their mortgage payments,
while declining home prices have reduced the opportunities for borrowers to refinance their

mortgages or sell their homes. These factors are negatively affecting PMI's default inventories
and default rates.

Decline in Cure Rate—The percentage of defaults that cure has declined primarily due to rising
unemployment, diminished refinancing opportunities and implementation of the U.S. Treasury’s
Home Affordable Modification Program (“HAMP”). Typically, with a traditional loan
modification, a loan default is cured within a relatively short time period after the modification is
approved. For loans approved for HAMP modifications, however, borrowers are subject to 90 to
150 days trial periods, during which borrowers must adhere to their trial modification plans in
order to complete the modification process. Certain loans in PMI’s default inventory have entered
the HAMP trial period. We do not remove from PMI’s inventory a loan subject to a HAMP trial
modification period unless and until the trial period is completed, all required documents have
been received, the loan modification is closed, and the default is officially cured. The decline in
PMF’s cure rate has been partially offset by loss mitigation efforts unrelated to HAMP and by
increased rescissions of insurance written in prior periods.

Alt-A Loans—We define Alt-A loans as loans where the borrower’s FICO score is 620 or higher
and the borrower requests and is given the option of providing reduced documentation verifying
the borrower’s income, assets, deposit information or employment. We eliminated Alt-A loan
eligibility in 2008 through the implementation of tighter underwriting guidelines. Due primarily to
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commitments issued prior to our elimination of Alt-A loan eligibility, we had an immaterial
amount of new insurance written (“NIW”) on Alt-A loans in 2009, compared to 5.3% of NIW in
2008. Risk in force from Alt-A loans represented 17.0% of PMI’s primary risk in force as of
December 31, 2009 compared to 18.8% as of December 31, 2008. The primary default rate for
Alt-A loans was 43.9% as of December 31, 2009 compared to 30.6% as of December 31, 2008.
The modified pool default rate for Alt-A loans was 30.8% as of December 31, 2009 compared to
19.4% as of December 31, 2008.

Above-97s—PMI has experienced higher than expected levels of delinquent mortgages with
loan-to-value ratios (“LTVs”) exceeding 97%, which we refer to as “Above 97s”, in its flow and
structured channels. Prior to 2009, we stopped insuring Above-97s, and, as a result, none of our
total primary NIW for 2009 consisted of Above-97s, compared to 4.8% in 2008. As of February 1,
2009, we stopped insuring loans with LTVs exceeding 95%. As of December 31, 2009, risk in
force from Above-97s in all book years represented 20.4% of PMI’s primary risk in force
compared to 21.5% as of December 31, 2008. As of December 31, 2009, of the 20.4% of PMI’s
primary risk in force consisting of Above-97s, approximately half was from our 2007 book year.
The default rate for Above-97s in PMI’s primary portfolio was 28.7% as of December 31, 2009
compared to 18.3% as of December 31, 2008.

Interest Only Loans—Interest only loans, also known as deferred amortization loans, have more
exposure to declining home prices than traditional loans, in part because principal is not reduced
during an initial deferral period. Due to the tightening of underwriting guidelines and because
interest only loan originations have substantially declined in the market, new insurance written in
2009 was not material for interest only loans, compared to 5.2% in 2008. Risk in force from
interest only loans represented 10.9% of PMI’s primary risk in force as of December 31, 2009
compared to 11.8% as of December 31, 2008. The default rate for interest only loans was 43.8%
as of December 31, 2009 compared to 28.6% as of December 31, 2008.

The above categories (or risk characteristics) are not mutually exclusive, and PMI’s portfolio may
contain loars having one or more of such characteristics. We expect the percentage of the above
categories of loans in our portfolio to continue to decline in 2010 as a result of our underwriting
guideline changes and the corresponding composition of NIW.

Geographic Factors—Declining home prices and weak economic conditions, particularly in
California, Florida, Illinois, New Jersey and Georgia, have negatively affected the development of
PMI’s portfolio. PMI’s default rates in California and Florida continue to exceed PMTI’s average
default rate. The default rate from California was 36.7% as of December 31, 2009 compared to
24.7% and 10.9% as of December 31, 2008 and 2007, respectively. The default rate from Florida
was 41.1% as of December 31, 2009 compared to 27.8% and 10.6% as of December 31, 2008 and
2007, respectively. As of December 31, 2009, risk in force from Florida and California insured
loans represented 10.1% and 7.7% of PMI’s primary risk in force, respectively. See
Ttem 1(D)(7)—Defaults and Claims for further discussion on primary default rates by region. For
certain geographic areas (principally metropolitan statistical areas (MSAs)) that are designated as
distressed, PMI caps the maximum insured loan-to-value ratio and/or prescribes additional
limiting criteria and underwriting guidelines. PMI assesses MSAs on a regular basis.

Modified Pool. Prior to 2008, PMI wrote modified pool policies on pools of loans which feature
aggregate stop-losses and per loan coverage liability caps. In some cases, the modified pool policies also
include aggregate deductibles which must be reached before PMI would become liable to pay claims.
PMI’s modified pool risk in force (net of risk for which reserves have been established) was $0.8 billion
as of December 31, 2009 and $2.0 billion as of December 31, 2008. The $1.2 billion reduction in PMI's
modified pool risk in force in 2009 was primarily the result of $552.1 million additional modified pool
loss reserves in 2009. The additions in the modified pool loss reserves in 2009 were driven by higher
levels of defaults, higher claim sizes and larger claim rates, and relate primarily to our deductible
modified pool portfolio, which includes higher concentrations of Alt-A loans and loans originated in
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California and Florida. Our California -and Florida portfolios are exhibiting higher than average claim
rates and sizes. Offsetting these reserve increases were $561.8 million of modified pool reserve releases
in 2009 due to the acceleration of claim payments described below.

The existence of stop-loss protection for PMI’s modified pool exposure results in a maximum loss amount
equal to PMI's modified pool risk-in-force. The existence of stop-loss protection and the significant
reserves we have recorded and expect to record provides PMI with opportunities to work with its insured
customers to restructure the risk on certain modified pool policies by negotiating early, discounted claim
payments. This may particularly be the case when both parties agree on the likely amount of the ultimate
contract losses and where the counterparty, rather than waiting to receive future expected claim payments,
prefers to receive an acceleration of claim payments, although at a discount of the expected future claim
payments for the particular pool. When we restructure our modified pool contracts at a discount to the
level of our associated recorded reserves, we realize a capital benefit on both a statutory and GAAP basis.

In connection with the restructurings we completed in 2009, PMI paid the counterparties aggregate
accelerated discounted claim payments of approximately $498 million (subject to certain adjustments).
The positive impact that these restructurings had on our loss reserves for 2009 resulted in an estimated
aggregate statutory capital benefit to PMI of approximately $130 million.

Due to increases in delinquencies, average loan amounts, claim sizes, claim rates and severity, as of
December 31, 2009, we established significant loss reserves with respect to modified pool with
deductibles and expect to record additional losses up to the maximum loss amounts on our modified
pool with deductibles exposure for the 2005, 2006 and 2007 book years, which is approximately $192
million. We believe the risk associated with book year 2004 and earlier of $103 million for modified
pool with deductibles will not result in future losses of significance. We do not expect losses on our
modified pool without deductibles exposure for all book years to reach our maximum loss limits.

Rescission Activity. PMI routinely investigates early payment default loans (loans that default prior to
the thirteenth payment), or EPDs, and also investigates certain other non-EPD loans for
misrepresentations, negligent underwriting and eligibility for coverage. Based upon PMTI’s recent
investigations, industry data and other data, we believe that there were significantly higher levels of
mortgage origination fraud and decreases in the quality of mortgage origination underwriting primarily
in 2006 and 2007. As a result, PMI is reviewing and investigating a larger volume of insured loans and
the number of loans on which coverage has been rescinded by PMI increased in 2008 and 2009. In part
because we believe that new EPDs have peaked and our standing inventory of EPDs is approaching its
peak, we currently expect new rescission levels to remain high and then to begin declining modestly
toward the end of 2010. ’

When PMI rescinds insurance coverage with respect to an investigated loan, we notify the insured of the
rescission, refund all premiums associated with the insured loan, and remove the rescinded loan from
our calculation of PMI’s risk in force and insurance in force. In addition, if the rescinded loan was
delinquent, we cease to include that loan in our default inventory and, therefore, do not incorporate that
Joan into our loss reserve estimates. Accordingly, past rescission activity has materially reduced our loss
reserve estimates. In arriving at our loss reserve estimates, we also consider the effect of projected
future rescission activity with respect to the current inventory of delinquent insured loans. As we expect
rescission activity to remain at current levels in 2010, projected future rescission activity is also
materially reducing our current loss reserve estimates. To the extent that we are required to reverse
rescissions beyond current levels or future rescission activity is lower than projected, we would be
required to increase loss reserves in future periods. The table below shows the aggregate risk in force of
delinquent loans (including primary and pool) rescinded by PMI in each quarter in 2008 and 2009:

Q42009 Q32009 Q22009 Q12009 Q42008 Q32008 Q22008 Q12008
(Dollars in millions)

Delinquent risk in force rescinded per
QUATTET . o v e $123.6 $148.4 $170.3 $200.6 $187.6 $240.8 $95.1 $34.6
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Upon receiving PMI’s notice of rescission with respect to an insured loan, the insured may seek
additional information as to the bases of our rescission and/or disagree with our decision to rescind
coverage. As a result of the increase in rescission activity, we experienced an increase in the number of
such disagreements in 2009. We expect this trend to continue in 2010. If we are unsuccessful in
defending our rescission decisions beyond expected levels, we may need to re-establish loss reserves
for, and would need to reassume risk on, such rescinded loans. See Part I, Item 3. Legal Proceedings and
Item 1A. Risk Factors—We establish loss reserves with respect to our mortgage insurance policies only
upon loan defaults; accordingly, our loss reserve estimates are not intended to be an estimate of our
future losses, and We are subject 1o heightened litigation risk related to the increase in rescissions.

In some cases, our servicing customers do not produce documents necessary to perfect the claim. Most
often, this is the result of the servicer’s inability to provide the loan origination file for our review. If,
after repeated requests by PMI, the loan file is not produced, the claim will be denied. Levels of claim
denials increased in 2008 and 2009 and we expect them to decline modestly in 2010. See Part I,
Item 1A. Risk Factors—We establish loss reserves with respect to our mortgage insurance policies only
upon loan defaults; accordingly, our loss reserve estimates are not intended to be an estimate of our
future losses. The table below shows the risk in force of claims denials (including primary and pool) in
each quarter in 2008 and 2009:

Q42009 Q32009 Q22009 Q12009 Q42008 Q32008 Q22008 Q12008
(Dollars in millions)

Claims denials per quarter— _
delinquent risk in force .......... $93.4 $80.1 $184.8 $63.6 $51.7 $17.7 $12.8 $8.4

New Insurance Written (NIW). PMI’s primary NIW decreased by 60.3% in 2009 compared to 2008.
The decrease in PMI's primary flow NIW in 2009 compared to 2008 was principally due to PMI's
capital preservation initiatives as well as changes to PMI’s pricing and underwriting guidelines that
reduce the types of loans that PMI would insure. PMI's reduced levels of NIW are significantly
reducing its premiums written and earned and our consolidated revenues. We are undertaking efforts to
maintain or slightly increase insurance writings in 2010 as compared to 2009 levels. However, we
expect a variety of factors to continue to impact our new business writings in 2010. Such factors
include, among others, mortgage and private mortgage insurance market conditions, PMI’s underwriting
guidelines, which limit the type of new business that PMI is willing to write, and customer management
strategies adopted in 2009 that have impacted PMI’s competitive position in some markets.

Policy Cancellations and Persistency. PMI’s persistency rate, which is based upon the percentage of
primary insurance in force at the beginning of a 12-month period that remains in force at the end of that
period, was 84.3% as of December 31, 2009 and 82.2% as of December 31, 2008. The increase in PMI’s
persistency rate reflects home price declines and to a lesser extent lower levels of residential mortgage
refinance activity in the insured market. To the extent that home prices continue to decline or experience
low appreciation rates, we expect that PMI’s persistency rate will likely remain high and therefore limit
the rate at which PMTI’s risk in force runs off over the next few years. Because PMI must maintain
sufficient capital to satisfy regulatory risk-to-capital metrics, higher persistency rates could constrain
PMTI’s capital position and limit its ability to write new business.

Other-than-Temporary Impairment of Investments. During 2009, we recorded a realized loss of $11.1
million primarily related to impairments of preferred securities held in our U.S. investment portfolio.
We may have additional impairments for preferred or other securities if they meet the criteria for other-
than-temporary impairment, which would negatively affect our capital and have an adverse effect on our
results of operations and financial condition.
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International Operations. Factors affecting the financial performance of our International Operations
segment include:

PMI Europe. PMI Europe recorded net income of $19.8 million in 2009 compared to a net loss of
$80.3 million in 2008. The net income for 2009 was primarily due to gains of approximately $31.6
million related to credit default swaps, which are not likely to continue at those levels in 2010. The net
loss for 2008 was primarily driven by increased loss provisions related to the deteriorating performance
of certain U.S. sub-prime exposures on which PMI Europe provided reinsurance coverage. As of
December 31, 2009, PMI Europe’s total exposure from its reinsurance of U.S. subprime risk was $121.0
million which could experience adverse development in the future. Total reserves associated with this
portfolio were $17.5 million as of December 31, 2009. If the performance of these exposures
deteriorates, PMI Europe will experience increased losses and increases to its loss reserves. PMI Europe
is not currently writing new business.

As a result of rating agency actions and other contractual requirements, counterparties have required
PMI Europe to post collateral of $33.8 million on certain transactions as of December 31, 2009. As a
result of development in the performance of the underlying risk referenced in such transactions, PMI
Europe may be required to post additional collateral. Any further downgrades will have no impact on
the required collateral, as the current ratings are below all the ratings related triggers.

PMI Canada, PMI Canada recorded a net loss of $2.1 million compared to a net loss of $6.8 million in
2008. We are in the process of closing our operations in Canada. To fully close our operations in
Canada, we must remove PMI Canada’s risk in force and obtain regulatory approvals.

Discontinued Operations of PMI Australia and PMI Asia. In the fourth quarter of 2008, we sold PMI
Australia and PMI Asia and reclassified them as discontinued operations for the year ended
December 31, 2008. In the third quarter of 2009, coinciding with the filing of our 2008 tax return, we
recorded an additional tax expense of $6.6 million for PMI Australia, due to a refinement of foreign tax
credits related to the sale of PMI Australia. In the third quarter of 2009, we recorded a tax benefit of
$1.3 million for PMI Asia. The adjustment also related to finalization of tax calculations related to PMI
Asia.

As a result of the changes in our International Operations described above, our International Operations will
generate a substantially smaller portion of our revenues in 2010 and thereafter, other than the revenues from the
consideration due on the QBE Note in 2011. See Liquidity and Capital Resources—The QBE Note.

Corporate and Other. Factors affecting the financial performance of our Corporate and Other segment

include:

Fair Value Measurement of Financial Instruments. Effective January 1, 2008, we adopted the fair
value option for certain of our corporate debt outlined in Topic 825. Topic 825 allows an entity the
irrevocable option to elect fair value for the initial and subsequent measurement of certain financial
assets and liabilities on a contract-by-contract basis. As a result, in 2008, our net losses were partially
offset by gains (representing a decline in fair value) of $123.6 million related to the subsequent
measurement of fair value for these debt instruments. In 2009, we also experienced net gains
(representing a decline in fair value) of $16.5 million, due largely to the widening of credit spreads in
the period. (See Item 8, Note 10. Fair Value Disclosures.)

Share-Based Compensation. During 2009, we incurred pre-tax share-based compensation expenses of
$4.1 million compared to $10.1 million in 2008. The decrease in share-based compensation expense was
primarily due to decreases in the fair value of share-based compensation granted in 2009 and a lower
number of share grants.

Holding Company Liquidity. Our holding company’s principal sources of liquidity include dividends
from its insurance subsidiaries, expected tax receivables from PMI, income from its investment
portfolio and funds drawn from our revolving credit facility and cash and investments held at the
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holding company. MIC did not pay dividends to The PMI Group in 2009, and we do not expect that
MIC will be able to pay dividends in 2010. Our holding company’s available funds, consisting of cash
and cash equivalents and investments, were $61.5 million at December 31, 2009. Our holding company
has $125 million outstanding under its $125 million revolving credit facility. For a discussion of the
status of The PMI Group’s revolving credit facility, please see Liquidity and Capital Resources—Credit
Facility.

Deferred Tax Assets. As of December 31, 2009, we have a tax valuation allowance of $248.3 million
against a $423.9 million deferred tax asset, for a net deferred tax asset of $175.6 million. Due to
cumulative operating losses over the last three years and the continued economic downturn making
future taxable income uncertain, we may be required to record an additional valuation allowance against
the remaining tax asset or future tax asset if we are unable to substantiate that those net tax assets will
more likely than not be utilized. Further, in the event of an “ownership change” for federal income tax
purposes under Internal Revenue Code Section 382, we may be restricted annually in its ability to use its
deferred tax assets. See Part I, Item 1A. Risk Factors—We may not be able to realize all of our deferred
tax assets and may be required to record a full or partial valuation allowance against our net deferred
tax assets.

FGIC and RAM Re. We impaired our investments in FGIC and RAM Re in 2008 and reduced the
carrying values of those investments to zero. We sold our investment in RAM Re in the fourth quarter of
2009. To the extent that the carrying value of our investment in FGIC remains zero, no equity in losses
relating to FGIC will be recorded. We are under no obligation, nor do we intend, to provide additional
capital to FGIC.

Discontinued Operations of PMI Guaranty. PMI Guaranty completed its runoff activities in 2008.
Accordingly, we reported the results of operations of PMI Guaranty as discontinued operations in the
Corporate and Other segment and in the consolidated statement of operations for all periods presented
through 2008.

Additional Items Affecting this Segment. Our Corporate and Other segment includes net investment
income from our holding company, expenses related to corporate overhead, including compensation
expense not included in our other operating segments, and interest expense.
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RESULTS OF OPERATIONS
Consolidated Results

The following table presents our consolidated financial results:

Percentage
Change
2009 2008
VS. VS.
2009 2008 2007 2008 2007
(Dollars in millions, except
per share data)
REVENUES: . .
Premiums €arned . ....o.oeevneirnaaernaennns $ 7168 $ 7862 $§ 8154 8.8Y% (3.6)%
Net investment iNCOME . ..o vvvvvnrenevnaeesses 119.2 138.7 132.6 (14.1)%  4.6%
Net realized investment gains (losses) ........... 375 (139.5) (24.6) (126.5% —
Change in fair value of certain debt instruments . .. 16.5 123.6 — (86.7)% 100.0%
Other income (1088) + ..ot vveerunennecennns 33.9 (1.2) 0.2) — —
Total TEVENUES . . . oo ovveevaeveee s 923.9 907.8 923.2 1.8% 1.7)%
LOSSES AND EXPENSES: .
Losses and loss adjustment expenses . ........... 1,756.8 1,899.3 . 1,122.9 (1.5% 69.1%
Amortization of deferred policy acquisition : .
COSES o v v e e e e et 17.8 18.3 87.7 2N% (19.1)%
Other underwriting and operating expenses . .. .... 155.2 218.6 192.9 29.00% 13.3%
INEErESt EXPENSE . oo ooevvvce e v ennee s ans 43.0 41.0 - 334 49% 22.8%
Total losses and expenses . ............... 1,972.8 2,177.2 1,436.9 9.4)% 51.5%
Loss before equity in losses from unconsolidated .
subsidiaries and iNCOME tAXES ... .vveevvnerrren- (1,048.9) (1,269.4) (513.7y  (174)% 147.1%
Equity in losses from unconsolidated subsidiaries . .. ... (12.0) (51.8) (741.5) . (76.8)% (93.0)%
Loss from continuing operations before taxes ......... (1,060.9) (1,321.2) (1,255.2) (19.7)% 5.3%
Income tax benefit from continuing operations ........ (406.9) (434.0) (246.5) 6.2)% 76.1%
Loss from continuing operations . ................. $ (654.0) $ (887.2) (1,008.7) (26.3)% (12.0)%
(Loss) income from discontinued operations, net of
T S R (5.3) 41.3) 934 (87.2)% (144.2)%
NELLOSS © v oo voe e cen e cimaa e $ (659.3) $ (9285) $ 9153) (29.00% 14%

Diluted loss from continuing operations per share . .. $ (7.94) $ (10.90) $ 11.92) (27.2)% (8.6)%

Diluted (loss) income from discontinued operations
pershare ...............oeieiiiiiaenn 0.07) (0.50) 1.11 (86.0)% (145.0)%

Diluted net loss pershare ...............c.ooeees $ (8.01) $ (11.40) $ (10.81) 29.7)% 5.5%

For the year ended December 31, 2009, we recorded a consolidated net loss of $659.3 million compared to a
consolidated net loss of $928.5 million for the year ended December 31, 2008. Our consolidated net loss in 2009
was driven by continued high losses and LAE in our U.S. Mortgage Insurance Operations and, to a lesser degree,
decreases in premiums earned and investment income. Our consolidated net loss in 2008 was driven by an
increase in U.S. Mortgage Insurance Operations’ losses and LAE, higher impairment losses in our U.S.
investment portfolio, and the impairment of our investments in FGIC and RAM Re, partially offset by gains
related to the change in the fair value of certain of our senior debt instruments.

The decrease in premiums earned in 2009 compared to 2008 was driven by U.S. Mortgage Insurance
Operations’ decline in insurance in force due in part to lower NIW and higher Jevels of rescissions of insurance
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previously written (which generate premium refunds). This decrease in premiums earned was partially offset by
higher persistency in 2009 compared to 2008. The decrease in premiums earned in 2008 compared to 2007 was
driven by lower premiums earned in our U.S. Mortgage Insurance Operations segment, which was primarily due
to decline in insurance in force due in part to lower NIW and higher levels of rescissions of insurance previously
written (which generate premium refunds), partially offset by higher persistency in 2008 compared to 2007.

The decrease in net investment income in 2009 compared to 2008 was primarily due to a.decrease in our
pre-tax book yield. Our consolidated pre-tax book yield was 3.41%, 3.46% and 5.07% as of December 31, 2009,
2008 and 2007, respectively. This decrease in our consolidated pre-tax book yield was primarily due to a higher
concentration of cash and cash equivalents in our. investment portfolio to maintain liquidity, which yields
significantly lower investment income. The increase in net investment income in 2008 compared to 2007 was
primarily due to the growth of PMD’s investment portfolio. The increase in our investment portfolio was partially
offset by a decrease in our pre-tax book yield.

The net realized investment gains of $37.5 million in 2009 were driven primarily by sales of municipal
bonds, offset by other-than-temporary impairments of certain preferred stocks in our U.S. portfolio and net losses
resulting from sales of fixed income securities in our European portfolio. The net realized investment loss in
2008 of $139.2 million was primarily due to impairments of preferred securities in our investment portfolio of
$96.5 million, impairments of our investment in FGIC of $88.0 million and impairment of our investment in
RAM Re of $2.9 million, partially offset by gains on the sale of common stock in PMI’s investment portfolio.
The net realized investment loss in 2007 was driven by the other-than-temporary impairment of our investment in
RAM Re of $38.5 million, partially offset by a $12.7. million settlement gain related to the favorable resolution of
certain indemnification obligations associated with the sale of our investment in an unconsolidated subsidiary.

The change in fair value of certain debt instruments in 2009 and 2008 resulted from our adoption of the fair
value option outlined in Topic 825, effective January 1, 2008. Credit spread fluctuations were the primary driver
of changes in fair value of our debt ini- 2009. In 2009, we experienced net gains (representing a decline in fair
value) of $16.5 million, due largely to the widening of credit spreads in the period. The changes in fair value of
$123.6 million in 2008 were primarily due to changes in interest rates and credit spreads associated with our
senior debt.

The increase in other income in 2009 compared to 2008 was due primarily to an increase in net gains on
credit default swaps in Europe.

Losses and LAE in 2009 decreased compared to 2008 primarily as a result of lower levels of loss reserve
increases in 2009. In 2009, we increased net loss reserves by $368.4 million. This increase primarily reflected
PMI’s higher default inventories, and higher average claim rates and claim sizes in PMI’s modified pool
insurance portfolio, partially offset by modified pool restructurings (including commutations), rescission of
insurance written in prior periods and loss mitigation activities. The increase in our losses and LAE in 2008
compared to 2007 was primarily driven by U.S. Mortgage Insurance Operations’ and PMI Europe’s increased
loss reserves of $1.1 billion due to higher levels of delinquencies and higher estimated claim rates.

The decrease in amortization of deferred policy acquisition costs in 2009 compared to 2008 was primarily
due to an increase in the period over which we amortize deferred policy acquisition costs in our U.S. Mortgage
Insurance Operations, due to higher persistency levels. PMI’s deferred policy acquisition cost asset increased to
$41.3 million at December 31, 2009 from $32.3 million at December 31, 2008. The decrease in amortization of
deferred policy acquisition costs in 2008 compared to 2007 was primarily due to our $33.6 million impairment in
2007 of PMI’s deferred policy acquisition costs associated with PMI’s 2007 book year.

The decrease in other underwriting and operating expenses in 2009 compared to 2008 was primarily due to a
reduction of expenses in response to the rationalization of our workforce associated with refocusing on our uU.S.
Mortgage Insurance Operations. The increase in other underwriting and operating expenses in 2008 compared to
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2007 was primarily due to severance costs associated with our Voluntary Early Retirement Program and
involuntary terminations and disposal costs as well as certain software impairment charges.

As a result of our initial draw down of $200 million on our line of credit in the second quarter of 2008 and
subsequent repayment of $75 million in 2009, we paid higher interest and fees in 2009 than in 2008. Interest
expense increased in 2008 compared to 2007 due to our initial draw down of $200 million on our line of credit in
the second quarter of 2008, which resulted in higher interest and fees in 2008.

Due to our impairment of our FGIC and RAM Re investments in 2008, we did not recognize any equity in
earnings (losses) from FGIC in 2008 and 2009 or RAM Re in 2009. The equity in losses in 2008 for RAM Re
was $57.7 million, primarily due to RAM Re’s results of operations driven by increases in loss reserves. The
equity in losses in 2007 was primarily due to equity in losses from FGIC as a result of net unrealized
mark-to-market losses predominantly related to CDS derivative contracts and loss reserve increases.

The effective tax rates for continuing operations were 38.4% for 2009, 32.8% for 2008 and 19.6% for 2007,
compared to the federal statutory rate of 35.0%. As we reported a net loss for the year ended December 31, 2009,
municipal bond investment income and income from certain international operations, which have lower effective
tax rates, increased our 2009 effective tax rates above the federal statutory rate. In addition, adjustments made
when filing our 2008 tax return further increased the effective tax rate in 2009. The effective tax rate for the year
ended December 31, 2008 was lower than the federal statutory rate due primarily to the impairment of FGIC
which resulted in a tax charge that lowered the effective tax rate. The change in our effective tax rate in 2008 was
primarily due to losses in our U.S. Mortgage Insurance Operations and Corporate and Other segments and the
effects of tax exempt income as a proportion of net losses.

Losses from discontinued operations for 2009 include adjustments to PMI Australia and PMI Asia primarily
due to being able to utilize additional foreign tax credits when we prepared our 2008 annual tax return. (Loss)
income from discontinued operations for 2008 and earlier includes the financial results of PMI Australia, PMI
Asia and PMI Guaranty.

Segment Results

The following table presents consolidated net loss for each of our segments:

Percentage Change
2009 2008
VS. VvS.
2009 2008 2007 2008 2007
(Dollars in millions)
U.S. Mortgage Insurance Operations . ................. $(655.9) $(709.5) $ (190.8) 7.6)% —
International Operations .................cooiioinnn. 17.7 (87.0) (35.3) (120.3)% 146.5%
Corporate and Other .......... . ... iiiiiiinen (15.8) - (90.6) (782.6) (82.6)% (88.4)%
Loss from continuing operations®* ................... $(654.0) $(887.2) $(1,008.7) (26.3)% (12.00%
International Operations ................cooviinaennn (5.3) (172 90.3 (69.2)% (119.0)%
Corporate and Other . ............ccoviiiiiiiinnn.. — (24.1) 3.1 (100.0)% —
(Loss) income from discontinued operations* ......... $ (53) $413) $ 934 87.2)% (144.2)%
NetlOSS® .o\ttt e $(659.3) $(928.5) $ (915.3) (29.0)% 1.4%

* May not total due to rounding
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U.S. Mortgage Insurance Operations

The results of our U.S. Mortgage Insurance Operations include the operating results of PMI. CMG MI is
accounted for under the equity method of accounting and its results are recorded as equity in (losses) earnings
from unconsolidated subsidiaries. U.S. Mortgage Insurance Operations’ results are summarized in the table
below.

Percentage
Change
2009 2008
VS. VS.
2009 2008 2007 2008 2007
(Dollars in millions)
Net premiums written ............ ... oo $ 6854 $ 750.6 $ 799.7 8.N% (6.1)%
Premiumsearned ...... ...ttt $ 7059 $ 7722 $ 8009 8.6)% (3.6)%
Net investment inCome .. ...........c.ocuuvuniun.nn. 110.7 115.2 110.4 (3.9% 4.3%
Net realized investment gains (losses) ................ 40.2 (47.6) 46 (184.5% —
Otherincome (I0SS) . ... ovvit i, 0.0 0.4) 0.1 — —
Total TEVENUES .. ..ottt it i it 856.8 8394 916.0 21% (8.4)%
Lossesand LAE ........ ...t iininenennnnn. 1,740.7 1,835.7 1,096.1 5.2)% 67.5%
Underwriting and operating expenses . ................ 143.3 139.1 179.9 3.0% (22.7)%
Total losses and expenses ...................... 1,884.0 1,974.8 1,276.0 4.60)% 54.8%
Loss before equity in (losses) earnings from
unconsolidated subsidiaries and income taxes ........ (1,027.2) (1,1354) (360.0) 9.5% —
Equity in (losses) earnings from unconsolidated
SUbSIdIATIES ...t ieeeeee (11.5) 6.5 17.1 — (62.0)%
Loss before income taxes ...................... ..., (1,038.7) (1,128.9) (342.9) 8.0)% —
Incometaxbenefit . ........ ... ... it (382.8) 419.4) (152.1) 8.7% 175.7%
Netloss ..ot i e $ (655.9) $ (709.5) $ (190.8) 7.6)% —

Premiums written and earned—PMTI’s net premiums written refers to the amount of premiums recorded
based on effective coverage during a given period, net of refunds and premiums ceded primarily under captive
reinsurance agreements. Under captive reinsurance agreements, PMI transfers portions of its risk written on loans
originated by certain lender-customers to captive reinsurance companies affiliated with such lender-customers. In
return, portions of PMI’s gross premiums written are ceded to those captive reinsurance companies.

PMI’s premiums earned refers to the amount of net premiums written, net of changes in unearned
premiums. The components of PMI’s net premiums written and premiums earned are as follows:

Percentage
__Change
2009 2008
VS. VS.
2009 2008 2007 @_8_ 2007
(Dollars in millions)
Gross premiums Written .. .............eeeenriurrnaannas $919.5 $1,007.8 $1,001.4 (8.8)% 0.6%
Ceded and refunded premiums, net of assumed .............. (234.1) (2572) (201.7) (9.0)0% 27.5%
Net premiums WIItlen ... .........covviuiirurnneeiinnn.. $6854 $ 7506 $ 7997 (8.71% (6.1)%
Premiums earned . ... ..ovtinteiie i $7059 $ 7722 $ 8009 (8.6)% (3.6)%

The decrease in gross premiums written and premiums earned in 2009 compared to 2008 was primarily due
to declines in insurance in force and to a lesser extent lower NIW in 2009. The increase in gross premiums
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written in 2008 compared to 2007 was primarily due to higher insurance in force in 2008 compared to 2007. The
decrease in ceded premiums in 2009 compared to 2008 was primarily due to XOL captives placed in runoff
effective January 1, 2009 (as discussed below). The increase in ceded premiums in 2008 compared to 2007 was
primarily due to a higher level of rescissions. The decrease in premiums earned in 2008 compared to 2007 was
primarily due to higher levels of rescissions and refunded premiums.

As of December 31, 2009, 46.9% of PMI's primary risk in force was subject to captive reinsurance
agreements compared to 49.5% as of December 31, 2008. In 2009, PMI ceased seeking reinsurance under
excess-of-loss (“XOL”) reinsurance agreements on new business with lender affiliated captive reinsurers. As a
result in-force XOL contracts were placed into runoff and will mature pursuant to the existing terms and
conditions. PMI will continue to cede premiums to the captive reinsurers in runoff but these cessions are
expected to decrease over time as the number of loans in our portfolio subject to captive reinsurance
arrangements decrease.

Net investment income—Net investment income decreased in 2009, primarily due to a decline in PMI’s
average pre-tax book yield offset by an increase in average holdings of fixed income securities and cash and cash
equivalents. The average pre-tax book yield in 2009 was lower than 2008 primarily due to a higher allocation of
cash and cash equivalent investments and a lower allocation of preferred stocks. Net investment income
increased in 2008 compared to 2007 primarily due to increased average holdings of fixed income securities and
cash and cash equivalents in PMI’s investment portfolio in 2008 compared to 2007, partially offset by a decrease
in average pre-tax book yield.

Net realized investment gains (losses)—The net realized investment gains in 2009 were driven primarily by
sales of municipal bonds partially offset by our other-than-temporary impairment of certain preferred stocks. The
net realized investment loss in 2008 was primarily due to an impairment of preferred securities in our investment
portfolio of $96.5 million, partially offset by gains on the sale of common stock in PMI’s investment portfolio.

Losses and LAE—PMTI’s losses and LAE represents claims paid, certain expenses related to default
notification, loss mitigation and claim processing and changes to loss reserves during the applicable period.
Because losses and LAE includes changes to loss reserves, it reflects our best estimate of PMI’s future claim
payments and costs to process claims relating only to PMI’s current inventory of loans in default. Claims paid
including LAE includes amounts paid on primary and pool insurance claims and LAE. PMI’s losses and LAE
and related claims data are shown in the following table.

Percentage
Change
2009 2008
V8. VS,
2009 2008 2007 2008 2007
(Dollars in millions, except
claim size)

Total primary claims paid ............................ $ 7048 $ 7253 $§ 3283 (2.8)% 120.9%
Total pool claims paid ............................... 619.2 54.6 204 —_ 167.6%
LAE, supplemental andother ......................... 48.3 34.1 136  41.6% 150.7%
Change in net loss reserves . .. et 3684 1,021.7 733.8  (63.99% 39.2%
Lossesand LAE ................ ... ................ $1,740.7 $1,835.7 $1,096.1 .(5.2)% 67.5%
Number of primary claims paid ™ ...................... 19,948 17,466 10,262 142% 70.2%
Average primary claim size (in thousands) ............... $ 355 % 435 $ 320 (184)% 359%

(1) Amount includes claims denials, which are settled without payments. Additionaily, the calculation of the average primary claim sizes
excluded $3.3 million and $34.0 million recovered from certain terminated captive trust accounts for the years ended December 31, 2009
and 2008, respectively.
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The decrease in total primary claims paid in 2009 compared to 2008 was primarily due to an increase in
claim denials, partially offset by an increase in the number of primary claims paid. The increase in total pool
claims paid in 2009 compared to 2008 was due; primarily to $497.6 million of accelerated claim payments
associated with the restructuring of certain modified pool contracts in 2009; and claim payments on certain of our
modified pool contracts for which we had exceeded our deductibles. We expect primary claims paid to increase
in 2010. For a discussion of the changes in net loss reserves in 2009 and 2008, see Conditions and Trends
Affecting our Business—U.S. Mortgage Insurance Operations—Losses and LAE, above. For a discussion of the
impact of ‘our rescission activities on losses and LAE, see Conditions and Trends Affecting our Business—U.S.
Mortgage Insurance Operations—Rescission Activities, above. The increase in the number of primary claims
paid in the year ended December 31, 2009 was driven by higher levels of defaults and higher claim rates
resulting from, among other things, home price declines and the diminished availability of certain loan products,
both of which constrain refinancing opportunities and result in a decrease in the percentage of the default
inventory that is returning to current status, The decreases in PMI's average primary claim size in 2009 were
driven primarily by higher incidences of claim denials, which are settled without payment. See Conditions and
Trends Affecting Our Business—U.S. Mortgage Insurance Operations—Rescission Activities, above.

The increase in total primary claims paid in 2008 compared to 2007 was driven by higher average primary
claim sizes and an increase in the number of primary claims paid (or claim rate). The increases in PMI’s average
claim sizes in 2008 and 2007 were driven by higher loan sizes and coverage levels in PMI’s portfolio and
declining home prices, which limited PMI’s loss mitigation opportunities.

As of December 31, 2009, we ceded $703.6 million in loss reserves primarily to captive reinsurers, which
we record as reinsurance recoverables. This benefit is reflected in the change in net loss reserves throughout the
three years presented in the table above. Reinsurance recoverables do not exceed assets in captive trust accounts.
As of December 31, 2009, assets in captive trust accounts held for the benefit of PMI totaled approximately
$940.7 million.

Defaults—PMI’s primary mortgage insurance master policies define “default” as the borrower’s failure to pay
when due an amount equal to the scheduled monthly mortgage payment under the terms of the mortgage. Generally,
the master policies require an insured to notify PMI of a default no later than the last business day of the month
following the month in which the borrower becomes three monthly payments in default. For reporting and internal
tracking purposes, we do not consider a loan to be in default until the borrower has missed two consecutive
payments. Depending upon its scheduled payment date, a loan in default for two consecutive monthly payments
could be reported to PMI between the 31% and the 60th day after the first missed payment due date.

PMI's primary default data are presented in the table below.

Percentage Change/
Variance
As of December 31, 2 329 232_8
2009 2008 2007 2008 2007
Flow channel , . :
Loans indefault .........oooiiiiiiiii e 122,365 86,060 44,931 422% 91.5%
Policies in force ................ [P 606,240 662,199 666,216 = (8.5)% (0.6)%
Defaultrate ................ B R 20.18% 13.00% 6.74% 7.18pps 6.26pps
Structured channel
Loansindefault ........cooeruniimmmmenneaiinaneennnns 28,560 23,520 18,266 214% 28.8%
Policies iN fOTCE . v v v v et et i e 99,177 113,642 131,203 (1271)% (13.4)%
Default TAtE . . o v ot e vt e e e iiae e 28.80% 20.70% 13.92% 8.10pps 6.78pps
Total primary
Loansindefault .........oouuniimnnmeennneramenn e 150,925 109,580 63,197 37.7% 73.4%
PoOliCies I fOICE . oot ie et et a e 705,417 775,841 797,419 9.D)% (2.71)%
Default TALE « o o v oo et e e e e 21.40% 14.12%  7.93% 7.28pps 6.19pps



PMI’s primary delinquent roll forward is presented in the table below.

Percentage
Change
2009 2008
VS. VvS.
2009 2008 2007 - 2008 2007
Number of policies
Beginning delinquent inventory, January 1 .................. 109,580 63,197 39,997 73.4% 58.0%
Plus: New notiCes . ... oottt et e e 161,023 163,701 113,104 (1.6)% 44.7%
LesS: CUIES .o ittt et e e e (92,052) (93,356) (78,461) (1.4)% 19.0%
Less: Paids( ... ... i e (19,948) (17,466) (10,262) 14.2% 70.2%
Less: ReSCISSIONS ... oviiii ittt ei e (7,678) (6,496) (1,181) 18.2% —
Ending delinquent inventory, December 31 .................. 150,925 109,580 63,197 37.7% 73.4%
(1) Claims paid are net of claim reversals and reinstatements.
PMI’s modified pool default data are presented in the table below.
Percentage Change/
__Variance
As of December 31, 232.9 2?,2 8
2009 2008 2007 2008 2007
Modified pool with deductible
Loansindefault ............. ... ..., 35,661 36,477 17,013 Q22)% 114.4%
Policiesinforce ............coouiiiiiiiiininninann. 129,472 210,150 234,694 (38.4)% (10.5)%
Defaultrate . ........ ... ... i 27.54% 17.36%  7.25% 10.18pps 10.11pps
Modified pool without deductible
Loansindefault ............ ... ... ... . i it 10,363 10,122 7,441 24%  36.0%
Policies in force . .....covviii i 48,628 55,438 66,421 (12.3)% (16.5)%
Defaultrate ......... .. o it 2131% 18.26% 11.20% 3.05pps 7.06pps
Total modified pool
Loansindefault ..........coiuiiiinii i 46,024 46,600 24,454 (1.2)% 90.6%
Policiesinforce ............cccuiiiieiiniiinennn.. 178,100 265,588 301,115 (32.9)% (11.8)%
Defaultrate ... ... ...t 25.84% 17.55%  8.12% 8.29pps 9.43pps

The changes in PMI’s primary and modified pool default inventories and default rates in 2009 are discussed
in Conditions and Trends Affecting our Business—U.S. Mortgage Insurance Operations—Defaults, above.
Absent potential future restructuring activity, we expect modified pool loans in default to continue to increase
due to sustained adverse market conditions. Deductibles on certain individual pool transactions were pierced in
2008 and 2009. We expect additional deductibles to be exceeded in 2010. For more discussion, see Conditions
and Trends Affecting our Business—U.S. Mortgage Insurance Operations—Modified Pool, above. Total pool
loans in default (which includes modified and other pool products) as of December 31, 2009, 2008 and 2007
were 51,104, 50,772 and 29,143, respectively. The default rates for total pool loans as of December 31, 2009,
2008 and 2007 were 22.3%, 15.5% and 7.76%, respectively.
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Total underwriting and operating expenses—PMUI’s total underwriting and operating expenses are as
follows:

Percentage
Change

2009 2008

VS. VS.

2009 2008 2007 2008 2007

(Dollars in millions)

Amortization of deferred policy acquisitioncosts . . . ............ $ 152 $ 156 $ 842 (2.6)% (81.5)%
Other underwriting and operating eXpenses ................... 128.2 1235 95.7 3.8% 29.0%
Total underwriting and operating eXpenses .. .................. $1434 $139.1 $179.9 31% (22.1)%
Policy acquisition costs incurred and deferred ................. $242 $374 $ 512 (353)% (27.0)%

PMI’s policy acquisition costs are those costs that vary with, and are related to, our acquisition,
underwriting and processing of new mortgage insurance policies, including contract underwriting and sales
related activities. To the extent we provided contract underwriting services on loans that did not require mortgage
insurance, associated underwriting costs were not deferred. We defer policy acquisition costs when incurred and
amortize these costs in proportion to estimated gross profits for each policy year by type of insurance contract
(i.e., monthly, annual and single premium). Policy acquisition costs incurred and deferred are variable and
fluctuate with the volume of new insurance applications processed and NIW. The decrease in amortization of
deferred policy acquisition costs for 2009 compared to 2008 was primarily due to an increase we made in the
second half of 2008 to the period over which we amortize deferred policy acquisition costs in our U.S. Mortgage
Insurance Operations as a result of higher persistency levels. PMI’s deferred policy acquisition cost asset was
$41.3 million, $32.3 million and $10.5 million as of December 31, 2009, 2008 and 2007, respectively. The
decrease in amortization of deferred policy acquisition costs in 2008 compared to 2007 was primarily due to our
$33.6 million impairment in 2007 of PMI’s deferred policy acquisition costs associated with PMI’s 2007 book
year and the increase we made in the second half of 2008 to the period over which we amortize deferred policy
acquisition costs in our U.S. Mortgage Insurance Operations as a result of higher persistency levels.

Other underwriting and operating expenses generally consist of all costs that are not attributable to the
acquisition of new business and are recorded as expenses when incurred. Other underwriting and operating
expenses increased in 2009 compared to 2008 primarily as a result of lower expense allocations to the Corporate
and Other segment in 2009. Our change in expense allocation beginning January 1, 2009 was in response to the
change in the focus of our business to U.S. mortgage insurance following the sale of the Australia and Asia
operations resulting in less costs being allocated to our Corporate and Other segment. Other underwriting and
operating expenses increased in 2008 compared to 2007 primarily as a result of severance costs associated with
our Voluntary Early Retirement Program and involuntary terminations.

Prior to April 2009, when we ceased offering contract underwriting services, PMI incurred underwriting
expenses related to contract underwriting services for mortgage loans without mortgage insurance coverage.
These costs were allocated to PMI Mortgage Services Co., or MSC, which is reported in our Corporate and Other
segment, thereby reducing PMI’s underwriting and operating expenses. Contract underwriting expenses allocated
to MSC were $2.1 million in 2009, $9.7 million in 2008 and $13.1 million in 2007.

Equity in (losses) earnings from unconsolidated subsidiaries—U.S. Mortgage Insurance Operations’
equity in (losses) earnings from unconsolidated subsidiaries is derived entirely from the results of operations of
CMG MI. Equity in losses from CMG MI were $11.5 million in 2009 compared to equity in earnings of $6.5
million in 2008 and $17.1 million in 2007. Equity in losses from CMG MI in 2009 was primarily the result of
higher losses and LAE recorded due to increases in CMG MI’s default inventory.

Income taxes—U.S. Mortgage Insurance Operations’ statutory tax rate is 35%. The tax benefit recorded in
our U.S. Mortgage Insurance Operations segment reflects tax benefits attributable to tax exempt interest and
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dividends and favorable interim period adjustments, resulting in an effective tax rate of 36.8% for 2009. In
addition, certain items of taxable income were refined when our 2008 tax return was filed during the third quarter

of 2009, and have reduced the effective tax rate for 2009.

Ratios—PMTI’s loss, expense and combined ratios are shown below.

Variance
As of December 31, 232.9 232_8
2009 2008 2007 2008 2007
LOSSTAtIO + v o e e v e et ieeee et ia e 246.6% 237.7% 136.9% 8.9pps  100.8pps
EXPENSE FAtO . . .o vvvveeee e 209% 18.5% 225% 2.4pps (4.0)pps
Combined ratio .. ..o vvvi et 267.5% 256.2% 159.4% 11.3pps  96.8 pps

PMT’s loss ratio is the ratio of losses and LAE to premiums earned. The loss ratio increased in 2009
compared to 2008 as a result of continued elevated levels of losses and LAE combined with lower premiums
earned. The loss ratio increased in 2008 compared to 2007 primarily as a result of higher losses and LAE and
somewhat lower premiums earned.

PMI'’s expense ratio is the ratio of total underwriting and operating expenses to net premiums written. The
increase in PMI’s expense ratio in 2009 compared to 2008 was primarily due to a decrease in net premiums
written and an increase in deferred compensation related expenses due to fewer costs being allocated to the
holding company beginning in January of 2009. The decrease in PMI’s expense ratio in 2008 compared to 2007
was primarily due to decreases in amortization of deferred policy acquisition costs and employee severance and
associated compensation expenses.

Primary NIW—The components of PMI’s primary NIW are as follows:

Percent
Change
2009 2008
VS. VS.
2009 2008 2007 2008 2007
(Dollar in millions) :
Primary NIW:
Flowchannel .........ouitinueneiinnanennnns $8,993 $22,197 $37,584  (59.5)% (40.9Y%
Structured finance channel ........ ... . ... .. . e 1 442 8,549  (99.8)% (94.8)%
Total primary NIW ... ... o $8,994 $22,639 $46,133  (60.3)% (50.9)%

The decrease in PMI’s primary flow NIW in 2009 compared to 2008 was principally due to PMI’s capital
preservation initiatives as well as changes to PMI’s underwriting guidelines that reduced the types of loans that
PMI would insure and customer management strategies. PMI has ceased offering products through its structured
finance channel. The decrease in PMI's primary flow NIW in 2008 compared to 2007 was principally due to
changes to PMI’s underwriting guidelines that were implemented during 2007 and 2008 that decreased the types
of loans that PMI would insure and, to a lesser extent, the continuing slowdown in the mortgage origination and
non-agency mortgage capital markets, as well as increased competition from the Federal Housing
Administration’s mortgage insurance programs since early 2008. :
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Insurance and risk in force—PMI’s primary insurance in force and primary and pool risk in force are
shown in the table below.

Percentage Change/
__ Variance
As of December 31, 2 329 2328
2009 2008 2007 2008 2007
(Dollars in millions)
Primary insurance in force .. ........oooveee e $113,694 $124,265 $123,623 85% 0.5%
Primary risk in force ..........ooiiiiiiieeen 27,794 30,605 30,967 0.2% (1.2)%
Pool risk in force® . ... ..o 1,073 2,722 3464 (60.6)% (21.4)%
Policy cancellations—primary (year-to-date) . .......... 19,565 21,997 25,145 (11.D)% (12.5)%
PersiStency—prMAry ... ...coveveeeeremrme s 84.3% 82.2% 75.5% 2.1pps  6.7pps

# Includes modified pool.and other pool risk in force. As of September 30, 2008, we adjusted pool risk in force to reflect the effect of loan
repayments on risk limits.

Primary insurance in force and risk in force as of December 31, 2009 decreased from December 31, 2008
primarily as a result of policy terminations exceeding NIW, partially offset by higher persistency. The increase in
PMI's persistency rate in 2009 reflects lower levels of residential mortgage refinance activity in the insured
market and home price declines. Primary insurance in force as of December 31, 2008 increased from
December 31, 2007 primarily as a result of higher persistency. Primary risk in force as of December 31, 2008
decreased from December 31, 2007 primarily as a result of declining coverage due to home price declines in
2008.

Modified pool risk in force as of December 31, 2009 was $0.8 billion compared to $2.0 billion and $2.8
billion as of December 31, 72008 and December 31, 2007, respectively. The decrease in modified pool risk in
force in 2009 compared to 2008 was primarily due to increasing loss reserves on certain pool contracts and the
restructuring of certain modified pool contracts.

The following table sets forth the percentages of PMI’s primary risk in force as of December 31, 2009, 2008
and 2007 in the ten states with the highest risk in force as of December 31,2009 in PMTI’s primary portfolio:

Percent of Primary  Percent of Primary Percent of Primary
Risk in Force as of  Risk in Force as of Risk in Force as of
December 31,2009 December 31,2008 December 31,2007

FIOHAA .+ v e evneeeeeve e 10.1% 10.3% 10.8%
CalifOrnia o oo vvveveemeenemne e 7.7% 8.0% 8.1%
TEXAS .+« v vveeeeereeera e 7.5% 7.3% 7.2%
THEDOLS &+ v v v e e eaeme e e smme e e ee e 5.2% 5.2% 5.0%
GEOTZIA « + v evevveeeeesn st m et 4.7% 4.7% 4.7%
New YOIK oot 4.0% 39% 3.6%
(o) T T 3.9% 3.8% 3.8%
PennsSylVania . ... ...oovnrnern e 3.4% 3.3% 3.3%
NEW JEISEY .+ v vvvvavnn e cnsnrs s 3.3% 3.2% 3.0%
Washington . .. ...ovevnenrnener e -3.2% 3.1% : 3.1%
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Credit and portfolio characteristics—Less-than-A quality loans generally include loans with credit scores
less than 620. In 2009, PMI’s NIW consisted of significantly lower percentages of less-than-A quality and Alt-A
loans than in 2008 primarily as a result of PMI’s pricing and underwriting guideline changes. The following table
presents PMI’s less-than-A quality and Alt-A loans as percentages of primary NIW from its flow and structured

finance channels:

2009

Less-than-A quality loan amounts and as a percentage of :

Primary NIW- flow channel . ................ ..o, $ 3 00%
Primary NIW- structured finance channel ................... —  0.0%
Total primary NIW ... ... $ 3 00%
Alt-A loan amounts and as a percentage of:

Primary NIW- flow channel ............. .. ... .. ... ... $ 14 02%
Primary NIW- structured finance channel ................... —  0.0%
Total primary NIW .. ...t e $ 14 02%

H

2008

(Dollars in millions)

$ 296
26

$ 322

$1,195
16

$1,211

1.3%
5.8%

1.4%

5.4%
3.6%

5.3%

2007

$ 3,067
1,605

$ 4,672

8.2%
18.8%

10.1%

29.9%
15.9%

27.4%

The following table presents PMI’'s ARMs (mortgage loans with interest rates that may adjust prior to their
fifth anniversary) and Above-97s (loans exceeding 97% LTV) as percentages of primary NIW from its flow and

structured finance channels:

2009 2008 2007
(Dollars in millions)

ARM amounts and as a percentage of :

Primary NIW- flow channel .......................oont. $25 03% $ 261 12% $ 1,907
Primary NIW- structured finance channel .................. —  0.0% 34 77% 2,238
Total primary NIW .. ... ..o $25 03% $ 295 1.3% $ 4,145
Above-97 loan amounts and as a percentage of:

Primary NIW- flow channel ................ ...t $— 00% $ 974 4.4% $11,757
Primary NIW- structured finance channel .................. —  0.0% 113 25.6% 2,821
Total primary NIW ... ... $— 0.0% $1,087 4.8% $14,578

5.1%
26.2%

9.0%

31.3%
33.0%

31.6%

The decreases shown above in the percentages of PMI's NIW consisting of ARM and Above-97 loans were
driven primarily by changes in PMI’s pricing and underwriting guidelines. We no longer insure loans with LTVs

in excess of 95%.

The following table presents PMI's interest only loans as percentages of primary NIW from its flow and
structured finance channels and payment option ARMs as a percentage of its primary NIW from its flow channel:

2009

Interest only loan amounts and as a percentage of:

Primary NIW- flow channel . ................ ..ot $ 14 02%
Primary NIW- structured finance channel .................... —  0.0%
Total primary NIW ... ... $ 14 02%
Payment option ARMs amounts and as a percentage of:

Primary NIW- flow channel ......................ooinn $ 3 00%
Total primary NIW ... ... $ 3 0.0%

H

|

2008

2007

(Dollars in millions)

$1,173
11

$1,184

S
5

&
N

|

&
BN

5.3%
2.5%

5.2%

0.2%
0.2%

$8,296
1,025

22.1%
12.0%

20.2%

3.3%
2.7%



The year over year decreases shown above in the percentage of PMI’s NIW consisting of interest only and
payment option ARM loans were driven primarily by changes in PMI’s pricing and underwriting guidelines.

The following table presents PMI’s less-than-A quality, Alt-A, ARM, Above-97, interest only and payment
option ARM loans as percentages of primary risk in force:

December 31,
2009 2008 2007

As a percentage of primary risk in force:

Less-than-A Quality loans (FICO scores below 620) .............. .. .. ... .. .... 6.8% 71% 8.1%
Less-than-A Quality loans with FICO scores below 575% . .............. ... ... ..., 1.7% 18% 2.2%
A=A 10ANS . . oo e 17.0% 18.8% 22.8%
ARMs (excluding 2/28 Hybrid ARMS) . ... 75% 8.0% 9.5%
2/28 Hybrid ARMS™ ™ . . .. .t 1.8% 23% 3.3%
Above-97s (above 979 LTV S) . ..ottt e e e 204% 21.5% 24.6%
Interest Only ... ..ot e et e e e 10.9% 11.8% 14.2%
Payment Option ARMS .. ... . e 31% 3.4% 3.8%

*  Less-than-A quality loans with FICO scores below 575 is a subset of PMI’s less-than-A quality loan portfolio.
** /28 Hybrid ARMs are loans whose interest rate is fixed for an initial two year period and floats thereafter.

International Operations

International Operations’ results include continuing operations of PMI Europe and PMI Canada and
discontinued operations of PMI Australia and PMI Asia:

Percentage
Change
2009 2008
VS. VS.
2009 2008 2007 2008 2007
(USD n millions)
PMIEUMOPE . . .. iii ittt ei e $19.8 $ (80.3) $(334) (124.7)% 1404%
PMICanada ..........cuuiininiiiii it inannnnns 2.1 67 19 (68.7D% —
Income (loss) from continuing operations ................. 17.7 87.0) (353) (120.3)% 146.5%
(Loss) income from discontinued operations ............... 53 17.2) 903 (69.2)% (119.0)%
Netincome (Ioss)* .......... ... . ... iiiiiiineinnnennn. $124 $(104.2) $550 (111.9% —

* May not total due to rounding.
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PMI Europe
The table below sets forth the financial results of PMI Europe:

Percentage
Change
2009 2008
VS. VS.
2009 2008 2007 2008 2007
(USD in millions)
Net premiums Written ... .....c.iuuennn e $(7.3) $159 $141 (1459% 12.8%
Premiums earned ... ........ .. ... ... .. .. $103 $135 $144 23.1% (6.3)%
Net gains (losses) from credit default swaps .................. 316  (11.3) (14.4) — (21.5)%
Netinvestment inCOMe . .............oouiiiieeennienenn... 4.9 10.4 86  (52.9% 20.9%
Netrealized losses ................ ... ... ... .., 1.7 4.2) 0.2) 59.5)% —
Otherloss ......... ... i — — 0.1) — (100.0)%
Total TeVENUES . . ..ottt e 45.1 8.4 8.3 — 1.2%
Lossesand LAE . ... ... ... 14.1 63.2 26.8 (77. 7Y% 135.8%
Other underwriting and operating exXpenses ................... 12.4 28.8 17.5 56.9% 64.6%
Total losses and expenses . ..............coiiiurnenann. 26.5 92.0 443 (71.2)% 107.7%
Income (loss) beforetaxes ............... .. ..., 186 (83.6) (36.0) (122.2)% 132.2%
Income tax benefit ............. .. ... .. ... ... ... ... .. ... (1.2) (33) Q6) (63.60% 2069%
Net income (loss) ........ e S $19.8 $(80.3) $(33.4) (124.7)% 140.4%

The average USD/Euro currency exchange rate was 1.3949 in 2009, 1.4712 in 2008 and 1.3709 in 2007. The
changes in the average USD/Euro currency exchange rates from 2008 to 2009 negatively impacted PMI Europe’s
financial results by $1.1 million in 2009. The changes in the average USD/Euro currency exchange rates from
2007 to 2008 negatively impacted PMI Europe’s financial results by $5.5 million in 2008.

Premiums written and earned—Net premiums written and earned decreased in 2009 compared to 2008 due
to the decision to cease writing new business in Europe and the commutation of two reinsurance transactions. Net
premiums written were negative in 2009 due to the commutations that resulted in reversals of premiums written.
As the total European book of business continues to age, we expect premiums earned and risk in force to
continue to decline. Net premiums written increased in 2008 compared to 2007 primarily due to growth in new
reinsurance written in the U.K.

Net gains (losses) from credit default swaps—PMI Europe is a party to seven credit default swap (“CDS”)
contracts that are classified as derivatives as of December 31, 2009 compared to 14 transactions as of
December 31, 2008. We recorded a net gain of $31.6 million in 2009 compared to a net loss of $11.3 million for
2008 on these CDS contracts. Net gains in 2009 from CDS contracts were primarily a result of changes in the fair
value of the derivative contracts in 2009 and the negotiated termination of a number of these contracts. The credit
spreads of European residential mortgage-backed securities (“RMBS”) narrowed significantly during 2009. The
changes in fair value of our CDS contracts resulted in part from the change in credit spreads of the underlying
securities but primarily from the reversal of unrealized losses as the contracts continue to age. Net losses during
2008 were primarily a result of changes in the estimated fair value of these contracts during the period resulting
from the widening of our market spreads during the period.

Net investment income—PMI Europe’s net investment income consists primarily of interest income from
cash and short term investments and foreign exchange gains or losses arising from the revaluation of short term
monetary assets. The pre-tax book yield was 2.73%, 3.46% and 4.45% as of December 31, 2009, 2008 and 2007,
respectively. The decrease in book yield was primarily due to lower interest rates and a higher concentration of
cash and cash equivalents in our investment portfolio. The decrease in net investment income in 2009 compared
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to 2008 was primarily due to lower interest rates, a higher concentration of cash and cash equivalents in our
investment portfolio and the reduction in the value of the investment portfolio due to cash outflows arising
primarily from terminations and claim payments. The increase in net investment income in 2008 compared to
2007 was primarily due to foreign currency re-measurement from Sterling and U.S. dollar denominated
investments to Euros. . : ‘

Losses and LAE—PMI Europe’s losses and LAE includes claim payments, changes in reserves and a
premium deficiency reserve of $2.4 million on PMI Europe’s primary portfolio. The premium deficiency reserve
relates to a commutation transaction that resulted in a decrease in unearned premium reserves. Losses and LAE
in 2009 were primarily driven by reserve increases relating to new defaults in PMI Europe’s Italian mortgage
insurance portfolio and U.S. sub-prime reinsurance portfolio. Claim payments (excluding payments for CDS
accounted as derivatives) totaled $59.2 million in 2009 compared to $14.4 million and $5.1 million in 2008 and
2007, respectively. The increase in claims paid was primarily due to payments made during 2009 in respect of
the reinsurance of U.S. sub-prime exposures. Losses and LAE in 2008 were primarily driven by increases in
reserves relating to PMI Europe’s reinsurance of U.S. sub-prime exposures.

Underwriting and operating expenses—PMI Europe’s underwriting and operating expenses decreased in
2009 compared to 2008 due to the cessation of new business writings, partially offset by $1.2 million of deferred
acquisition costs impairment associated with recording a premium deficiency reserve. The increase in
underwriting and operating expenses in 2008 compared to 2007 was primarily due to severance costs related to
the restructuring of PMI Europe and the strengthening of the Euro relative to the U.S. dollar.

Income taxes—PMI has historically provided for U.S. federal income tax on the undistributed earnings
from its foreign subsidiaries, except to the extent such earnings are reinvested indefinitely. During the quarter
ended June 30, 2009, we determined that earnings from foreign subsidiaries, principally PMI Europe, were no
longer deemed “permanently reinvested” resulting in an additional tax expense. In addition, we refined certain
estimates as a result of preparing our 2008 income tax return which resulted in additional tax benefits for 2009.

Risk in force—PMI Europe’s risk in force was $4.9 billion as of December 31, 2009 compared to $7.4
billion at December 31, 2008 and $9.4 billion as of December 31, 2007. The decrease in 2009 was primarily due
to the commutation of a number of CDS and reinsurance transactions and as a result of a counterparty exercising
a call option in respect of two CDS transactions. The decrease in 2008 was primarily due to a number of credit
default swap contracts being called as scheduled, limited new business writings and weakening of the Euro
against the U.S. dollar.

PMI Canada

The table below sets forth the financial results of PMI Canada. PMI Canada operated from 2007 to 2008,
and is not writing new business.

Percentage
Change

2009 2008

VS. VS,

2009 2008 2007 2008 2007

(USD in millions)

Total (EXPENSES) TEVENUES . . ..o vvvvvveeenneeeeeneanneanene $03) $74 $22 (104D% —
Lossesand LAE . ... .ot i 1.9 03 — — 100.0%

Underwriting and operating eXpenses ................coeoeeeee.. 14 138 4.1 89.9% —

Total 1osses and €XPENSES . . ... vvvneverennnerreeeeons 33 14.1 4.1 (76.6)% —

LOSS BEfOre tAXES o v oot ettt e s 3.6) 6.7 (19 46.3)% —

Incometax benefit .........coieinmieeiiiiiiiiieeneanen, (1.5 — — — —

Netloss ..ovvvvenenn.n. e e e e e $2.1) $6.7) $(1.9) (68.1% —




Total revenues—Total revenues decreased in 2009 compared to 2008 primarily due to foreign currency
re-measurement losses as a result of the weakening of the U.S. dollar and a decline in investment income. PMI
Canada also had a pre-tax loss on investments of $1.0 million in 2009 due to impairments as a result of market
volatility. Total revenues increased in 2008 compared to 2007 primarily due to foreign currency re-measurement
gains from U.S. dollar denominated cash and cash equivalents and from premiums earned on a 2008 bulk
primary transaction.

Losses and LAE—PMI Canada recorded a premium deficiency reserve of $1.4 million in 2009 as a result of
the reassessment of loss projections.

Underwriting and operating expenses—The decrease in underwriting and operating expenses in 2009
compared to 2008 was primarily due to PMI Canada’s cessation of new business writings. The increase in
underwriting and operating expenses in 2008 compared to 2007 was primarily due to severance Costs.

Discontinued Operations

During the third quarter of 2008, we reported PMI Australia and PMI Asia as discontinued operations.
Where applicable, the notes to the consolidated financial statements have been restated to reflect these
discontinued operations for all periods presented. A summary of the composition of operating results included in
discontinued operations is as follows:

Year Ended December 31,
2009 2008 2007
(Dollars in thousands)
PMI Australia ........... R $ — $51,114 $80,005
PMIASIa ...oovveeeunnns TP S — 10,435 10,265
Income from discontinued operations .. ........ ... ..o $ — $61,549 $90,270
Loss from sale of discontinued operations, net of taxes ..............c....-- (5,335) (78,749) —
Total (loss) income from discontinued operations ................oooens $(5,335) $(17,200) $90,270

Summarized below are the overall operating components for each entity.

The following table represents PMI Australia’s results of operations, recorded as discontinued operations for
the periods presented:

2009 2008 2007
(Dollars in thousands)
Premiums €aArMEd . . .« v vvenree e e e $ — $151,018 $167,106
Net iNVESHMENt INCOIIE . .« .« v v« v v v ven s — 68,178 72,501
Other (10SS) INCOMIE . .+ . v vt veee e — (28,391) 1,139
TOLAL TEVEIIUES - « « « -« e e e e e e e —_ 190,805 240,746
Losses and 10ss adjustment XPenses ... .........coovronrenee e — 73,296 77,500
Other underwriting and operating eXpenses . . ........ccoeeenre e e — 44,105 48,632
Income before income taxes from discontinued operations . ................ — 73,404 114,614
[NCOME (AX EXPEISE - « .« o v ev e venenon o e st s s s st — 22,290 34,609
Income from discontinued operations . . .............. oo $ — $ 51,114 $ 80,005
Loss on sale of PMI Australia before income tax . . .....o.vveeeveeenns $ —  $(25389) $ —
INCOME tAX EXPEMISE « « .« v ovevseenenesae s s s s s st 6,594 39,178 —
Loss on sale of PMI Australia ..........c..ooooinaiireeen: $(6,594) $(64,567) $§ —




In the third quarter of 2009, we recorded tax expense of $6.6 million due to a refinement to foreign tax
credits related to the sale of PMI Australia, in connection with the filing of our 2008 annual tax return.

The following table represents PMI Asia’s results of operations, recorded as discontinued operations for the
periods presented:

2009 2008 2007
(Dollars in thousands)

Total TeVeNUES . ... ... o $ — $15147 $13,669
Losses and loss adjustment expenses ..................ouuiiininnenn.. .. — 23 43)
Other underwriting and operating expenses ...................cc.ccevon.... — 3,316 1,989
Income before income taxes from discontinued operations .................. — 11,808 11,723
INCOME tAXES . . oottt — 1,373 1,458
Income from discontinued operations ................................. $ — $10435 $10,265
Loss on sale of PMI Asia beforeincometax ... .........coouvvinnunnn. ... $ (23) $(10,000) $ —
Income tax (benefit) eXpense .. ...ttt e (1,282) 4,182 —
Gain (loss) onsale of PMIAsia .............. .. ... v, .. $ 1,259 $(14,182) —_

In the third quarter of 2009, we recorded a tax benefit of $1.3 million. The benefit was due to a refinement
of the tax estimate associated with the sale of PMI Asia in connection with the filing of our 2008 tax return.
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Corporate and Other

Effective December 31, 2009, we combined the “Financial Guaranty” segment into a “Corporate and Other”
segment for all periods presented. The results of our Corporate and Other segment include income and operating
expenses related to contract underwriting, which we discontinued in April 2009, and net investment income,
interest expense, corporate overhead of The PMI Group, our holding company, and equity in earnings (losses)
from FGIC and our former investment in RAM Re, whose carrying values are zero as a result of our impairments
of the investments in 2008. To the extent that our carrying value in our FGIC investment remains zero, we will
not recognize in future periods our proportionate share of FGIC’s losses, if any. Having completed its runoff
activities in 2008, we now report the results of operations of PMI Guaranty as discontinued operations in the
Corporate and Other segment and in the consolidated statement of operations for all periods presented. Our
Corporate and Other segment results are summarized as follows:

Percentage
Change
2009 2008
VS. VvS.
2009 2008 2007 2008 2007
(Dollars in millions) -
Net invVestment iNCOME . .. vvvvvvveenenaneeoceueeeneees $ 34 $ 103 $ 114 67.00% (9.6)%
Net realized investment (10sses) gains . .........c.cooeveennn — (1.0) 9.4 (100.0)% (110.6)%
Impairment of unconsolidated subsidiaries . ........o e — (90.9) (38.5) (100.0)% 136.1%
Change in fair value of certain debt instruments . ............ 16.5 123.6 —_ 86.NH% —
OthEr IICOME v v v vttt eeee e e 24 10.5 14.4 T7.1)% (27.1)%
Total revenues (EXPENSES) ... ..veerrvreenomeroeess. 22.3 52.5 3.3) 57.5% —
Share-based compensation eXpense . ..............ooco.s 34 8.8 16.1 61.4)% (45.3)%
Other Operating €XPenSses . . ... .....oueeneesceonosoncss 12.6 46.5 63.2 (712.9% (26.4)%
Total other operating eXpenses . .. ..........oceeeeeenes 16.0 55.3 79.3 71.D)% (30.3)%
INEEIESt EXPENSE -« v vvv e vvn e e s me e e 43.0 40.8 333 54%  22.5%
Total EXPENSES -« o o vv v vee e 59.0 96.1 112.6 (38.6)% (14.7)%
Loss before equity in losses from unconsolidated subsidiaries
and INCOME LAXES + v v v vvver e veaeamee i (36.7) (43.6) (1159) (158)% (62.4)%
Equity in losses from unconsolidated subsidiaries ........... 0.6) (58.3) (758.6) (99.0)% (92.3)%
Net 1oss before inCoOME taxes . .. .. vvvv v evnrenenenns (37.3) (101.9) (874.5) (63.4)% (88.3)%
Income tax benefit . .. ..o.vneeneiii s 215 (113 (919 90.3% (87.7)%
Loss from continuing operations . .............ccoveenn (15.8) (90.6) (782.6) (82.6)% (88.4)%
(Loss) income from discontinued operations, net of taxes ..... — 24.1) 3.1 (100.0)% —
NELLOSS & v v oo e et i e e e $(15.8) $(114.7) $(779.5) (86.2)% (85.3)%

Net investment income—Net investment income decreased in 2009 compared to 2008 due primarily to
decreases in investable assets at the holding company and our investment book yield. Net investment income
decreased in 2008 compared to 2007 due primarily to a decrease in book yield on our fixed income securities as
well as lower rates on cash and cash equivalents.

Impairment of unconsolidated subsidiaries—The impairment of unconsolidated subsidiaries in 2008 was
primarily due to impairments of our investment in FGIC of $88.0 million and our investment in RAM Re $2.9
million. The impairment of unconsolidated subsidiaries in 2007 was driven by the other-than-temporary
impairment of our investment in RAM Re of $38.5 million.

Change in fair value of certain debt instruments—The change in fair value of certain debt instruments in
2009 and 2008 resulted from our adoption of the fair value option outlined in Topic 825, effective January 1,
2008. Fluctuations in our credit spreads drove the changes in fair value of our debt in 2009. In 2009, we
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experienced net gains (representing a decline in fair value) of $16.5 million, due largely to the widening of credit
spreads in the period. The changes in fair value of $123.6 million in 2008 were primarily due to changes in
interest rates and credit spreads associated with our senior debt.

Share-based compensation expense—The sequential decreases in share-based compensation expense in
2009 and 2008 were primarily due to decreases in the fair value of share-based compensation and the number of
stock units granted in 2009 and 2008.

Other operating expenses—Other operating expenses decreased in 2009 compared to 2008 primarily due to
our change in expense allocation beginning on January 1, 2009 in response to changing the focus of our business
to our U.S. Mortgage Insurance Operations, following the sale of our Australian and Asian operations in 2008. In
addition, in April 2009, we ceased offering contract underwriting services which further reduced expenses in this
segment. The decrease in other operating expenses in 2008 compared to 2007 was due primarily to our receipt in
2008 of $10.9 million of litigation settlement proceeds, and a decrease in contract underwriting remedies paid in
2008.

Interest expense—As a result of our initial draw down of $200 million on our line of credit in the second
quarter of 2008 and subsequent repayment of $75 million in 2009, we paid higher interest and fees in 2009 than
in 2008. Interest expense increased in 2008 compared to 2007 due to our initial draw down of $200 million on
our line of credit in the second quarter of 2008, which resulted in higher interest and fees in 2008.

Equity in losses from unconsolidated subsidiaries—The equity in losses from unconsolidated subsidiaries
decreased in 2008 compared to 2007 due to the impairment of our investments in FGIC and RAM Re in 2008.
The equity in losses from unconsolidated subsidiaries in 2007 were due to unrealized mark-to-market losses
related to FGIC and RAM Re’s derivative contracts.

Having completed its runoff activities, we now report the results of operations of PMI Guaranty as
discontinued operations in the Corporate and Other segment and in the consolidated statement of operations for
all periods presented.

Liquidity and Capital Resources
Sources and Uses of Funds

The PMI Group Liquidity—The PMI Group is a holding company and conducts its business operations
through various subsidiaries. Historically, The PMI Group’s liquidity is primarily dependent upon: (i) The PMI
Group’s subsidiaries’ ability to pay dividends to The PMI Group; (ii) financing activities in the capital markets;
(iii) maturing or refunded investments and investment income from The PMI Group’s investment portfolio; and
(iv) receivables from MIC with respect to tax sharing agreements. The PMI Group’s ability to access dividend
and financing sources is limited and depends on, among other things, the financial performance of The PMI
Group’s subsidiaries, regulatory restrictions on the ability of The PMI Group’s insurance subsidiaries to pay
dividends, The PMI Group’s and its subsidiaries’ ratings by the rating agencies, and restrictions and agreements
to which The PMI Group or its subsidiaries are subject that restrict their ability to pay dividends, incur debt or
issue equity securities. MIC did not pay dividends to The PMI Group in 2009 and we do not expect that MIC will
be able to pay dividends during 2010. In addition, the economic downturn has reduced returns on The PMI
Group’s investment portfolio, and we expect these returns could continue to be adversely affected to the extent
the dislocation in the credit markets and economic downturn continues. See Part I, Item 1A. Risk Factors—We
may face liquidity issues at our holding company, The PMI Group, and if an event of default were to occur under
our credit facility, our business would suffer.

The PMI Group’s principal uses of liquidity are the payment of operating costs, principal and interest on its
capital instruments and dividends to shareholders, repurchases of its common shares, purchases of investments,
and capital investments in and for its subsidiaries. The PMI Group’s available funds, consisting of cash and cash

99



equivalents and investments, were $61.5 million at December 31, 2009 compared to $235.9 million at
December 31, 2008. The decrease in The PMI Group’s available funds is primarily due to the $75 million
purchase of the QBE note described below and the $75 million repayment on the credit facility. :

We believe there is currently sufficient liquidity at the holding company to pay holding company expenses
(including interest expense on its outstanding debt) in 2010 and there are sufficient assets at the insurance
company level for PMI to meet its obligations in 2010.

Credit Facility

On May 29, 2009, our Amended and Restated Credit Agreement (the “Amended Agreement”), which
replaced our prior credit facility in its entirety, became effective. In connection with the Amended Agreement,
MIC and The PMI Group entered into a Note Purchase Agreement pursuant to which The PMI Group purchased
the contingent note (the “QBE Note™) described below under “The QBE Note™ from MIC. Upon the completion
of the sale of the QBE Note to The PMI Group from MIC, The PMI Group granted a security interest in the QBE
Note in favor of the Administrative Agent, for the benefit of the lenders under the Amended Agreement. We
currently have $125 million outstanding under the Amended Agreement, which is the total amount of the lenders’
commitments thereunder.

Failure to comply with the covenants in the Amended Agreement or failure to pay amounts due would be
events of default under our credit facility. Upon an event of default, we would likely be required to repay all
outstanding indebtedness under the Amended Agreement and the lenders under the Amended Agreement would
have the right to terminate their loan commitments under the facility. In addition, an event of default under the
facility, if not cured within 30 days after notice from the trustee for our senior notes or from holders of our senior
notes, would cause an event of default under our outstanding senior notes and could require us to repay all our
outstanding senior notes. We currently do not have sufficient funds at our holding company to repay the amounts
outstanding under the Amended Agreement.

The Amended Agreement requires a minimum Adjusted Consolidated Net Worth (as defined under the
Amended Agreement) of at least $700 million through December 31, 2009 and at least $500 million from
January 1, 2010 through the maturity date of the facility of October 24, 2011. As of December 31, 2009, our
Adjusted Consolidated Net Worth, as defined in the credit facility, was $1.0 billion as compared to a net worth
requirement of $700 million. Our Adjusted Consolidated Net Worth will be adversely affected by our continued
losses and other factors negatively affecting our financial position. Absent significant additional capital, our
Adjusted Consolidated Net Worth will decline in 2010. Although we currently expect to remain in compliance,
due to continuing losses and other factors negatively affecting our financial position, there is a risk that in 2010
we will not be able to maintain the minimum Adjusted Consolidated Net Worth as required by the credit facility.
If we were to anticipate being, or were to become, unable to maintain the required minimum Adjusted
Consolidated Net Worth, we intend to pursue one or more of the following actions—(1) negotiate with the
lenders under our credit facility to amend or waive compliance with the covenant, (2) seek to sell certain assets,
including the QBE Note prior to maturity, for an amount sufficient to repay the credit facility and (3) other
corporate initiatives, inclusive of expense reductions, within our control to maintain compliance with the
covenant. ‘ :

Upon the occurrence of certain events, we may be required to reduce our outstanding borrowing below $125
million and the size of the facility may be permanently reduced below $125 million. Such events include, but are
not limited to, the reduction of the facility by any amounts received by The PMI Group from the note issuer with
respect to the QBE Note or, subject to a $50 million floor, by an amount equal to 33% of net debt proceeds or net
equity proceeds (calculated as provided in the Amended Agreement) received by the PMI Group, or by the
amount necessary to cause the aggregate commitment of the lenders to be equal to or less than 80% of the
estimated value of the QBE Note as determined from time to time pursuant to procedures set forth in the
Amended Agreement and described below. See Part 1, Item IA. Risk Factors—If the value of the contingent note
we received in connection with our sale of PMI Australia is reduced, our financial condition could suffer.
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The Amended Agreement also places certain limitations on our ability to pay dividends on our common
stock, including a per year cap of $0.01 per share, subject to an annual aggregate limit of $5 million, and a
prohibition from declaring any dividend at any time MIC is prohibited from writing new mortgage insurance by
any state in the U.S. As discussed in Item 4. Market for the Registrant’s Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities—Payment of and Policy on Dividends, we do not expect that
our Board of Directors will declare a quarterly dividend for the foreseeable future.

The QBE Note

In connection with the sale of PMI Australia, MIC received approximately $746 million in cash and the
QBE Note in the principal amount of approximately $187 million, with interest accruing through September
2011 when it matures and is payable. The actual amount owed under the QBE Note is subject to reduction to the
extent that the sum of (i) claims paid between June 30, 2008 and June 30, 2011, with respect to PMI Australia’s
policies in force at June 30, 2008, (ii) increases in reserves with respect to such policies at June 30, 2011 as
compared to June 30, 2008 and (iii) projected ultimate unpaid losses in excess of such reserves as of June 30,
2011 (together, the “ultimate projected losses”) exceeds $237.6 million (50% of the unearned premium reserve of
such policies at June 30, 2008). Based on the information made available to us on the performance of such PMI
Australia policies through December 31, 2009, we do not currently expect that, as of December 31, 2009,
ultimate projected losses with respect to such policies will exceed $237.6 million. However, we have not yet
received the report prepared by an independent actuary for the quarter ended December 31, 2009 (as described
below). The last such report that we received was for the period ended September 30, 2009. The ultimate
performance of the PMI Australia policies will depend, among other things, on the performance of the Australian
housing market and economy over the next several years and other factors that are beyond our control and
difficult to predict with any degree of certainty. Accordingly, we cannot be certain that the performance of the
PMI Australia policies will not deteriorate in the future or that any such deterioration will not reduce the amount
due on the QBE Note. In addition, the amount payable on the QBE note is subject to reduction in the event that
we are required to satisfy claims for breach of warranty under the agreements entered into for the sale of PMI
Australia and the sale of PMI Asia, in each case if such claims are not otherwise satisfied by April 1, 2010. QBE
has not asserted any such warranty claims to date.

We pledged the QBE Note to the lenders under the Amended Agreement. Under the terms of the Amended
Agreement, the size of the credit facility may be reduced by the amount necessary to cause the aggregate
commitment of the lenders to be equal to or less than 80% of the estimated value of the QBE Note determined
from time to time pursuant to procedures set forth in the Amended Agreement. Under these procedures, the value
of the QBE Note is subject to reduction on account of warranty claims and losses that reduce the amount of the
QBE Note pursuant to the agreement with QBE as described above. In addition, under the Amended Agreement,
we are required to provide the lenders with quarterly reports, prepared by an independent actuary, with respect to
the estimated loss performance of PMI Australia’s insurance policies as of June 30, 2008, pending the ultimate
determination of the amount, if any, by which the QBE Note will be reduced. The Amended Agreement requires
that for purposes of determining the commitment under the Amended Agreement, the value of the QBE Note will
be reduced to the extent that such a quarterly report forecasts that ultimate projected losses will exceed $237.6
million. In the exercise of its professional judgment, we expect that the independent actuary will consider a
variety of factors, including its expectations as to the performance of the Australian housing market and economy
and their effect on the loss performance of such insurance policies. To date, such reports (the latest one being
issued for the quarter ended September 30, 2009) have not resulted in a decrease in the value accorded to the
QBE Note for purposes of the Amended Agreement. However, we cannot be certain that the report as of
December 31, 2009 or future reports by the independent actuary will not result in any such decrease or that the
independent actuary’s conclusions will be consistent with our expectations. See Part I, Item IA. Risk Factors—If
the value of the contingent note we received in connection with our sale of PMI Australia is reduced, our
financial condition could suffer.
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Dividends to The PMI Group

MIC’s ability to pay dividends to The PMI Group is affected by state insurance laws, credit agreements,
rating agencies, the discretion of insurance regulatory authorities and our agreement with Fannie Mae relating to
PMAC. The laws of Arizona, MIC’s state of domicile for insurance regulatory purposes, provide that MIC may
pay dividends out of any available surplus account, without prior approval of the Director of the Arizona
Department of Insurance (“Arizona Director”), during any 12-month period in an amount not to exceed the lesser
of 10% of policyholders’ surplus as of the preceding year end or the prior calendar year’s net investment income.
A dividend that exceeds the foregoing threshold is deemed an “extraordinary dividend” and requires the prior
approval of the Arizona Director. We do not anticipate that MIC will pay any dividends to The PMI Group in
2010.

Other states may also limit or restrict MIC’s ability to pay shareholder dividends. For example, California
and New York prohibit mortgage insurers from declaring dividends except from the surplus of undivided profits
over the aggregate of their paid-in capital, paid-in surplus and contingency reserves. MIC’s ability to pay
dividends is also subject to restriction under the terms of a runoff support agreement with Allstate Insurance
Company (“Allstate”), described below under Capital Constraints.

MIC’s ability to pay dividends is also limited by the terms of our agreement with Fannie Mae relating to
PMAC. Under the Fannie Mae agreement, MIC may not, without Fannie Mae’s prior written consent, which is
not to be unreasonably withheld, pay dividends or make distributions or payments of indebtedness outside the
ordinary course of business or in excess of specified levels. Notwithstanding these restrictions, our agreement
with Fannie Mae permits MIC to make dividend, interest and principal payments in connection with the issuance
of certain new debt or equity instruments up to specified levels. See Item 1(C). Business—Certain Regulatory
and Other Issues Facing PMI.

U.S. Mortgage Insurance Operations Liquidity—The principal uses of U.S. Mortgage Insurance
Operations’ liquidity are the payment of operating expenses, claim payments, taxes, dividends to The PMI Group
and the growth of its investment portfolio. The principal sources of U.S. Mortgage Insurance Operations’
liquidity are the investment portfolio, including cash and cash equivalents, written premiums, net investment
income and capital contributed from its holding company (TPG).

International Operations Liquidity—The principal uses of this segment’s liquidity are the payment of
operating expenses, claim payments, taxes and growth of its investment portfolio. The principal sources of this
segment’s liquidity are written premiums, investment maturities and net investment income.

Capital Constraints

As a result primarily of higher losses and LAE, we require additional capital. The amount and timing of
capital required is affected by a variety of factors, many of which are difficult to predict and may be outside of
our control. These factors include, among others:

o the performance of our U.S. mortgage insurance operations, which is affected by, among other things,
the economy, default and cure rates and losses and LAE;

o levels of new insurance written;

« our ability to comply with policyholders’ position requirements and risk-to-capital requirements
imposed by regulators or third parties;

«  determinations and views, many of which are subjective rather than quantitative in nature, of the GSEs
and rating agencies;

« performance of our investment portfolio and the extent of impairments to portions of the portfolio as a
result of deteriorating capital markets;

102



o financial and other covenants and event of default triggers in our credit facility;

o the performance of PMI Europe, which is affected by the U.S. and European mortgage markets and,
among other things, changes in the fair value of CDS derivative contracts resulting from the widening of
RMBS credit spreads; and

+ any requirements to provide capital under the PMI Europe or CMG MI capital support agreements
(discussed under Capital Support Obligations below).

We are exploring capital alternatives, including restructuring certain modified pool contracts, debt or equity
offerings, and/or other capital relief initiatives at PMI. Given current market conditions generally and in our
industry and the significant amount of additional capital we require, which may be needed with little notice, there
can be no assurance that we will be able to consummate any capital raising transactions on favorable terms, ina
timely manner or at all.

Unless we raise substantial additional capital or achieve significant statutory capital relief in the first quarter
of 2010, MIC’s policyholders’ position will decline and risk-to-capital ratio will increase beyond levels
necessary to meet capital adequacy requirements. For a discussion of regulatory issues related to capital
constraints and requirements, see See Part I Item 1(C) and Conditions and Trends Affecting our Business—
Capital Constraints, Initiatives and Requirements, above.

Under the terms of the Allstate runoff support agreement, MIC is subject to restrictions that may apply if its
risk-to-capital ratio exceeds 23 to 1. Under the runoff support agreement, among other things, MIC may not
declare or pay dividends at any time that its risk-to-capital ratio equals or exceeds 23 to 1 or if such a dividend
would cause its risk-to-capital ratio to equal or exceed 23 to 1. In addition, if MIC’s risk-to-capital ratio equals or
exceeds 23 to 1 at three consecutive monthly measurement dates, MIC may not enter into new insurance or
reinsurance contracts without the consent of Allstate. If following such time as MIC’s risk-to-capital ratio were
to exceed 24.5 to 1, the runoff support agreement requires MIC to transfer substantially all of its liquid assets to a
trust account for the payment of MIC’s obligations to policyholders, therefore negatively affecting MIC’s and
The PMI Group’s liquidity position. The original risk-in-force on policies covered under the Allstate runoff
support agreement has been reduced from approximately $13 billion in 1994 to approximately $46 million as of
December 31, 2009 (less than 1% of the total original risk-in-force). We expect any potential future losses
associated with the remaining risk-in-force under the Allstate runoff support agreement to be immaterial and total
loss reserves on the remaining risk-in force were approximately $1 million as of December 31, 2009 (less than
1% of MIC’s total loss reserves as of the same date). The remaining business has an average LTV of less than
40%. See Part I, Ttem 1A. Risk Factors—Unless we raise substantial additional capital or achieve significant
capital relief in the first quarter of 2010, MIC will fail to meet various capital adequacy requirements and could
be required to cease writing new business and could be subject to the terms of its runoff support agreement with
Allstate.

As of December 31,.2009, MIC’s risk-to-capital ratio was 22.1 to 1 compared to 16.6 to 1 at December 31,
2008 and 10.8 to 1 at December 31, 2007. As of December 31, 2009, MIC held $63.9 million in excess of the
required minimum policyholders’ position.

Consolidated Contractual Obligations

Our consolidated contractual obligations include reserves for losses and LAE, long-term debt obligations,
credit default swaps obligations, operating lease obligations, and purchase obligations. Most of our purchase
obligations are capital expenditure commitments that will be used for technology improvements. We have lease
obligations under certain non-cancelable operating leases. In addition, we may be committed to fund, if called
upon to do so, $2.7 million of additional equity in certain limited partnership investments.
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Cash payments related to our reserves for losses and LAE as of December 31, 2009 shown below are based
upon management’s best estimate from historical experience as well as current economic conditions. These
estimates could vary significantly based on, among other things, changes to claim rates and claim sizes.
Minimum rental payments under non-cancelable operating leases also are provided in the table below.

Less Than 1 S Years
Year 1-3 Years 3-5 Years or more Total
(Dollars in thousands)
Reserves forlossesand LAE . ............... $1,862,739 $1,214,423 $152,918 $ 20,020 $3,250,100
Debt obligations M .. ... ...t 30,566 183,198 58,448 753,804 1,026,016
Credit default swaps @ .................... 4972 3,074 1,225 742 10,013
Operating lease obligations ................. 1,761 2,421 402 — 4,584
Purchase obligations ...................... 1,546 226 —_ — 1,772
Total ..o e $1,901,584 $1,403,342 $212,993 $774,566 $4,292,485

(1) Includes $576,343 million of principal debt and $449,673 million of scheduled interest.
(2) Expected cash flows related to CDS contracts are undiscounted; (inflows) represent net cash generated versus net cash outflows.

Off-Balance Sheet Arrangements

Under certain circumstances, when we made an underwriting error in the course of providing contract
underwriting services to a customer, we issued to the customer a loan indemnification. Such an indemnification
is in lieu of paying a monetary remedy to the customer at the time the underwriting error was discovered and was
usually issued on a loan by loan basis. While the terms of the indemnifications vary, each indemnification
generally requires us to reimburse the customer for certain costs (excess of insurance recoverables) it incurs as a
result of the borrower’s default on the loan in question. If the indemnified loan remains current, or is repaid or
refinanced, we have no actual liability under the indemnification. As of December 31, 2009, we estimate that the
total principal balance of indemnified loans was between approximately $22 million and $26 million. We believe
a number of factors will cause our contingent liability with respect to these indemnifications to be significantly
lower than this amount. These factors include the following: (i) we generally only indemnify performing loans;
(ii) we expect only a portion of the indemnified loans to default; (iii) loans in default may not necessarily cause
our customers to incur losses; and (iv) we expect a portion of these loans to be refinanced, or their
indemnification coverage to expire. In 2009, we discontinued offering contract underwriting services; however,
we may still have liabilities under the existing loan indemnifications. In 2009 and 2008, we did not pay material
amounts pursuant to loan indemnifications. These amounts are included in our expenses associated with contract
underwriting remedies.

In connection with certain past structured finance transactions in the U.S. and Australia, we provided
narrative and/or financial information relating to us and our subsidiaries to mortgage-backed securities issuers for
inclusion in the relevant offering documents and the issuers’ ongoing SEC filings. In connection with the
provision of such information, we or our subsidiaries may be required to indemnify the issuer of the mortgage-
backed securities and the underwriters of the offering with respect to the information’s accuracy and
completeness and its compliance with applicable U.S. securities laws and regulations.

Certain of PMI Europe’s credit default swap contracts and reinsurance agreements contain collateral support
provisions which, upon certain circumstances, including a downgrade of PMI Europe’s insurer financial strength
ratings and/or deterioration of the underlying mortgage loan performance, require PMI Europe to post collateral
for the benefit of the counterparty. The methodology for determining collateral varies and can include
mark-to-market valuations, contractual formulae (principally related to expected loss performances) and/or
negotiated amounts. PMI Europe has posted collateral of $25.7 million as of March 1, 2010 with respect to credit
default swap transactions. PMI Europe has also posted collateral related to certain reinsurance transactions, and
as of March 1, 2010, the posted collateral balance was $8.1 million. PMI Europe may be required to post
additional collateral on credit default swaps as a result of such factors as widening of credit spreads and/or
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deterioration in the performance of the underlying collateral referenced in such transactions and on reinsurance
transactions due to continued loss development. Any further downgrades will have no impact on the required
collateral, as the current ratings are below all the ratings related triggers.

" Consolidated Investments
Net Investment Income

Net investment income consists of:

2009 2008 2007
(Dollars in thousands)

Fixed INCOME SECUTIIES . . .ttt t ittt it s et e e et et et e eann $ 99,001 $103,770 $ 97,517

Equity SECUIItIES . . ..ottt ettt ittt i e 15,085 21,583 19,725

Short-term investments, cash and cash equivalents andother .............. 6,835 14,965 17,000

Investment income before expenses . ..., 120,921 140,318 134,242
INVEStMENt EXPEIMSES « .« vt vttt te ittt (1,755) (1,941) (1,690)

Net investmentincome .. ...............coiiiiirniinaennn. $119,166 $138,377 $132,552

The decrease in net investment income in 2009 compared to 2008 was primarily due to a decrease in our
pre-tax book yield. Our consolidated pre-tax book yield was 3.41%, 3.46% and 5.07% as of December 31, 2009,
2008 and 2007, respectively. This decrease in our consolidated pre-tax book yield was primarily due to a higher
concentration of cash and cash equivalents in our investment portfolio to maintain liquidity, which yields
significantly lower investment income. The increase in net investment income in 2008 compared to 2007 was
primarily due to the growth of PMI’s investment portfolio. The increase in our investment portfolio was partially
offset by a decrease in our pre-tax book yield.

Net Realized Investment Gains (Losses)

Net realized investment gains (losses) on investments are composed of:
2009 2008 2007

(Dollars in thousands)

Fixed income securities:

GIOSS AUNS & . o oot e e et e e $ 48,587 $ 30585 $ 2273
GIOSS 10SSES .« vt it ittt e e e (6,239) (8,439) (974)
Netgains..............oovviunn.. R 42,348 22,146 1,299
Equity securities:
GIoSs aINS . ... v vttt 13,691 24,092 14,632
GroSS 10888 .« vt vt e (20,050)  (99,397) (14,612)
Net (10SSes) GaINS ... ...covrrruii i (6,359)  (75,305) 20
Short-term investments:
GIOSS AINS .+ o\ vttt e ettt e — 6,695 —
GrOSS I0SSES v v vttt e e (1,745) (1,878) (129)
Net (10SS€S) ZAINS . ..o veeti ettt it (1,745) 4,817 (129)
Investment in unconsolidated subsidiaries:
Settlement gain on sale of unconsolidated subsidiary ................ — - 12,670
Impairment of unconsolidated subsidiaries ........................ — (90,868) (38,499)
Sale of unconsolidated subsidiary ............. .. ... ... .. ... 3,227 — —
Net gains (I0SSES) ..o\ vveen ittt 3,227 (90,868) (25,829)
Net realized investment gains (losses) before income taxes ............... 37,471  (139,210) (24,639)
Income tax expense (benefit) ......... ... .. .. i it 13,115 (48,724) (8,624)
Total net realized investment gains (losses) after income taxes ... ... $ 24,356 $ (90,486) $(16,015)
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Net realized investment gains (losses) for 2009 resulted primarily from sales of municipal bonds in addition
to impairments and exchanges of preferred equity securities. Net realized investment gains for 2009 include
other-than-temporary impairments recorded during the first quarter of 2009; upon adoption of Topic 320 on
April 1, 2009, we recognized a cumulative effect adjustment to retained earnings and accumulated other
comprehensive income for the non-credit portion of previously recorded impairments of debt securities in the
amount of $2.4 million; $1.0 million of these losses were recorded in the first quarter of 2009 and $1.4 million of
the losses were recorded in previous years. The net realized investment losses in 2008 include a $96.5 million
loss related to our other-than-temporary impairment of certain preferred securities in our U.S. investment
portfolio. Also included in the net investment losses for 2008 is the impairment of our investment in our
unconsolidated subsidiaries, which includes an $88.0 million loss related to the impairment of our investment in
FGIC in the first quarter of 2008 and a $2.9 million loss related to our impairment of our investment in RAM Re.
The net realized investment losses in 2007 were due primarily to an other-than-temporary impairment of the
investment in RAM Re of $38.5 million, partially offset by a $12.7 million settlement gain related to a sale of an
unconsolidated subsidiary.

Unrealized Investment Gains and Losses

The changes in net unrealized gains (losses), net of deferred taxes, consist of:

2009 2008 2007
. (Dollars in thousands)
Fixed inCOME SECULItIES . . ..ottt e i e e $65,848 $ (98,557) $(48,358)
EqQuity SECUMIIES ...\ttt ittt it e B 26,515 (9,464) (26,543)
Investments in unconsolidated subsidiaries . ... ............ ... .. ... ..., 1,196 (17,721) 12,973
Short-term INVESLMENS . . .. ..ottt et e et e e e enn — — 9
Changes in unrealized investment gains (losses), net of deferred
XS . .ot e e e $93,559 $(125,742) $(61,937)

The changes in unrealized gains/losses in 2009 were primarily due to contracting market spreads in the U.S.
fixed income portfolio and in the preferred securities portfolio as a result of an improvement in the securities
markets as well as other market driven factors. The changes in unrealized gains/losses in 2008 were primarily
due to widening market spreads principally in the U.S fixed income portfolio and the preferred securities
portfolio. As interest rates, market and other economic conditions change, we expect the market value of the
securities in our consolidated investment portfolio and of our unconsolidated equity investments to be affected.
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Investment Portfolio by Operating Segment

The following table summarizes the estimated fair value of the consolidated investment portfolio as of
December 31, 2009 and December 31, 2008. Amounts shown under “International Operations” consist of the
investment portfolios of PMI Europe and PMI Canada. Amounts shown under “Corporate and Other” consist of
the investment portfolio of The PMI Group. As of December 31, 2008, PMI Guaranty’s assets and liabilities

were merged into our U.S. Mortgage Insurance Operations.

Mollj'iz;lge
Insurance International Corporate Consolidated
Operations Operations  and Other Total
(Dollars in thousands)
December 31, 2009
Fixed income securities:
U.S. Municipalbonds ........................... $2,052,174 % — $13,221  $2,065,395
Foreign governments ..................... .. .... — 46,033 — 46,033
Corporatebonds ............................... ' 136,315 90,553 — 226,868
U.S. government and agencies .................... 3,981 7,013 146 11,140
Mortgage-backed securities ...................... 3,279 — 2,473 5,752
Total fixed income securities ................. 2,195,749 143,599 15,840 2,355,188
Equity securities:
Common StOCKS . .. oot 29,090 — — 29,090
Preferred Stocks . . ... oo oot 186,023 — _ 186,023
Total equity securities . ...................... 215,113 — — 215,113
Short-term INVEStMENLS . . ... oottt v ettt een e 999 23 1,210 2,232
Total investments ......................... $2,411,861 $143,622 $17,050 $2,572,533
U.S.
Mortgage
Insurance International Corporate Consolidated
Operations Operations and Other Total
(Dollars in thousands)
December 31, 2008
Fixed income securities:
U.S. Municipalbonds . .......................... $1,715,376 ~ § — $ 98,893 $1,814,269
Foreign governments ........................... — 50,361 — 50,361
Corporatebonds . ............. ... ... ... ... ..., 400 89,443 31,933 121,776
U.S. government and agencies .................... 4,265 — 154 4,419
Mortgage-backed securities ....................... 2,391 —_ 4,250 6,641
Total fixed income securities ................. 1,722,432 139,804 135,230 1,997,466
Equity securities: :
Common stoCKS .. ...t 5,593 — — 5,593
Preferredstocks . ......... ... ... ... ... ... . ... 216,256 . — — 216,256
Total equity securities . ..................... 221,849 — — 221,849
Short-term INVestments .. ...........ouiiiueinnnennn. 980 — 1,300 2,280
Total investments ......................... $1,945,261 $139,804 $136,530 $2,221,595

Our consolidated investment portfolio holds primarily investment grade securities comprised of readily
marketable fixed income and equity securities. The fair value of these securities in our consolidated investment
portfolio increased to $2.6 billion as of December 31, 2009 from $2.2 billion as of December 31, 2008.
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Our consolidated investment portfolio consists primarily of publicly traded municipal bonds, corporate
bonds and U.S. and foreign government bonds. In accordance with Topic 320, our entire investment portfolio is
designated as available-for-sale and reported at fair value with changes in fair value recorded in accumulated

other comprehensive income (loss).

The following table summarizes the rating distributions of our consolidated investment portfolio (including
cash and cash equivalents, excluding common stocks) as of December 31, 2009:

U.S. Mortgage International Corporate and
Insurance Operations  Operations Other Consolidated Total

AAAorequivalent ............ 46% 66% 92% 48%
AA 26% 6% 6% 24%
A 24% 22% 1% 24%
BBB ...........ooiiiiiii 4% 4% 1% 4%
Below investment grade ........ — 2% — —

Total ..o 100% 100% 100% 100%

As of December 31, 2009, approximately $1.1 billion, or 33.0% of our consolidated investment portfolio
(including cash and cash equivalents, excluding common stocks) was insured by monoline financial guarantors.
The financial guarantors include MBIA, FGIC, FSA, AMBAC and others. The table below presents the fair value
of securities and the percentage of our consolidated investment portfolio that are insured by these financial
guarantors as of December 31, 2009.

Fair Value % of Consolidated

(in thousands) Investments
MBIA s $ 307,362 9.4%
FGIC . .. e e e e 246,926 7.6%
FS A o e e 193,603 5.9%
AMBAC .. e e e 114,880 3.5%
(0117 SR AU G PN 216,542 ﬁ%
TOtal vt $1,079,313 33.0%

We do not rely on the financial guarantees as a principal source of repayment when evaluating securities for
purchase. Rather, securities are evaluated primarily based on the underlying issuer’s credit quality. During 2008,
several of the financial guarantors listed above were downgraded by one or more of the rating agencies. A
downgrade of a financial guarantor may have an adverse effect on the fair value of investments insured by the
downgraded financial guarantor. If we determine that declines in the fair values of our investments are other-
than-temporary, we record a realized loss. The table below illustrates the underlying rating distributions of our
consolidated investment portfolio (including cash and cash equivalents, excluding common stocks) as of
December 31, 2009, excluding the benefit of the financial guarantees provided by these financial guarantors.
Underlying ratings, excluding the benefit of financial guarantors, are based upon the higher underlying rating
assigned by S&P or Moody’s when an underlying rating exists from either rating agency.

U.S. Mortgage International Corporate and Consolidated
Insurance Operations  Operations Other Total
AAAorequivalent ................ 34% 66% 88% 38%
AA 26% 6% 8% 25%
A 35% 22% 3% 33%
BBB .......... 5% 4% 1% 4%
Below investment grade ............ — 2% — —
Total ... 100% 100% 100% 100%



The following table summarizes the pre-tax book yield of our consolidated investment portfolio by segment
as of December 31, 2009, 2008 and 2007.

U.S. Mortgage International Corporate and Consolidated
Insurance Operations  Operations Other Total
2000 ... 3.53% 2.65% 0.98% 3.41%
2008 ... 3.49% 331% 3.27% 3.46%
2007 oo 5.15% - 4.52% 5.19% 5.07%

The pre-tax book yield of U.S. Mortgage Insurance Operations remained relatively flat between 2008 and
2009. The decrease in the pre-tax book yield of International Operations and Corporate and Other in 2009 was
due to interest rate decreases during the year and a higher percentage of the Corporate and Other portfolio
invested in cash equivalents. The decrease in the pre-tax book yield of our U.S. Mortgage Insurance Operations
and Corporate and Other segments from 2007 book yields was due to interest rate decreases during the year.

Debt and Equity Financing

As of December 31, 2009, our consolidated shareholders’ equity was $727.1 million. The fair value and
carrying value of our long-term debt outstanding issued by The PMI Group at December 31 was as follows:

December 31,
December 31, 2009 2008

Principal Amount Fair Value Carrying Value Carrying Value
(Dollars in thousands)

6.000% Senior Notes, due September 15, 2016 ® ., . . . $250,000 $149,063  $149,063 $153,027
6.625% Senior Notes, due September 15, 2036 (1) . , . . 150,000 64,585 64,585 77,144
Revolving Credit Facility, due October 24, 2011 .. .. 124,750 124,750 124,750 200,000
8.309% Junior Subordinated Debentures, due
February 1,2027 .......... ... ...c..iuiun.. 51,593 10,061 51,593 51,593
Totaldebt .............................. $576,343 $348,459  $389,991 $481,764

(1) The fair value and carrying value of the our 6.000% Senior Notes and 6.625% Senior Notes at December 31, 2009 include accrued
interest.

6.000% and 6.625% Senior Notes—In September 2006, The PMI Group issued $250 million in principal
amount of 6.000% Senior Notes, due September 15, 2016 and $150 million in principal amount of 6.625% Senior
Notes, due September 15, 2036. The 6.000% Senior Notes and the 6.625% Senior Notes bear interest at a rate of
6.000% and 6.625% per annum, payable semi-annually in arrears on March 15 and September 15 of each year,
beginning on March 15, 2007. The PMI Group may redeem the 6.000% and 6.625% Senior Notes in whole or in
part at any time at the “make-whole redemption price”. The “make-whole redemption price” will be equal to the
greater of (a) 100% of the principal amount of the 6.000% and 6.625% Senior Notes to be redeemed and (b) the
sum of the present values of the remaining scheduled payments thereon discounted to the date of redemption, on
a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months), at a rate equal to the
applicable treasury rate plus 25 basis points for the 6.000% Senior Notes and 35 basis points for the 6.625%
Senior Notes, plus in the case of either (a) or (b), any interest accrued but not paid to but excluding the date of
redemption. In connection with the issuance of these Senior Notes, The PMI Group entered into two interest rate
lock agreements which were designated as cash flow hedges. The fair value of the cash flow hedges was settled
for $9.0 million and is amortized into interest expense over the terms of the new senior debt that was issued. As
of December 31, 2009, the unamortized balance in the other comprehensive income related to these fair value
hedges was approximately $7.0 million (pre-tax).
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Effective January 1, 2008, we elected to adopt the fair value option presented by ASC Topic 825 for our
6.000% Senior Notes and 6.625% Senior Notes. ASC Topic 825 requires that the difference between the carrying
value before election of the fair value option and the fair value of these instruments be recorded as an adjustment
to beginning retained earnings in the period of adoption. (See Item 8, Note 10. Fair Value Disclosures, for
further discussion.)

8.309% Junior Subordinated Debentures—The Junior Subordinated Debentures bear interest at the rate of
8.309% per annum paid semiannually and mature on February 1, 2027. The Junior Subordinated Debentures are
subordinated to all senior indebtedness of The PMI Group.

In considering the initial adoption of the ASC Topic 825, we determined that the change in fair value of the
8.309% Junior Subordinated Debentures would not have a significant impact on our consolidated financial
results. Therefore, we did not elect to adopt the fair value option for the 8.309% Junior Subordinated Debentures.

For a discussion of our revolving credit facility, see Liquidity and Capital Resources—Credit Facility,
above.

Capital Support Obligations

MIC has a capital support agreement with PMI Europe, with a corresponding guarantee from The PMI
Group, under which MIC may be required to make additional capital contributions from time-to-time as
necessary to maintain PMI Europe’s minimum capital requirements. Under the PMI Europe capital support
agreement, MIC also guarantees timely payment of PMI Europe’s obligations. MIC also has a capital support
agreement whereby it agreed to contribute funds, under specified conditions, to maintain CMG MI's
risk-to-capital ratio at or below 19.0 to 1. MIC’s obligation under the CMG MI capital support agreement is
limited to an aggregate of $37.7 million. As of December 31, 2009, CMG MT’s risk-to-capital ratio was 17.2 to
1. MIC has an additional capital support agreement with PMI Canada; however, we believe it is unlikely there is
any remaining material support obligation under the PMI Canada capital support agreement, as we have ceased
writing new business through our Canadian operations.

Cash Flows

On a consolidated basis, our principal sources of funds are cash flows generated by our insurance
subsidiaries and investment income derived from our investment portfolios. One of the primary goals of our cash
management policy is to ensure that we have sufficient funds on hand to pay obligations when they are due. We
believe that we have sufficient cash to meet these and other of our short- and medium-term obligations. We
believe that we currently have sufficient liquidity at our holding company to pay holding company expenses
(including interest expense on our outstanding debt) in 2010. The PMI Group does not currently have sufficient
funds or other sources of liquidity to enable it to repay our credit facility or our senior notes if either of those
obligations were required to be repaid prior to maturity. Our senior note indenture provides that, if we fail to pay
the principal amount of any other indebtedness at any stated maturity or if we default on any other obligation
with respect to any such other indebtedness and such default results (i) in any other indebtedness becoming or
being declared due and payable prior to the date on which it would otherwise have become due and payable and
(ii) the principal amount of all such other indebtedness equals or exceeds an aggregate principal amount of $50
million or more and (iii) we do not repay such indebtedness or such acceleration is not rescinded within 30 days
after receiving a notice of default from the trustee of the senior notes or the holders of at least 25% in principal
amount of our senior notes, an event of default would occur under our senior notes and we could be required to
repay all our outstanding senior notes.

Consolidated cash flows used in operating activities, including premiums, investment income, underwriting
and operating expenses and losses, were $540.1 million in 2009 compared to consolidated cash flows provided

by operating activities of $277.2 million and $400.6 million in 2008 and 2007, respectively. Cash flows from

110



operations decreased in 2009 compared to 2008 primarily due to increases in claim payments, including
accelerated claim payments in relation to the restructuring of certain modified pool policies, from PMI along
with a decrease in net premiums written due to the decline in insurance in force. Cash flows provided by
operating activities decreased in 2008 compared to 2007 primarily due to increases in claim payments from PMI.
We expect cash flows from operating activities to be negatively affected throughout 2010 due to payment of
claims from loss reserves recorded by PMI in 2007, 2008 and 2009, the continued reduction in premiums written
due to continued decline of insurance in force and the decline in net investment income due to lower investment
balances and lower investment yields.

Consolidated cash flows used in investing activities in 2009, including purchases and sales of investments
and capital expenditures, were $179.1 million compared to consolidated cash flows provided by investing
activities of $686.0 million in 2008 and cash flows used in investing activities of $102.0 in 2007. The change in
cash flows used in investing activities in 2009 compared to cash flows provided by investing activities in 2008
was due primarily to increased purchases of fixed income securities. The change in cash flows provided by
investing activities in 2008 compared to cash flows used in investing activities in 2007 was due primarily to
proceeds from the sales of PMI Australia and PMI Asia. Our investing activities increased due to the rebalancing
of investable assets primarily into municipal bonds. We believe we continue to maintain significant cash and
cash equivalents available to pay current and future obligations.

Consolidated cash flows used in financing activities were $74.5 million in 2009 compared to consolidated
cash flows provided by financing activities of $155.3 million in 2008 and consolidated cash flows used in
financing activities of $197.4 million in 2007. The change in cash flows used in financing activities in 2009
compared to cash flows provided by financing activities in 2008 was driven by our initial draw down of $200
million on our line of credit in 2008 and subsequent repayment of $75 million in 2009. The significant change in
cash flows provided by financing activities in 2008 compared to cash flows used in financing activities in 2007
was also due to the initial draw down under our line of credit in 2008. For a discussion of the status of The PMI
Group’s revolving credit facility, please see Liquidity and Capital Resources—Credit Facility.

Ratings
The rating agencies have assigned the following ratings to The PMI Group and certain of its affiliates and its

equity investee subsidiaries:

Standard
& Poor’s Moody’s Fitch

Insurer Counterparty Credit and Financial Strength Ratings

PMI Mortgage Insurance Co. ...... ...ttt B+ B2 NR
PMIINSurance Co. . ... vti it e e e et e e B+ NR NR
PMIEUIOPE . . ..ot B+ NR NR
CMG Mortgage Insurance Company .. ...............ouiiiiniiinnnannnaaen. BBB NR BBB
FGIC .o e NR NR NR
Issuer Credit Ratings

The PMIGroup, Inc. .. ... o e CCC+ Caa2 NR
Senior Unsecured Debt . ... ..o e CCC+ Caa2 NR
Junior Subordinated Debentures . . ... ... e CcC Caa3 NR

Recent Developments Relating to Mortgage Insurance Companies Ratings

In July 2009, PMI requested Standard & Poor’s (“S&P”) and Moody’s Investors Service (“Moody’s”) to
withdraw ratings on PMI Insurance Co. and PMI Europe. On July 30, 2009, S&P placed its ‘BB-’ financial
strength rating on PMI Insurance Co. on CreditWatch with negative implications. This rating action had no
impact on the ratings on The PMI Group, Inc. or PMI Mortgage Insurance Co. S&P commented that the
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CreditWatch placement reflected management’s decision to discontinue writing new business in PMI Insurance
Co. effective August 1, 2009. As a result, S&P commented that it may reclassify PMI Insurance Co. as a
nonstrategic entity of our mortgage insurance operations.

On July 29, 2009, S&P lowered its counterparty credit and financial strength ratings on CMG Mortgage
Insurance Company to ‘BBB+’ from ‘A’. The outlook remained negative. S&P commented that this rating action
reflected the increase in industry-wide prime mortgage defaults, which has affected higher quality mortgage
insurance business such as that of CMG Mortgage Insurance Company and that CMG Mortgage Insurance
Company’s operating results in the first quarter of 2009 were below expectations.

On October 27, 2009, S&P placed its ratings for several participants in the U.S. mortgage insurance industry
on CreditWatch with negative implications. On December 22, 2009, S&P concluded their CreditWatch which
resulted in a downgrade to PMI Mortgage Insurance Co., PMI Insurance Co., and PMI Europe to ‘B+* from
‘BB-’ and to The PMI Group, Inc. to ‘CCC+’ from ‘B-’. The ratings were removed from CreditWatch and
assigned a negative outlook.

On December 9, 2009, Fitch downgraded CMG Mortgage Insurance Company’s insurer financial strength
rating to ‘BBB’ from ‘A+’. The ratings outlook remains negative. Fitch commented that the downgrade was
driven primarily by increasing prime delinquencies and the potential impact on capitalization. Fitch officially
withdrew ratings for The PMI Group, Inc. and subsidiaries as of May 12, 2009.

On February 4, 2010, Moody’s took action on the industry which resulted in a downgrade to The PMI
Group, Inc. and its mortgage insurance subsidiaries as a result of continued deterioration in its capital position.
The Insurance Financial Strength ratings of PMI Mortgage Insurance Co. and PMI Insurance Co. were
downgraded to ‘B2’ from ‘Ba3’, and PMI Europe was downgraded to ‘B3’ from ‘B1’. The credit rating of The
PMI Group, Inc. was downgraded to ‘Caa2’ from ‘B3’. The ratings outlook was changed from developing to
negative for all remaining rated entities.

On February 17, 2010, S&P downgraded CMG Mortgage Insurance Company to ‘BBB’ from ‘BBB+’ with
a negative outlook and removed the company from CreditWatch.

On February 18, 2010, Moody’s withdrew the ratings for PMI Insurance Co. and PMI Europe and we expect
that S&P will withdraw their ratings for these two companies during the first quarter of 2010.

Determinations of ratings by the rating agencies are affected by a variety of factors, including
macroeconomic conditions, economic conditions affecting the mortgage insurance industry, changes in business
prospects, regulatory conditions, competition, underwriting and investment losses and the need for additional
capital. There can be no assurance that our wholly-owned insurance subsidiaries will not be downgraded in the
future.
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CRITICAL ACCOUNTING ESTIMATES

Management’s Discussion and Analysis of Financial Condition and Results of Operations, as well as
disclosures included elsewhere in this report, are based upon our consolidated financial statements, which have
been prepared in accordance with U.S. generally accepted accounting principles. The preparation of these
financial statements requires us to make estimates and judgments that affect the reported amounts of assets and
liabilities, revenues and expenses, and related disclosure of contingencies. Actual results may differ significantly
from these estimates. We believe that the following critical accounting estimates involved significant judgments
used in the preparation of our consolidated financial statements.

Reserves for Losses and LAE

We establish reserves for losses and LAE to recognize the liability of unpaid losses related to insured
mortgages that are in default. We do not rely on a single estimate to determine our loss and LAE reserves. To
ensure the reasonableness of our ultimate estimates, we develop scenarios using generally recognized actuarial
projection methodologies that result in various possible losses and LAE.

Changes in loss reserves can materially affect our consolidated net income or loss. The process of
estimating loss reserves requires us to forecast interest rate, employment and housing market environments,
which are highly uncertain. Therefore, the process requires significant management judgment and estimates. The
use of different estimates would have resulted in the establishment of different reserves. In addition, changes in
the accounting estimates are reasonably likely to occur from period to period based on the economic conditions.
We review the judgments made in our prior period estimation process and adjust our current assumptions as
appropriate. While our assumptions are based in part upon historical data, the loss provisioning process is
complex and subjective and, therefore, the ultimate liability may vary significantly from our estimates.

The following table shows the reasonable range of loss and LAE reserves, as determined by our actuaries,
and recorded reserves for losses and LAE (gross of recoverables) as of December 31, 2009 and December 31,
2008 by segment and on a consolidated basis:

As of December 31, 2009 As of December 31, 2008
Low High Recorded Low High Recorded
(Dollars in millions) (Dollars in millions)
U.S. Mortgage Insurance Operations ....... $2,650.0 $3,850.0 $3.213.7 $2,175.0 $3,075.0 $2,624.5
International Operations ................. 22.6 42.4 36.4 73.4 91.3 84.8
Consolidated loss and LAE reserves . ....... $2,672.6 $3,892.4 $3250.1 $2,2484 $3,166.3 $2,709.3

U.S. Mortgage Insurance Operations—We establish PMI’s reserves for losses and LAE based upon our
estimate of unpaid losses and LAE on (i) reported mortgage loans in default and (ii) estimated defaults incurred
but not reported to PMI by its customers. We believe the amounts recorded represent the most likely outcome
within the actuarial ranges.

Our best estimate of PMI’s reserves for losses and LAE is derived primarily from our analysis of PMI's
default and loss experience. The key assumptions used in the estimation process are expected claim rates,
average claim sizes and costs to settle claims. We evaluate our assumptions in light of PMI’s historical patterns
of claim payments, loss experience in past and current economic environments, the seasoning of PMI’s various
books of business, PMI's coverage levels, the credit quality profile of PMI's portfolios, and the geographic mix
of PMI’s business. We also consider the effect of projected future rescission activity with respect to the current
inventory of delinquent loans, and such consideration has materially reduced our loss reserves estimates. To the
extent we must reverse our rescissions beyond recent levels or future rescission activity is lower than expected,
we may need to significantly increase our loss reserve estimates in future periods. Our assumptions are
influenced by historical loss patterns and are adjusted to reflect recent loss trends. Our assumptions are also
influenced by our assessment of current and future economic conditions, including trends in housing prices,
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unemployment and interest rates. Our estimation process uses generally recognized actuarial projection
methodologies. As part of our estimation process, we also evaluate various scenarios representing possible losses
and LAE under different economic assumptions.

We established PMI’s reserves at December 31, 2009 based on, among other factors, our evaluation of
PMTI’s estimated future claim rates and average claim sizes. Management’s best estimate of reserves for losses at
December 31, 2009 was approximately the mid-point of the actuarial range.

Our increase to the reserve balance in 2009 was primarily due to PMI’s higher primary and modified pool
default inventories and higher average claim sizes and claim rates in its modified pool insurance portfolio, offset
by rescissions and loss mitigation activities. For a discussion of the increases in PMI's default inventory, see
Conditions and Trends—U.S. Mortgage Insurance Operations—Defaults. The increase in PMI’s average claim
size in its modified pool insurance portfolio has been driven by higher actual and projected loan balances on
loans going to claim and higher loss severity due to declining home prices. Higher claim rates have been driven
by home price declines and diminished availability of certain loan products, both of which constrain refinancing
opportunities and result in a decrease in the percentage of the default inventory that returns to current status
(referred to as cure rate). The table below provides a reconciliation of our U.S. Mortgage Insurance Operations’
beginning and ending reserves for losses and LAE for the years ended December 31, 2009, 2008 and 2007:

2009 2008 2007
(Dollars in millions)
Balance at January 1 . ...........uuniiiiiiii $2,6245 $1,133.1 $ 366.2
Reinsurance reCOVETables . . ..o vt it et (482.7) (35.9) 2.9)
Netbalance at January 1 ...... ... ... i 2,141.8 1,097.2 363.3
Losses and LAE incurred (principally with respect to defaults occuring in):
CUITENE YEAT . o o o tee et et ettt e e et a e e e e 1,552.7 1,688.0 894.4
PriOF YEAIS . ..o vttt e ettt et e e e 187.9 147.7 201.7
Totalincurred .. ...t . 1,740.6  1,835.7  1,096.1
Losses and LAE payments (principally with respect to defaults occuring in):
CUITENE YEAT . . . ottt ettt et e e (308.7) (100.9) (43.6)
PriOL YEArS . ..ottt ittt e (1,063.6) (713.1) (318.6)
Total PAYMENTS . . . ..o ottt e (1,372.3) (814.0) (362.2)
Transfer of PMI Guaranty loss reserves to U.S. Mortgage Insurance . ........ — 22.9 —
Net balance at December 31 . ..ottt e 2,510.1  2,141.8 1,097.2
Reinsurance reCoverables . . ... ..o v ittt e 703.6 482.7 359
Balance at December 31 ... ...t te $3,213.7 $2,624.5 $1,133.1

The above loss reserve reconciliation shows the components of our losses and LAE reserve changes for the
periods presented. Losses and LAE payments of $1.4 billion, $814 million and $362.2 million for the years ended
December 31, 2009, 2008 and 2007, respectively, reflect amounts paid during the periods presented and are not
subject to estimation. Total losses and LAE incurred of $1.7 billion, $1.8 billion and $1.1 billion for the years
ended December 31, 2009, 2008 and 2007, respectively, are management’s best estimates of ultimate losses and
LAE and are subject to change. The changes in our estimates are principally reflected in the losses and LAE
incurred line item which shows an increase to losses and LAE incurred related to prior years of $187.9 million,
$147.7 million and $201.7 million for the years ended December 31, 2009, 2008 and 2007, respectively. PMI's
reserve balance at January 1, 2009 includes $22.9 million of PMI Guaranty’s loss reserves, which were merged
into our U.S. Mortgage Insurance Operations in 2008.
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The table below breaks down the changes in reserves related to prior years by particular accident years for
2009, 2008 and 2007, respectively:

Losses and LAE Incurred Change in Incurred
2009 2008 2007
Accident Year VS, vS. vs.
(year in which default occurred) 2009 2008 2007 2006 2008 2007 2006
(Dollars in millions)

2002 and PriOT ...\t e $  — $ — $— $ — $ @86 $ (06 $ 3.1
2003 e e 226.5 2259 2268 220.2 0.6 0.9) 6.6
2004 L e 241.1 241.2 241.3 229.1 ©0.1) ©.1) 12.2
2005 . e 271.9 2720  270.8 240.4 0.1) 1.2 30.4
2000 .. e 414.3 4099 4103 260.9 4.4 0.4) 1494

2007 e 1,114.7 1,041.6  893.1 — 73.1 148.5 —

2008 . e 1,829.5 1,710.9 — — 118.6 — -

2000 . e 1,552.8 — — — — — —
Total . ... .. i : $187.9 $147.7 $201.7

The $187.9 million, $147.7 million and $201.7 million increases related to prior years’ reserves in 2009,
2008 and 2007, respectively, were due to re-estimations of ultimate loss rates from those established at the
original notices of defaults, updated through the periods presented. The $187.9 million increase in prior years’
reserves during 2009 reflected the significant weakening of the housing and mortgage markets and was driven
primarily by adverse claim size and claim rate development in the modified pool insurance portfolio partially
offset by reductions in claim size on our primary insurance portfolio. The $147.7 million increase in prior years’
reserves during 2008 and the $201.7 million increase in prior years’ reserves in 2007 reflected significant
weakening of the housing and mortgage markets in 2008 and 2007 and were driven by lower cure rates, higher
claim rates and higher claim sizes related to our primary insurance portfolio in those years. These re-estimations
of ultimate loss rates are the result of management’s periodic review of estimated claim amounts in light of
actual claim amounts, loss development data and ultimate claim rates. Future declines in PMI’s cure rate, or
higher default and claim rates or claim sizes could lead to further increases in losses and LAE.

The following table shows a breakdown of reserves for losses and LAE by primary and pool insurance:

December 31, December 31,

2009 2008

(Dollars in millions)
Prmary iNSUTANCE . . .. ..ot et e e $2,931.1 $2,340.0
POl IMISUIANCE . ..ttt e e e e e e e e s 261.8 261.6
10117 G S 20.8 229
Total reserves forlosses and LAE . ... ... i s $3,213.7 $2,624.5

The increase in primary insurance reserves is driven primarily by the receipt of notices of default and an
increase in the default inventory. The increase in the pool insurance reserves is driven by adverse development in
the modified pool portfolio from increases in the default inventory, claim size and claim rates, partially offset by
the restructuring of certain modified pool policies in 2009 which resulted in an acceleration of pool claims paid
in 2009.
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The following table shows a breakdown of reserves for losses and LAE by loans in default, incurred but not
reported, or IBNR, and the cost to settle claims, or LAE:

December 31, December 31,

2009 2008

(Dollars in millions)
Loans i defAUIE . . o vt v e e et e e e e e e e $3,017.1 $2,452.6
BN R oot et e e 109.5 91.3
Costto settle claims (LAE) . ... oottt e e e 66.3 57.7
(0137 A O P S 20.8 229
Total reserves forlosses and LAE . . ... . i $3,213.7 $2,624.5

% Other relates to PMI Guaranty’s loss reserves related to the agreement between PMI Guaranty, FGIC, and AG Re under which PMI
Guaranty commuted certain risks with FGIC.

To provide a measure of sensitivity of pre-tax income to changes in loss reserve estimates, we estimate that:
(i) for every 5% change in our estimate of the future average claim sizes or every 5% change in our estimate of
the future claim rates with respect to the December 31, 2009 reserves for losses and LAE, the effect on pre-tax
income would be an increase or decrease of approximately $150.9 million; (ii) for every 5% change in our
estimate of incurred but not reported loans in default as of December 31, 2009, the effect on pre-tax income
would be approximately $5.5 million; and (iii) for every 5% change in our estimate of the future cost of claims
settlement expenses as of December 31, 2009, the effect on pre-tax income would be approximately $3.3 million.

If either the claim rate or claim size, or a combination of the claim rate and claim size, were to increase
approximately 19.8% above our current estimates, we would reach the top of our actuarially determined
range. Conversely, if the claim rate or claim size, or a combination of the claim rate and claim size, were to
decrease by approximately 17.5% of our current estimates, we would reach the bottom end of our actuarially
determined range.

The establishment of loss reserves is subject to inherent uncertainty and requires judgment by management.
The actual amount of claim payments may vary substantially from the loss reserve estimates. For example, the
relationship of a change in assumption relating to future average claim sizes, claim rates or cost of claims
settlement to the change in value may not be linear. Also, the effect of a variation in a particular assumption on
the value of the loss and LAE reserves is calculated without changing any other assumption. Changes in one
factor may result in changes in another which might magnify or counteract the sensitivities. Changes in factors
such as persistency or cure rates can also affect the actual losses incurred. To the extent persistency increases and
assuming all other variables remain constant, the absolute dollars of claims paid will increase as insurance in
force will remain in place longer, thereby generating a higher potential for future incidences of loss. Conversely,
if persistency were to decline, absolute claim payments would decline. In addition, changes in cure rates would
positively or negatively affect total losses if cure rates increased or decreased, respectively.

International Operations—PMI Europe establishes loss reserves for all of its insurance and reinsurance
business and for CDS transactions entered into before July 1, 2003. Revenue, losses and other expenses
associated with CDS contracts executed on or after July 1, 2003 are recognized through derivative accounting
treatment. PMI Europe’s loss reserving methodology contains two components: case reserves and IBNR reserves.
Case and IBNR reserves are based upon factors which include, but are not limited to, our analysis of arrears and
loss payment reports, loss assumptions derived from pricing analyses, our view of current and future economic
conditions and industry information. Our actuaries calculated a range for PMI Europe’s loss reserves at
December 31, 2009 of $22.4 million to $41.9 million. PMI Europe’s recorded loss reserves at December 31,
2009 were $36.0 million, which represented our best estimate and a decrease of $48.5 million from PMI
Europe’s loss reserve balance of $84.5 million at December 31, 2008. The decrease to PMI Europe’s loss
reserves in 2009 was primarily due to claim payments of $55.3 million made in respect of PMI Europe’s
reinsurance of certain U.S. subprime exposures. The remaining loss reserves within our International Operations
segment relate to PMI Canada, which ceased writing new business in 2008.
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The following table shows a breakdown of International Operations’ loss and LAE reserves:

December 31, December 31,

2009 2008

(Dollars in millions)
Loansindefault ........... .. .. .. $33.1 $66.3
BN R .o 2.2 17.8
Cost to settle claims (LAE) . ... .. o i 1.1 0.7
Totalloss and LAEreserves ................ ... ... .coiviiiiuiunnii.. $36.4 $84.8

The following table provides a reconciliation of International Operations’ beginning and ending reserves for
losses and LAE for the years ended December 31, 2009, 2008 and 2007:

2009 2008 2007
(Dollars in millions)

Balanceat January 1 .............. .. ... $84.8 $41.6 $17.9
Reinsurance recoverables . .............. it — (1.0)y (0.9
Netbalance at January 1 ... .. ... .. ittt it 84.8 406 170
Losses and LAE incurred (principally with respect to defaults occurring in)
(O 5 <3 L - 34 184 199
Prior years . ... ... e 89 451 6.9
Totalincurred ........ .. 12.3 63.5 26.8
Losses and LAE payments (principally with respect to defaults occurring in)
CUITENE YEAT . . . ottt ettt e e e e e e e e 0.1 — —
PriOr YEaIS . .ottt 59.6) (144) (.1
Total payments . ...........oiint i 597 (144) (5.1
Foreign currency translation ................. ... .. ciiiiiiiiiii... (1.0) 4.9) 1.9
Netbalance at December 31 . .......... ... ... . i iiiiii i, 36.4 84.8 40.6
Reinsurance recoverables .. ........... ... ... . e — — 1.0
Balance at December 31 ........ .. . ... .. ... ... ... $364 $848 $41.6

The increases in losses and LAE incurred relating to prior years of $8.9 million, $45.1 million and $6.9
million in 2009, 2008 and 2007, respectively, were primarily due to a loss provision related to deteriorating
performance of several U.S. exposures on which PMI Europe provided reinsurance coverage.

Credit Default Swap Contracts

Through PMI Europe, we provide credit protection in the form of credit default swaps (“CDS”), which are
considered derivatives and are marked to market through earnings under the requirements of Topic 815. The fair
value of derivative liabilities was $17.3 million and $54.5 million as of December 31, 2009 and December 31, 2008,
respectively, and is included in other liabilities on the balance sheet. The fair value of these CDS liabilities includes
payment obligations that have been incurred but unpaid as of the balance sheet date. Our CDS exposures are
dependent on the performance of certain prime residential mortgage loans originated throughout Europe, which are
the reference assets for the underlying mortgage-related securities. The fair values of our CDS contracts are affected
predominantly by estimated changes in credit spreads of the underlying obligations. As estimated credit spreads
change, the fair values of these CDS contracts will change and the resulting gains and losses will be recorded in our
operating results. In addition, with the adoption of Topic 820 we have incorporated our non-performance risk into
the market value of our derivative assets and liabilities. Excluding our non-performance risk, the fair value of these
CDS liabilities would have been $19.3 million as of December 31, 2009.
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PMI may incur losses on its CDS exposures if losses on the underlying mortgage loans reach PMI’s risk
layer. Losses on underlying mortgages may only occur following a credit event, which is typically defined as
borrower default or bankruptcy, and only if recoveries (typically foreclosure proceeds) are less than the total
outstanding mortgage balances and foreclosure expenses, and in the case of some transactions, accrued interest.

Certain of PMI Europe’s CDS contracts contain collateral support provisions which, upon certain defined
circumstances, including deterioration of the underlying mortgage loan performance, require PMI Europe to post
collateral for the benefit of the counterparty. The methodology for determining collateral varies and can include
mark-to-market valuations, contractual formulae (principally related to expected loss performance) and/or
negotiated amounts. As a result of rating agency actions and other contractual requirements, PMI Europe has
posted collateral, consisting of corporate securities and cash, of $14.7 million as of December 31, 2009 on CDS
transactions. Any further downgrades will have no impact on the required collateral, as our current ratings are
below all the ratings related triggers. As of December 31, 2009, the aggregate fair value of all derivative
instruments with collateral support provisions upon which we have been required to post collateral, was a net
liability of $15.8 million. We estimate based on expected defaults and loss estimates that the amount of
additional collateral required to be posted will range from $4.4 million to $11.4 million in 2010. The actual
collateral posted at year end will be dependent upon performance of the underlying mortgage portfolios, claim
payments and the extent to which PMI Europe is successful in commuting these contracts. As of December 31,
2009, the maximum amount of collateral that PMI Europe could be required to post under these contracts is
approximately $37.1 million, including the $14.7 million already posted. See Item 1A. Risk Factors—We are
exposed to risk in the winding down of our European and Canadian operations.

Our CDS exposures are dependent on the performance of certain prime residential mortgage loans
originated throughout Europe, which are the reference assets for the underlying mortgage-related securities. On
average, the underlying loan portfolios were seasoned by at least one year when PMI Europe entered into the
CDS transactions. Most portfolios had average seasoning of at least three years at issuance. PMI generally
defines the notional amount of its exposure as its risk in force. Risk in force represents the maximum potential
contractual obligation for PML. PMI Europe’s risk in force related to its CDS contracts was $4.0 billion as of
December 31, 2009. Provided below are tables showing the risk in force or notional amounts by issue year,
original and current credit rating, posted collateral and country for all CDS contracts as of December 31, 2009.
As of December 31, 2009, the original credit ratings of our investment grade transactions were unchanged:

Original and Current Credit Rating
AAA Non-investment

Issue Year ' (Super Senior) = AAA AA A BBB grade Total
( Dollars in millions)

2000 .. $ — $— $— $— S $ 18 $ 18
2003 e — — — — — 7 7
2004 ... — — — — — 10 10
2000 ... 1,268 84 — — — — 1,352
2007 2,147 218 142 65 35 — 2,607
Total Notional .................... $3,415 $302 $142 $65 $ 35 ~$ 35 $3,994
Posted collateral .................. $ 2 $— $— $— $— $ 13 $ 15
Maximum collateral ............... $ 2 $— $— $— $— $ 35 $ 37

Note: Notional and collateral amounts will change due to fluctuations in the value of the Euro as compared to the U.S. dollar. Maximum
collateral represents the contractual limit of collateral that would be required to be posted.
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Original and Current Credit Rating

) AAA Non-investment
Country (Super Senior) AAA AA A BBB grade Total
( Dollars in millions)
France .......ccoveiinininnennennn $2,147 $218 $142 $ 65 § 35 $— $2,607
Germany ............ e 1,268 84 — — — 35 1,387
Total Netional .................... $3,415 $302 $142 $65 $ 35 $ 35 $3,994

Note: Notional amounts will change due to fluctuations in the value of the Euro as compared to the U.S. dollar.

Provided in the table below are the weighted average expected life and the components of fair value for
PMI’s CDS contracts in an asset/(liability) position as of December 31, 2009.

Original and Current Credit Rating

AAA Non-investment
(Super Senior) AAA AA A BBB grade Total

(Dollars in millions)

Weighted average expected life in
PEATS v vveie s 0.17 0.17 0.17 017 0.17 1.95 0.33

Components of fair value
Expected discounted future net cash

inflows (outflows) .............. $ 0.8 $02 $02 $01 $03 $(11.3) $ 9.7
Market spread/cost of capital

adjustment . ............ o (1.3) 0.7 (0.3) (03) (0.6) 4.4 (7.6)
Fairvalue ............ccovovnens $(0.5) $(0.5) $(0.1) $(0.2) $(0.3) $(15.7) $(17.3)

Note: Fair value amounts will change due to fluctuations in the value of the Euro as compared to the U.S. dollar.

PMI does not currently expect that the fair value portion of the CDS liability related to fluctuations in
market spreads and PMI’s cost of capital will result in additional cash outflows. PMI's expected future net cash
flows could vary over time. Higher than expected defaults, higher loss severities or the acceleration in the timing
of claim payments would likely result in an increase in expected discounted future net cash outflows and PMI’s
fair value liability, which could materially impact our results of operations. PMI has paid, or expects to pay,
losses on most of its non-investment grade CDS contracts. PMI expects to pay net cash outflows of
approximately $11.3 million related to its non-investment grade CDS agreements over the next 6 years. PMI has
a fair value liability of $15.7 million, which includes all expected lifetime future cash flows, against total
notional exposure of $34.9 million on all non-investment grade contracts as of December 31, 2009.

Based on our expectations for default timing, loss severity and timing of exercise of call options, we do not
anticipate paying losses on contracts rated ‘BBB’ or higher. When the borrowers on underlying loans are in
arrears by at least 90 days, PMI Europe regards such arrears as indicative of potential future losses. As of
December 31, 2009, loans that were at least 90 days in arrears represented less than 70% of remaining
subordination to PMI’s layer on each investment grade transaction. To date, losses on loans underlying our
investment grade transactions have not exceeded 2% of current subordination levels. To the extent expected cash
losses were to exceed subordination levels, the fair values of the investment grade CDS contracts would further
decline, resulting in an increase in CDS liability, which could become realized in the form of claims paid over
time.

In estimating the fair values of CDS contracts, PMI Europe incorporates expected life of contract dates in its
internal valuation models. We estimate the life of contract to coincide with expected call dates based on a
number of factors, including past experience of counterparties, the underlying economics of the transactions,
counterparties’ expressed intent and potential costs associated with extending transactions. The current state of
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capital markets, the financial conditions and perspectives of various counterparties and the general weakening of
economic conditions in Europe may lead to decisions by customers to extend the credit protection offered by
PMI Europe’s CDS contracts, which could be counteracted by PMI Europe’s counterparties’ assessments of its
creditworthiness. If a CDS contract is extended beyond its expected call date, PMI Europe will be required to
adjust its internal valuation model assumptions. To the extent that credit spreads are higher than at the time of
inception of the transaction, extending the expected life from the call date to the maturity date could result in
PMI Europe recognizing further significant mark-to-market losses. If counterparties elect to extend PMI
Europe’s CDS contracts and spreads remain at their current levels, mark-to-market losses could be material and
there will be a greater likelihood of incurring higher than currently expected realized losses in the form of paid
claims on the contracts. To date, all of PMI Europe’s CDS contracts have either been called at our expected call
date or have deviated from our expected call date in lengths of time that are not significant.

Investment Securities

We review all of our fixed income and equity security investments on a periodic basis for impairment, with
focus on those having unrealized losses. We specifically assess all investments with declines in fair value and, in
general, monitor all security investments as to ongoing risk.

We review on a quarterly basis, or as needed in the event of specific credit events, unrealized losses on all
investments with declines in fair value. These investments are then tracked to establish whether they meet our
established other than temporary impairment criteria. This process involves monitoring market events and other
items that could impact issuers. We consider relevant facts and circumstances in evaluating whether the
impairment of a security is other-than-temporary.

Relevant facts and circumstances considered include, but are not limited to:

* a decline in the market value of a security below cost or amortized cost for a continuous period of at
least six months;

» the severity and nature of the decline in market value below cost regardless of the duration of the
decline;

» recent credit downgrades of the applicable security or the issuer by the rating agencies;
« the financial condition of the applicable issuer;
¢ whether scheduled interest payments are past due; and

»  whether it is more likely than not we will hold the security for a sufficient period of time to allow for
anticipated recoveries in fair value.

Once a security is determined to have met certain of the criteria for consideration as being other-than-
temporarily impaired, further information is gathered and evaluated pertaining to the particular security. If the
security is an unsecured obligation, the additional research is a security specific approach with particular
emphasis on the likelihood of the issuer to meet the contractual terms of the obligation.

We assess equity securities using the criteria outlined above and also consider whether in addition to these
factors we have the ability and intent to hold the equity securities for a period of time sufficient for recovery to cost
or amortized cost. If we lack the intent or whether it is more likely than not we can hold the security for a sufficient
time to allow for anticipated recoveries in value, the equity security’s decline in fair value is deemed to be other
than temporary, and we record the full difference between fair value and cost or amortized cost in earnings.

Once the determination is made that a debt security is other-than-temporarily impaired, an estimate is
developed of the portion of such impairment that is credit related. The estimate of the portion of impairment due

to credit is based upon a comparison of ratings at purchase and the current ratings of the security, to establish
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whether there have been any specific credit events during the time we owned the security, as well as the outlook
through the expected maturity horizon for the security. We obtain ratings from two nationally recognized rating
agencies for each security being assessed. We also incorporate information on the specific securities from our
management and, as appropriate, from our external investment advisors on their views on the probability of it
receiving the interest and principal cash-flows for the remaining life of the securities.

The following table shows our investments’ gross unrealized losses and fair value, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position, as of
December 31, 2009 and December 31, 2008:

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses  Fair Value  Losses Fair Value Losses
(Dollars in thousands)
December 31, 2009
Fixed income securities:
U.S. municipalbonds ................ $559,817 $(11,494)$ 62,032 $ (4,455)$ 621,849 $ (15,949)
Foreign governments . ................ 7,270 (237) 7,151 (898) 14,421 (1,135)
Corporatebonds .................... 41,041 (1,709) 7,031 (924) 48,072 (2,633)
Total fixed income securities . ..... 608,128 (13,440) 76,214 (6,277) 684,342  (19,717)
Equity securities:
Common stocks . ....oovviinen 28,955 (594) — — 28,955 (594)
Preferredstocks . ........... ... .. ... — —_ 54,706  (3,322) 54,706 (3,322)
Total equity securities ............ 28,955 (594) 54,706 (3,322) 83,661 (3,916)
Total ..................... $637,083 $(14,034) $130,920 $ (9,599) $ 768,003 $ (23,633)
Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value  Losses Fair Value Losses
(Dollars in thousands)
December 31, 2008
Fixed income securities:
U.S. municipalbonds ................ $801,039 $(49,171) $460,962 $(49,416) $1,262,001 $ (98,587)
Foreign governments . .. .............. 6,664  (1,780) — — 6,664 (1,780)
Corporatebonds .................... 25,903 1,977) 30,423 (5,371) 56,326 (7,348)
Total fixed income securities ...... 833,606 (52,928) 491,385 (54,787) 1,324,991 (107,715)
Equity securities:
Commonstocks . ...t 5,576  (3,698) — — 5,576 (3,698)
Preferred stocks . ............. ... ..., 20,365  (2,712) 99,294 (17,489) 119,659  (20,201)
Total equity securities ............ 25,941 (6,410) 99,294 (17,489) 125,235  (23,899)
Total ..................... $859,547 $(59,338) $590,679 $(72,276) $1,450,226 $(131,614)

At December 31, 2009, we had gross unrealized losses of $23.6 million on investment securities, including
fixed maturity and equity securities that had a fair value of $768.0 million. In addition, included in the gross
unrealized losses are securities that we determined had other-than-temporary impairments in accordance with
Topic 320. Accordingly, we bifurcated these impairments between credit and non-credit impairments. We had
non-credit impairments of $2.6 million on securities considered to be impaired.

The unrealized losses on foreign governments and corporate bonds as of December 31, 2009 were primarily
due to foreign currency translation on securities denominated in a currency other than the functional currency as
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well as continuing credit issues in that sector. The unrealized losses in the preferred stock portfolio as of
December 31, 2009 decreased from December 31, 2008 as a result of an overall improvement in the preferred
sector as well as a change in the composition of our holdings as a result of preferred stock exchanges and
dispositions throughout 2009. The change in unrealized losses on the fixed income portfolio from December 31,
2008 to December 31, 2009 was primarily due to contracting municipal bonds credit spreads.

Impaired investments either met the criteria established in our accounting policy regarding the extent and
length of time the investment was in a loss position or management determined that it would not hold the security
for a period of time sufficient to allow for any anticipated recovery. Additional factors considered in evaluating
an investment for impairment include the financial condition and near-term prospects of the issuer, evidenced by
debt ratings and analyst reports. As of December 31, 2009, our investment portfolio included 129 securities in an
unrealized loss position compared to 284 securities as of December 31, 2008.

Deferred Policy Acquisition Costs

Our policy acquisition costs are those costs that vary with, and are primarily related to, our acquisition,
underwriting and processing of new mortgage insurance policies, including contract underwriting and sales
related activities. To the extent we provided contract underwriting services on loans that did not require mortgage
insurance, associated underwriting costs were not deferred. We defer policy acquisition costs when incurred and
amortize these costs in proportion to estimated gross profits for each policy year by type of insurance contract
(i.e. monthly, annual and single premium). The amortization estimates for each underwriting year are monitored
regularly to reflect persistency and expected loss development by type of insurance contract. We review our
estimation process on a regular basis and any adjustments made to the estimates are reflected in the current
period’s consolidated net income. Deferred policy acquisition costs are reviewed periodically to determine that
they do not exceed recoverable amounts, after considering investment income. The decreases in amortization of
deferred policy acquisition costs in 2009 compared to 2008 were primarily due to less deferrals due to lower
levels of NIW and an increase we made in the second half of 2008 to the period over which we amortize deferred
policy acquisition costs in our U.S. Mortgage Insurance Operations as a result of higher persistency levels. PMI’s
deferred policy acquisition cost asset increased to $41.3 million at December 31, 2009 from $32.3 million at
December 31, 2008 and $10.5 million at December 31, 2007.

Premium Deficiency Analysis

We perform an analysis for premium deficiency using assumptions based on our best estimate when the
analysis is performed. The calculation for premium deficiency requires significant judgment and includes
estimates of future expected premiums, expected claims, loss adjustment expenses and maintenance costs as of
the date of the test. The calculation of future expected premiums uses assumptions for persistency and
termination levels on policies currently in force. Assumptions for future expected losses include future expected
average claim sizes and claim rates which are based on the current default rate and expected future defaults.
Investment income is also considered in the premium deficiency calculation. For the calculation of investment
income we use our pre-tax investment yield.

We perform premium deficiency analyses quarterly on a single book basis for the U.S. Mortgage Insurance
Operations and International Operations. A premium deficiency analysis was performed as of December 31,
2009 on a GAAP basis. We determined that there was a premium deficiency in our International Operations
segment and recorded a premium deficiency reserve of $2.4 million and $1.4 million for PMI Europe and PMI
Canada, respectively. Premium deficiency is recorded as Losses and LAE on the Consolidated Statement of
Operations and as Other Liabilities on the Consolidated Balance Sheet. We determined there was no premium
deficiency in our U.S. Mortgage Insurance Operations segment despite continued significant losses in 2009. To
the extent premium levels and actual loss experience differ from our assumptions, our results could be negatively
affected in future periods. ,
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Valuation of Deferred Tax Assets

PMI’s management reviews the need to establish a valuation allowance against deferred tax assets on a
quarterly basis. In the course of its review, PMI’s management analyzes several factors, including the severity
and frequency of operating or capital losses, PMI’s 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, PMTI’s
valuation allowance as of December 31, 2009 was approximately $248.3 million.

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 pursuant to §831(e) of the Internal Revenue Code. The reserves are included in
taxable income in future years when they are released for statutory accounting purposes or if we elect to redeem
the tax and loss bonds that were purchased in connection with the deduction for the reserves. Remaining
contingency reserves were released as of December 31, 2009, generating approximately $965 million of taxable
income reflected in the current tax calculation. :

Because of the limited ability to generate capital gains or other strategies to utilize unrealized capital losses
during the carryback and carryover periods, however, we separately evaluated deferred tax assets of a capital
nature totaling approximately $241.3 million that could expire before being utilized. As a result of this analysis,
it was estimated that approximately $152.9 million of capital losses would “more-likely-than-not” expire before
sufficient capital gains could be generated and the valuation allowance was adjusted, accordingly. Additional
adjustments could be recognized in the future due to changes in management’s expectations regarding realization
of tax benefits.

In addition to the capital losses, deferred tax assets related to foreign and California net operating losses and
certain foreign tax credits were analyzed during the year related to deferred tax assets of $12.5 million, $6.6
million, and $78.9 million, respectively. As a result of this analysis, it was determined that approximately $10.0
million, $6.6 million and $78.8 million of these respective deferred tax assets would “more-likely than not”
expire before being utilized, resulting in a total valuation allowance of approximately $95.8 million as of
December 31, 2009.

Additional adjustments could be recognized in the future due to changes in management’s expectations
regarding realization of tax benefits which could have a material adverse effect on our results of operations and
financial condition.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the risk of the loss of fair value resulting from adverse changes in market rates and prices,
such as interest rates, foreign currency exchange rates and equity prices. Market risk is directly influenced by the
volatility and liquidity in the markets in which the related underlying financial instruments are traded. The
following is a discussion of our market risk exposures and our risk management practices.

Interest rate risk

As of December 31, 2009, our consolidated investment portfolio excluding cash and cash equivalents was
$2.6 billion. The fair value of investments in our portfolio is calculated from independent market quotations and
Is interest rate sensitive and subject to change based on interest rate movements. As of December 31, 2009,
91.6% of our investments were fixed income securities, primarily U.S. municipal bonds. As interest rates fall, the
fair value of fixed income securities generally increases, and as interest rates rise, the fair value of fixed income
securities generally decreases. The following table summarizes the estimated change in fair value and the
accounting effect on comprehensive income (pre-tax) for our consolidated investment portfolio based upon
specified hypothetical changes in interest rates as of December 31, 2009:

Estimated Increase/
(Decrease) in

Fair Value
(Dollars in thousands)

300 basis pointdecline ................. ... ... $ 321,673
200 basis pointdecline .............. ... ... ... ... .. ... $ 245,805
100 basis pointdecline ............... .0 $ 142,606
100 basis pOINt LiSE .. ..ottt et e $(132,367)
200 basis pOINLFSE . . ..ottt e $(292,459)
300 basis pOINLTISE .. ..ottt et e $(438,622)

These hypothetical estimates of changes in fair value are primarily related to our fixed-income securities as
the fair values of fixed-income securities generally fluctuate with increases or decreases in interest rates. The
weighted average option-adjusted duration of our consolidated investment portfolio including cash and cash
equivalents was 6.2 as of December 31, 2009.

Currency exchange rate risk

We analyze the sensitivity of fluctuations in foreign currency exchange rates on investments in our foreign
subsidiaries denominated in currencies other than the U.S. dollar. This estimate is calculated using the spot
exchange rates as of December 31, 2009 and respective current period end investment balances in our foreign
subsidiaries in the applicable foreign currencies. The following table summarizes the estimated changes in the
investments in our foreign subsidiaries and the accounting effect on comprehensive income (pre-tax) based upon
specified hypothetical percentage changes in foreign currency exchange rates as of December 31, 2009, with all
other factors remaining constant:

Estimated Increase (Decrease)
Foreign Currency Translation

Change in foreign currency exchange rates Europe Canada  Consolidated
(USD in thousands)

I5%decline .................. .. .. ... . . ... ... $(17,242) $(2,375) $(19,617)
10%decline .................. .. ... ... ... $(11,495) $(1,583) $(13,078)
S%decline .......... . ..., $ (5,747) $ (792) $ (6,539)
SPrise ... $ 5747 $ 792 $ 6,539
0% rise ... .. o $ 11,495 $1,583 $ 13,078
IS%rise ... ... . $17,242 $2375 $19,617



U.S. Doliar relative to

Foreign currency translation rates as of December 31, Euro Canadian Dollar
2009 .. 1.4321 0.9506
2008 .. 1.3971 0.8202

The changes in the foreign currency exchange rates from 2008 to 2009 positively affected our investments
in our foreign subsidiaries by $5.0 million. This foreign currency translation impact is calculated by applying the
period over period change in the period end spot exchange rates to the current period end investment balance of
our foreign subsidiaries.

As of December 31, 2009, $172.1 million, including cash and cash equivalents of our invested assets, was
held by PMI Europe and was denominated primarily in Euros. As of December 31, 2009, $18.9 million,
including cash and cash equivalents of our invested assets, was held by PMI Canada and was denominated
primarily in U.S. dollars. The above table shows the exchange rate of the U.S. dollar relative to the Euro and
Canadian dollar as of December 31, 2009 and 2008. The value of the Euro and Canadian dollar strengthened
relative to the U.S. dollar as of December 31, 2009 compared to December 31, 2008.

Credit spread risk

Through PMI Europe, we provide credit protection in the form of credit default swaps (“CDS”), which are
considered derivatives and are marked to market through earnings under the requirements of Topic 815. The fair
value of derivative liabilities was $17.3 million and $54.5 million as of December 31, 2009 and December 31, 2008,
respectively, and is included in other liabilities on the balance sheet. The fair value of these CDS liabilities includes
payment obligations that have been incurred but unpaid as of the balance sheet date. Our CDS exposures are
dependent on the performance of certain prime residential mortgage loans originated throughout Europe, which are
the reference assets for the underlying mortgage-related securities. The fair values of our CDS contracts are affected
predominantly by estimated changes in credit spreads of the underlying obligations. As estimated credit spreads
change, the fair values of these CDS contracts will change and the resulting gains and losses will be recorded in our
operating results. In addition, with the adoption of Topic 820 we have incorporated our non-performance risk into
the market value of our derivative assets and liabilities. Excluding our non-performance risk, the fair value of these
CDS liabilities would have been $19.3 million as of December 3 1, 2009.

We do not currently expect that the fair value portion of the CDS liability related to fluctuations in market
spreads and our cost of capital will result in any cash outflows. PMI’s expected future net cash flows could vary
over time. Higher than expected defaults, higher loss severities or the acceleration in the timing of claim
payments would likely result in an increase in PMI’s expected discounted future net cash outflows and fair value
liability, which could materially impact our results of operations. The following two tables summarize the
estimated changes in the exit value liability in PMI Europe based upon specified hypothetical percentage changes
in market spread and cost of capital as of December 31, 2009, with all other factors remaining constant. The
specified hypothetical percentage changes are based on our recent historical experience with these factors. We
have selected smaller hypothetical percentage changes with respect to cost of capital, which are incorporated in
our non-investment grade modeling, as our recent historical experience with this factor would suggest much less
volatility than changes in market spreads. '

Estimated
Change in cost of capital (Decrease)/Increase in Liability
(USD in thousands)

35%decline ... . $(1,477)
5% decline .......... . $(1,047)
10%decline ............ ... ... ... . . . . . . . ... ... $ (415
10%rise ... $ 409
5% rise ... $1,013
35%rise ... $ 1,409



Estimated
(Decrease)/Increase in

Change in market spread Liability
(USD in thousands)
05 AECHIIE + o v v o oo ettt e e $(3,129)
TS50 AECIINE .+« oo v v e ee et e e e $(2,470)
50% AECHNE « o o o v et e ettt $(1,647)
SOT TS « o v v o et vae e $ 1,647
TG0 TISE « « v v v v et ettt $ 2,470
050 TISE + « « v e v ettt $ 3,129

Debt instruments

Effective January 1, 2008, The PMI Group, Inc. adopted Topic 820 and the fair value option outlined in
Topic 825. In particular, we elected to adopt the fair value option outlined in Topic 825 for certain corporate debt
liabilities on the adoption date. The fair value of these corporate debt instruments is measured under level 2 of
the fair value hierarchy and is derived from independent pricing services that use observable market data for
similar transactions, including broker-dealer quotes and actual trade activity as a basis for valuation.

Changes in the fair value of these corporate debt liabilities for which the fair value option was elected is
principally due to changes in our credit spreads. The following table summarizes the estimated change in yield
and corresponding fair value and the accounting effect on income (pre-tax) based upon reasonably likely changes
in our credit spreads as of December 31, 2009, with all other factors remaining constant:

Estimated
(Decrease)/Increase in
Change in credit spreads Liability
(USD in thousands)

300 basis point decline .. .........oviiiiiiii e $ 37,414
200 basis point deCliNe .. ......onvnreinanrnenre $ 23,795
100 basis point decline . ..........c.ouiniianiiariis $ 11,374
100 basis point increase ............ PN $(10,454)
200 basis POINt INCTEASE . ... vvvvvveeanr s e e © $(20,094)
300 basis POINt iNCIEASE . .. .. vvvevveenein e $(29,009)

Equity market price risk

At December 31, 2009, the market value and book value of equity securities in our investment portfolio
were $215 million and $193 million, respectively. Exposure to changes in equity market prices can be estimated
by assessing potential changes in market values on our equity investments resulting from a hypothetical broad-
based decline in equity market prices of 20%. With all other factors remaining constant, we estimated that such a
decrease would reduce our investment portfolio held in equity investments by $43 million as of December 31,
2009. Preferred securities make up approximately 87% of our equity security portfolio with a market value of
$186 million. The majority of our preferred stocks are perpetual preferreds with dividends. The fair value of the
preferred securities could be affected by a deferral of dividends. We estimate that the fair value of our preferred
securities would decrease if the dividends were deferred.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Shareholders of The PMI Group, Inc.

We have audited The PMI Group, Inc. and subsidiaries’ internal control over financial reporting as of
December 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). The PMI Group, Inc.
and subsidiaries’ management is responsible for maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over financial reporting .included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
company’s assets that could have a material effect on the financial statements. .

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, The PMI Group, Inc. and subsidiaries maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2009, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board

(United States), the 2009 consolidated financial statements of The PMI Group, Inc. and subsidiaries and our
report dated March 5, 2010 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

San Francisco, California
March 5, 2010
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THE PMI GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,
2009 2008 2007
(Dollars in thousands, except per share data)

REVENUES
Premiumsearned ................... . ... .. $ 716,841 $ 786,159 $ 815,440
NetinvestmentinCcome ....................oouureenn . 119,166 138,701 132,552
Net realized investment gains (I0sses) ......................... 37,471 (139,534) (24,639)
Change in fair value of certain debt instruments ................. 16,522 123,595 —
Other income (I0SS) ... ........ooiem e 33,909 (1,134) (168)

Totalrevenues ................................... 923,909 907,787 923,185
LOSSES AND EXPENSES
Losses and loss adjustment expenses .......................... 1,756,755 1,899,264 1,122,898
Amortization of deferred policy acquisition costs ................ 17,781 18,285 87,683
Other underwriting and operating expenses ..................... 155,211 218,583 192,917
INterest eXpense ... .....outeit it 43,013 41,007 33,391

Total losses and expenses . ......................... 1,972,760 2,177,139 1,436,889
Losses before equity in losses from unconsolidated subsidiaries and

INCOME tAXES ..\ttt et e e e (1,048,851) (1,269,352) (513,704)

Equity in losses from unconsolidated subsidiaries ................ (12,019) (51,802) (741,500)
Loss from continuing operations before income taxes ............. (1,060,870) (1,321,154) (1,255,204)
Income tax benefit from continuing operations .................. (406,879) (433,966) (246,522)
Loss from continuing operations ..................... .. ... .. (653,991) (887,188) (1,008,682)
(Loss) income from discontinued operations, net of taxes . . . . . . .. (5,335) (41,320) 93,356
NET LOSS ... s, $ (659,326) $ (928,508) $ (915,326)
PER SHARE DATA
Basic loss from continuing operations ......................... $ (794) $ (10.90) $ (11.92)
Basic (loss) income from discontinued operations ................ 0.07) (0.50) 1.11

Basicnetloss .................. ... ... .......... $ 8.01) $§ (1140) $ (10.81)
Diluted loss from continuing operations . ....................... $ (794) $ (10.90) $ (11.92)
Diluted (loss) income from discontinued operations .............. 0.07) (0.50) 1.11

Dilutedmnetloss ................................... $ 8.01) $ (11.40) $ (10.81)

See accompanying notes to consolidated financial statements.
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THE PMI GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
2009

December 31,
2008

(Dollars in thousands,
except per share data)

ASSETS
Investments—available-for-sale, at fair value:
Fixed INCOME SECUITHES . .+« v v vt v v e ene e v e e e $ 2,355,188 $ 1,997,466
Equity securities:
COMUMON « + + e e v e e et e e et oo e e 29,090 5,593
Preferred . .o oo e e e e 186,023 216,256
SHOT-LEIT INVESLTIENS . o o v v v eee e e oo oo e nsee e e amm e 2,232 2,280
Total iINVESMENTS . . .. ..ottt 2,572,533 2,221,595
Cash and cash eqUIVAIENES . ... ... vuvnevne e 686,891 1,483,313
Investments in unconsolidated subsidiaries . ........c..o i 139,775 150,377
Related Party TeCeivables . ... ......ooeeoeooornurcn 1,254 1,526
Accrued iNVESHMENEt INCOME . .« « v\ v v e et ea e s e 35,028 36,323
Premiums 1eCeivable . .. ... ovut et 56,426 58,573
Reinsurance receivables and prepaid premiums . ... 52,444 22,569
ReiNSUIANce reCOVEIADIES . . . ottt e ettt 703,550 482,678
Deferred policy acquiSItion COSES . ... vovvviivne e 41,289 34,791
Property, equipment and software, net of accumulated depreciation and
AMMOTHZALION .« + « + e e e e e e e e e e e e e e 101,893 125,346
Prepaid and recoverable INCOME tAXES . .. oo vvevrevnerereeernarnnesescnscnns 50,250 9,562
Deferred iNCOME TAX ASSELS .+ . v v v v vt riian s e r e n st 175,585 148,184
OFRET BSSELS .« « o v v e e e e e et e e e e e et e et e 21,561 49,562
TOLAl ASSCES . . v v ve e e $ 4,638,479 $ 4,824,399
LIABILITIES _
Reserve for losses and loss adjustfnent EXPEISES « « oo oo eoere e $ 3,250,100 $ 2,709,286
Unearned PrEMIUMS . . ... .vvtnvenenrn s e e 72,089 111,656
Debt (includes $213,647 and $230,171 measured at fair value at December 31, 2009
A0 2008) .+ o\t e e 389,991 481,764
Reinsurance payables . ... ......ouonuonr it 36,349 42,442
"Related party payables . ... .........eiiii 1,865 1,853
Other liabilities and accrued EXPenSes .. ....oovniiver e 160,998 199,173
Total liabilities . ... ... ..o 3,911,392 3,546,174
Commitments and contingencies (Notes 8 and 13)
SHAREHOLDERS’ EQUITY
Preferred stock—$0.01 par value; 5,000,000 shares authorized; none issued or
QUESEANAING . .+ ¢t e oot et e e e e — —
Common stock—$0.01 par value; 250,000,000 shares authorized; 119,313,767
shares issued; 82,580,410 and 81,687,583 shares outstanding ................. 1,193 1,193
Additional paid-in capital . ... ... i 873,010 892,213
Treasury stock, at cost (36,733,357 and 37,626,184 shares) ........cooiiiiininn (1,317,252) (1,341,037)
Retained SArMINES .+« .« o v v vve et e 1,104,728 1,761,535
Accumulated other comprehensive income (loss), net of deferred taxes ........... 65,408 (35,679)
Total shareholders’ equity . . ...t 727,087 1,278,225
Total liabilities and shareholders’ equity .. ................ $ 4,638,479 $ 4,824,399

See accompanying notes to consolidated financial statements.
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THE PMI GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES FROM CONTINUING OPERATIONS
0 0T P
Less loss (income) from discontinued operations, net of taxes ......... ...t
Adjustments to reconcile net loss to net cash provided by operating activities:
Equity in losses from unconsolidated subsidiaries ........... ... .. .. i
Net realized investment (gains) 10SSES . ... ... ..ot
Change in fair value of certain debt instruments .. ... i
Depreciation and amortization . .. ... ... ... .u ittt e
Realized gain from sale of unconsolidated subsidiary .. ......... ... ... . . oo
Deferred INCOME tAXES . . ..ottt e ettt e ettt ettt ittt ii e iiia e e aaans
Compensation expense related to share-based payments ............... ... it
Excess tax benefits on the exercise of employee stock options .. ......... ... .o
Deferred policy acquisition costs incurred and deferred . ...... ... ...
Amortization of deferred policy acquiSItiOn COSES . .. ... ottt i
Changes in:
Accrued iInVeStMENt iNCOIME . . . .. ...ttt et e it i e e e e i
Premiums receivable . ... ... ... e e
Reinsurance receivables, and prepaid premiums net of reinsurance payables .......................
Reinsurance recoverables ... ..... ... ...t e e s
Prepaid and recoverable inCOME tAXES . . . ... ...ttt ittt
Reserve for losses and 10ss adjustment EXpenses .. ..........uuuunteiurin v irnrananereninennns
Unearned premiums ............ e e e e e e e e e
Related party receivables, netof payables . ............ ... . ... o il
Liability for pensionbenefit ........... .. . .
O R ..o e e e

Net cash (used in) provided by operating activities from continuing operations .............

CASH FLOWS FROM INVESTING ACTIVITIES FROM CONTINUING OPERATIONS
Proceeds from sales and maturities of fixed income securities ................ . ... .. i
Proceeds from the sale of PMI Australia ... ... ... .. . i i e
Proceeds from the sale of PMI Asia . ......... .. ..
Proceeds from sales of equity SECUITIES . ... ... ottt et e e e
Proceeds from sale of unconsolidated subsidiary .......... ... . i
Proceeds from sale of equity investmentheld forsale ............ ... . ... .. ... .. i il
Investment purchases: Fixed income securities .. ........ ... ..o i
Equity SECUrities . ... ... ...t i e
Net change in ShOrt-term INVESIMENES . . .. .. ..ottt ettt e et it e
Distributions from unconsolidated subsidiaries, net of investments .............. ... ... ... ... ool
Capital expenditures and capitalized software, net of dispositions ............. ... ... ... ..o oL

Net cash (used in) provided by investing activities from continuing operations ..............

CASH FLOWS FROM FINANCING ACTIVITIES FROM CONTINUING OPERATIONS

Net proceeds from issuance of long-termdebt ..... ... ... ... .. ...
Repayment and extinguishment of long-term debt and credit facility, net of expenses ........................
Purchases of treasury stOCK . ... .. .. . e
Proceeds from issuance of treasury Stock .. ... .. e
Excess tax benefits on the exercise of employee stockoptions . ......... ... ... . .. il
Dividends paid to common shareholders . . .. ... ... i e e

Net cash (used in) provided by financing activities from continuing operations . .............

CASH FLOWS FROM DISCONTINUED OPERATIONS:

Net cash (used in) provided by operating activities from discontinued operations . ........... ... ... .........
Net cash provided by (used in) investing activities from discontinued operations ............................
Net cash provided by financing activities from discontinued operations ................. ... ... ... ... ...

Net cash (used in) provided by discontinued operations .................................
Effect of exchange rate changes on cash and cash equivalents from continuing operations ................
Effect of exchange rate changes on cash and cash equivalents from discontinued operations—held for sale . .

Net (decrease) increase in cashand cashequivalents . . .................... .. ... .. ... o il
Cash and cash equivalents at the beginningoftheyear . ................................ ... ... ...
‘Less cash and cash equivalents of discontinued operations—held for sale, at the end of the year ...........

Cash and cash equivalents of continuing operationsatendofyear ....................................

SUPPLEMENTAL CASH FLOW DISCLOSURES:

Cash paid during the year:
Interest paid, net of capitalization ............. ... . i
Income taxes refunded, net of payments .......... ... i

See accompanying notes to consolidated financial statements.
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Year Ended December 31,

2009 2008

2007

(Dollars in thousands)

$ (659,326) $ (928,508) $(915,326)

5335 41,320  (93,356)
12019 51,802 741,500
(34.741) 138,544  24.456
(16,522)  (123,595) —
34,699 28,084 21,247
(3.227) — —
(26,773)  (100,015) (158,339)
3,205 8,815 16,652
— — (4.001)
(24,265)  (38,803) (55.054)
17,781 18285  87.683
1,350 5,161y (1,059)
2.227 3,600 625
(35.968)  (12.673) 11,739
(220.872) (445.752) (33,082)
(40,692) 74758  (73.248)
539,961 1,538,804 787,367
(39.960)  (17.253) 489
257 1,809 (2,096)
(27452) 45735  (12,660)
(27.089)  (2.643) 57.097
(540,053) 277,153 400,634
992,735 578,664 258,158
697470 —

— 51,571 —
61030 112958 126,500
3.227 _ —
— 3,375 —
(1211,643)  (745.634) (292,660)
(21,791)  (7.849) (201,632)
49 (29) (22)
(222) (968) 23,561
(2473)  (3.517) (15916)
(179,088) 686,041 (102,011)
— 200,000 —
(75,250)  (45.000) —
— — 7 (214,996)
754 2777 31260

— — 4,001

— (2,451) (17.703)
(74,496) 155326 (197,438)
(5335) (22472) 158,013
— 46,439 (359.776)
— — 424
(5335) 23967 (201,339)
2,550  (13,686) 9,890
— 4 12,094
(796,422) 1,128,805  (78,170)
1,483,313 354,508 506,082
— — 73404

$ 686,891 $1,483,313 $ 354,508

$ 39853 § 36469 § 32,09
$ (68378 (32,580)% 40,928



THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. BASIS OF PRESENTATION

The accompanying consolidated financial statements include the accounts of The PMI Group, Inc. (“The
PMI Group”, “TPG” or the “Company”), a Delaware corporation and its direct and indirect wholly-owned
subsidiaries, including: PMI Mortgage Insurance Co. (“MIC”), an Arizona corporation, and its affiliated U.S.
mortgage insurance and reinsurance companies (collectively “PMI”); PMI Mortgage Insurance Company
Limited and its holding company, PMI Europe Holdings Limited, the Irish insurance companies (collectively
“PMI Europe”); PMI Mortgage Insurance Company Canada and its holding company, PMI Mortgage Insurance
Holdings Canada Inc. (collectively “PMI Canada™); and other insurance, reinsurance and non-insurance
subsidiaries. Also included in the accompanying financial statements and reported as discontinued operations for
all periods presented are the accounts of PMI Mortgage Insurance Ltd. and its holding company, PMI Mortgage
Insurance Australia (Holdings) Pty Limited (collectively “PMI Australia”) and PMI Mortgage Insurance Asia
Ltd. (“PMI Asia”) which were sold as of December 31, 2008; and the accounts of PMI Guaranty Co.
(“PMI Guaranty”) which was considered disposed of other than by sale as of December 31, 2008. As of
December 31, 2008, upon receiving regulatory approval, PMI Guaranty’s remaining assets and liabilities were
merged into PMI. The PMI Group and its subsidiaries are collectively referred to as the “Company.” All material
inter-company transactions and balances have been eliminated in the consolidated financial statements.

The Company completed the sales of PMI Australia and PMI Asia to the QBE Insurance Group (“QBE”) in
the fourth quarter of 2008. The Company has classified the results of its PMI Australia, PMI Asia and PMI
Guaranty operations as discontinued operations for all periods presented. The assets and liabilities of PMI
Guaranty which were disposed of other than by sale are classified in the consolidated balance sheets according to
their nature. The results of discontinued operations, which include both disposed of by sale and disposed of other
than by sale, are reported as “Loss from discontinued operations, net of taxes” in the consolidated statements of
operations for all periods presented.

The Company has equity ownership interests in CMG Mortgage Insurance Company. and CMG Mortgage
Assurance Company (collectively “CMG MI”), which conduct residential mortgage insurance business for credit
unions. In addition in the third quarter of 2009, MIC and CUNA Mutual Insurance Society contributed the stock
of CMG Mortgage Reinsurance Company, which provides reinsurance to residential mortgage insurers, to CMG
Mortgage Assurance Company. The Company also has an approximately 42.0% equity ownership interest in
FGIC Corporation, the holding company of Financial Guaranty Insurance Company (collectively “FGIC”), a
New York-domiciled financial guaranty insurance company. The Company also has ownership interests in
several limited partnerships. In addition, the Company owns 100% of PMI Capital I (“Issuer Trust”), an
unconsolidated wholly-owned trust that privately issued debt in 1997. In the fourth quarter of 2009, the Company
sold its equity ownership interest in RAM Holdings Ltd., the holding company of RAM Reinsurance Company,
Ltd. (collectively “RAM Re”), a financial guaranty reinsurance company based in Bermuda.

During the first quarter of 2008, the Company impaired its investment in FGIC and reduced the carrying
value of its investment in FGIC from $103.6 million to zero. To the extent that the carrying value of the
Company’s investment in FGIC remains zero, the Company will not recognize in future periods its proportionate
share of FGIC’s losses, if any. The Company is under no obligation to provide additional capital to FGIC.

Impact of Current Economic Environment

The ongoing weakness in the U.S. residential mortgage, housing, credit, and capital markets continues to
negatively affect the Company’s results of operations and overall financial condition. The Company’s
consolidated net loss was $659.3 million, $928.5 million and $915.3 million for the years ended December 31,
2009, 2008 and 2007, respectively.

135



THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The Company continues to focus on its core U.S mortgage insurance business under difficult market
conditions. Unless the Company raises substantial additional capital to support PMI or achieves significant
additional statutory capital relief in the first quarter of 2010, MIC’s excess minimum policyholders’ position will
decline and its risk-to-capital ratio will increase beyond levels necessary to meet regulatory capital adequacy
requirements.

In sixteen states, if a mortgage insurer does not meet a required minimum policyholders’ position or exceeds
a maximum permitted risk-to-capital ratio (generally 25 to 1), it may be prohibited from writing new business
until its risk-to-capital ratio falls below the limit or its policyholders’ position meets the minimum, as applicable.
In certain of those states, the applicable regulations require a mortgage insurer to immediately cease writing new
business if and so long as it fails to meet the applicable capital adequacy requirements. In other states, the
applicable regulator has discretion as to whether the mortgage insurer may continue writing new business. In
2009, North Carolina, Arizona and California adopted legislation giving the respective state’s insurance
regulators such discretion. Thirty-four other states do not have specific capital adequacy requirements for
mortgage insurers. MIC’s principal regulator is the Arizona Department of Insurance (the “Department”). On
February 10, 2010, MIC received a letter from the Department waiving, until December 31, 2011, the
requirement that MIC maintain the Arizona required minimum policyholders’ position to write new business.
The waiver may be withdrawn by the Arizona Director of Insurance in her sole discretion at any time. If the
Department were to withdraw the waiver and MIC fails to maintain Arizona’s minimum policyholders’ position,
MIC would likely be required to suspend writing new business in all states. Even with the waiver from the
Department, other states could require MIC to cease new business writings if MIC fails to maintain the
applicable capital adequacy requirements.

In the event that MIC is unable to continue to write new mortgage insurance in one or more states, the
Company is working on a plan to enable it to write new mortgage insurance in those states by PMAC. PMACis a
subsidiary of MIC, and was formerly known as Commercial Loan Insurance Corporation. PMAC is currently
licensed to write insurance in all states except Connecticut, Michigan and New York. In several other states,
PMAC is applying to revise the line of insurance business it is authorized to transact so that it may begin writing
residential mortgage guaranty insurance in those states. There is no guarantee that PMAC will be able to obtain
insurance licenses in Connecticut, Michigan or New York or approval to revise its existing licenses in other
impacted states. In addition, before PMAC can begin writing new business, Freddie Mac must approve PMAC as
an eligible mortgage insurer. On February 12, 2010, Fannie Mae approved PMAC as a direct issuer of mortgage
guaranty insurance. Fannie Mae’s approval terminates on the earlier of December 31, 2011 or the date that MIC
ceases to transact new business in all jurisdictions in which it is licensed. The approval is subject to a number of
detailed conditions. Among other things, the approval contains limitations as to the jurisdictions, volume and
types of new business PMAC may write, and restricts MIC and PMAC from taking a variety of actions, subject
to enumerated exceptions, without Fannie Mae’s prior written consent, which is not to be unreasonably withheld,
including engaging in certain transactions with affiliates, paying dividends or making distributions or payments
of indebtedness or transferring assets outside the ordinary course of business or in excess of specified levels.
Notwithstanding these restrictions, the agreement with Fannie Mae permits MIC to make dividend, interest, and
principal payments in connection with the issuance of certain new debt or equity instruments up to specified
levels. PMAC is currently in negotiations with Freddie Mac about becoming an eligible insurer under Freddie
Mac’s criteria. Beginning January 1, 2010, PMAC will be included in U.S. Mortgage Insurance Operations.

In response to changing economic and industry conditions and in order to preserve capital, the Company
made a number of changes to its underwriting guidelines and customer management strategies in 2008 and 2009,
which had the effect of limiting PMI’s new business writings in 2009. The Company is undertaking efforts to
maintain or slightly increase insurance writings in 2010. However, the Company expects a variety of factors to
continue to impact its new business writings in 2010. Such factors include, among others, mortgage and private
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THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

mortgage insurance market conditions, PMI’s underwriting guidelines which limit the type of new business that
PMI is willing to write and continuation of certain customer management strategies adopted in 2009. The
Company believes there is currently sufficient liquidity at the holding company to pay holding company
expenses (including interest expense on its outstanding debt) in 2010 and there are sufficient assets at the
insurance company level for PMI to meet its obligations in 2010.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company’s consolidated financial statements have been prepared in accordance with U.S. generally
accepted accounting principles (“GAAP”) and the requirements of Form 10-K and Article 7 of Regulation S-X.
The preparation of financial statements in conformity with GAAP 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 consolidated financial statements, as well as the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from these estimates. In the opinion of
management, all adjustments, consisting of only normal recurring adjustments, considered necessary for a fair
presentation for the period presented have been included.

Risks and Uncertainties—The Company is dependent upon mortgage originators to provide mortgage loans
to insure. In the event any of its largest customers choose to stop providing the Company with mortgage loans to
insure, the Company’s ability to generate new insurance business could be adversely affected. The Company’s
U.S. Mortgage Insurance Operations’ ten largest customers generated 56.9%, 49.4%, and 52.0% of its premiums
earned in 2009, 2008 and 2007, respectively.

The Company is affected by economic downturns, natural disasters and other events in specific regions of
the United States where a large portion of its U.S. business is concentrated. As of December 31, 2009, 10.1% of
PMI’s primary risk in force was located in Florida, and 7.7% was located in California. The Company has
experienced accelerated delinquency and loss development in those states. In addition, it has experienced higher
default and claim rates for high LTV loans, ARM:s, 2/28 Hybrid ARMs, Alt-A loans, interest only loans, payment
option ARMS and less-than-A quality loans. The Company also insures loans that have more than one of the
above risk characteristics. This “layering” of risk has further increased the risk of borrower default. Although the
Company attempts to incorporate the higher default and claim rates associated with these loans into its
underwriting and pricing models, there can be no assurance that the premiums earned and the associated
investment income will be adequate to compensate for future losses from these loans or that future adverse loss
development will not emerge.

The Company’s various U.S., European, and Canadian insurance subsidiaries are subject to comprehensive
regulation. These regulations are generally intended to protect policyholders, rather than to benefit investors.
Although their scope varies, applicable laws and regulations grant broad powers to supervisory agencies or
officials to examine companies and to enforce rules or exercise discretion covering almost every significant
aspect of the insurance business. The licensing of the Company’s insurance subsidiaries, their premium rates,
their forms and policies offered to customers, their financial statements and periodic financial reporting, and their
permissible investments and adherence to financial standards relating to statutory surplus, dividends to the
Company and other criteria of solvency are all subjects of detailed regulations.

The Company establishes loss reserves to recognize the liability for unpaid losses related to insured
mortgages that are in default. These loss reserves are based upon the Company’s estimates of the claim rate and
average claim size, as well as the estimated costs of settling claims. These estimates are regularly reviewed and
updated using currently available information. Any adjustments due to positive or adverse developments, which
may be material, resulting from these reviews would impact current reserve requirements. The Company’s
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reserves may not be adequate to cover ultimate loss development on incurred defaults. The Company’s
consolidated financial condition, results of operations and cash flows could be harmed if the Company’s reserve
estimates are insufficient to cover the actual related claims paid and loss-related expenses incurred.

Significant accounting policies are as follows:

Investments—The Company has designated its entire portfolio of fixed income and equity securities as
available-for-sale. These securities are predominantly recorded at fair value based on quoted market prices with
unrealized gains and losses, net of deferred income taxes, accounted for as a component of accumulated other
comprehensive income in shareholders’ equity. The Company’s short-term investments have maturities of
greater than three and less than 12 months when purchased and are carried at fair value. The Company evaluates
its portfolio of equity securities regularly to determine whether there are declines in value and whether such
declines meet the definition of other-than-temporary impairment (“OTTTI”) in accordance with FASB ASC Topic
320 Investments-Debt and Equity Securities (“Topic 3207), previously SFAS No. 115, Securities and Exchange
Commission (“SEC”) Staff Accounting Bulletin (“SAB”) No. 59, Accounting for Noncurrent Marketable Equity
Securities, and FSP FAS No. 115-2. When the Company determines that an equity security has suffered an OTTI,
the impairment loss is recognized, to the extent of the credit related portion of the decline, as a realized
investment loss in the consolidated statement of operations.

The Company recognizes OTTI for debt securities classified as available for sale in accordance with Topic
320. The Company assesses whether it intends to sell or it is more likely than not that it will be required to sell a
security before recovery of its amortized cost basis less any current-period credit losses. For debt securities that
are considered other-than-temporarily impaired and that the Company does not intend to sell and will not be
required to sell prior to recovery of its amortized cost basis, the Company separates the amount of the
impairment into the amount that is credit-related (referred to as the credit loss component) and the amount due to
all other factors. The credit loss component is recognized in net income and is the difference between the
security’s amortized cost basis and the present value of its expected future cash flows. The remaining difference
between the security’s fair value and the present value of future expected cash flows is due to factors that are not
credit-related and is recognized in accumulated other comprehensive income (“AOCI”). For debt securities that
are intended to be sold, or that management believes are more likely than not to be required to be sold prior to

recovery, the full impairment is recognized immediately in earnings.

Realized gains and losses on sales of investments are determined on a specific-identification basis.
Investment income consists primarily of interest and dividends. Interest income and preferred stock dividends are
recognized on an accrual basis. Dividend income on common stocks is recognized on the date of declaration. Net
investment income represents interest and dividend income, net of investment expenses.

Cash and Cash Equivalents—The Company considers all highly liquid investments purchased with an
original maturity of three months or less to be cash equivalents.

Investments in Unconsolidated Subsidiaries—Investments in the Company’s unconsolidated subsidiaries
include both equity investees and other unconsolidated subsidiaries. Investments in equity investees with
ownership interests of 20-50% are generally accounted for using the equity method of accounting, and
investments of less than 20% ownership interest are generally accounted for using the cost method of accounting
if the Company does not have significant influence over the entity. Limited partnerships with ownership interests
greater than 3% but less than 50% are primarily accounted for using the equity method of accounting. The
carrying value of the investments in the Company’s unconsolidated subsidiaries also includes the Company’s
share of net unrealized gains and losses in the unconsolidated subsidiaries’ investment portfolios.
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Periodically, or as events dictate, the Company evaluates potential impairment of its investments in
unconsolidated subsidiaries. FASB ASC Topic 323 Investments-Equity Methods and Joint Ventures (“Topic
3237), previously APB No. 18, provides criteria for determining potential impairment. In the event a loss in value
of an investment is determined to be an other-than-temporary decline, an impairment charge would be recognized
in the consolidated statement of operations. Evidence of a loss in value that could indicate impairment might
include, but would not necessarily be limited to, the absence of an ability to recover the carrying amount of the
investment or the inability of the investee to sustain an earnings capacity which would justify the carrying
amount of the investment. Realized capital gains or losses resulting from the sale of the Company’s ownership
interests of unconsolidated subsidiaries are recognized as net realized investment gains or losses in the
consolidated statement of operations.

The Company reports the equity in earnings from CMG MI and FGIC on a current month basis and the
Company’s interest in limited partnerships are reported on a one-quarter lag basis. Due to the impairment of the
Company’s investment in FGIC in 2008, the carrying value of the Company’s investments in FGIC was reduced
to and has remained at zero. To the extent that the carrying value remains zero, the Company will not recognize
in future periods its proportionate share of FGIC losses, if any. In the fourth quarter of 2009, the Company sold
its equity ownership interest in RAM Re.

Related Party Receivables and Payables—As of December 31, 2009, related party receivables were $1.3
million and related party payables were $1.9 million compared to $1.5 million and $1.9 million as of
December 31, 2008, respectively, which were comprised of non-trade receivables and payables from
unconsolidated subsidiaries.

Deferred Policy Acquisition Costs—The Company defers certain costs of its mortgage insurance operations
relating to the acquisition of new insurance and amortizes these costs against related premium revenue in order to
match costs and revenues. To the extent the Company provided contract underwriting services on loans that did
not require mortgage insurance, associated underwriting costs were not deferred. Costs related to the acquisition
of mortgage insurance business are initially deferred and reported as deferred policy acquisition costs. Consistent
with industry accounting practice, amortization of these costs for each underwriting year book of business is
charged against revenue in proportion to estimated gross profits. Estimated gross profits are composed of earned
premiums, interest income, losses and loss adjustment expenses. The deferred costs are adjusted as appropriate
for policy cancellations to be consistent with the Company’s revenue recognition policy. For each underwriting
year, the Company estimates the rate of amortization to reflect actual experience and any changes to persistency
or loss development. Deferred policy acquisition costs are reviewed periodically to determine that they do not
exceed recoverable amounts, after considering investment income.

Property, Equipment and Software—Property and equipment, including software, are carried at cost and
are depreciated using the straight-line method over the estimated useful lives of the assets, ranging from three to
thirty nine years. Leasehold improvements are recorded at cost and amortized over the lesser of the useful life of
the assets or the remaining term of the related lease. The Company’s accumulated depreciation and amortization
from continuing operations was $189.0 million and $206.4 million as of December 31, 2009 and December 31,
2008, respectively.

The Company capitalizes costs incurred during the application development stage related to software
developed for internal use and for which it has no substantive plan to market externally in accordance with FASB
ASC Topic 350 Intangibles-Goodwill and Other, previously SOP No. 98-1. Capitalized costs are amortized at
such time as the software is ready for its intended use on a straight-line basis over the estimated useful life of the
asset, which is generally three to seven years. :
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Derivatives—Certain credit default swap contracts entered into by PMI Europe are considered credit
derivative contracts under FASB ASC Topic 815 Derivatives and Hedging (“Topic 815”), previously SFAS
No. 133 and SFAS No. 149. These credit default swap derivatives are recorded at their fair value on the
consolidated balance sheet with subsequent changes in fair value recorded in consolidated net income or loss.
The Company determines the fair values of its credit default swaps on a quarterly basis and uses internally
developed models since observable market quotes are not regularly available. These models include future
estimated claim payments and market input assumptions, including discount rates and market spreads to calculate
a fair value and reflect management’s best judgment about current market conditions. Due to the illiquid nature
of the credit default swap market, the use of available market data and assumptions used by management to
estimate fair value could differ materially from amounts that would be realized in the market if the derivatives
were traded. Due to the volatile nature of the credit market as well as the imprecision inherent in the Company’s
fair value estimate, future valuations could differ materially from those reflected in the current period.

Special Purpose Entities—Certain insurance transactions entered into by PMI and PMI Europe require the
use of foreign wholly-owned special purpose entities principally for regulatory purposes. These special purpose
entities are consolidated in the Company’s consolidated financial statements.

Premium Deficiency Reserve—The Company performs an analysis for premium deficiency using
assumptions based on management’s best estimate when the assessment is performed. The calculation for
premium deficiency requires significant judgment and includes estimates of future expected premiums, expected
claims, loss adjustment expenses and maintenance costs as of the date of the analysis. The calculation of future
expected premiums uses assumptions for persistency and termination levels on policies currently in force.
Assumptions for future expected losses include future expected average claim sizes and claim rates which are
based .on the current default rate and expected future defaults. Investment income is also considered in the
premium deficiency calculation. The Company performs premium deficiency analyses quarterly. Premium
deficiency analyses were performed as of December 31, 2009. The Company determined that there were
premium deficiencies at two companies in the International Operations segment and recorded premium
deficiency reserves of $2.4 million and $1.4 million for PMI Europe and PMI Canada, respectively. The effects
of establishing premium deficiency reserves were included in losses and loss adjustment expenses in the
consolidated statements of operations. The Company determined there was no premium deficiency in its U.S.
Mortgage Insurance Operations segment. To the extent premium levels and actual loss experience differ from the
assumptions used, the results could be negatively affected in future periods.

Reserve for Losses and Loss Adjustment Expenses—The consolidated reserves for losses and loss
adjustment expenses (“LAE”) for the Company’s U.S. Mortgage Insurance and International Operations are the
estimated claim settlement costs on notices of default that have been received by the Company, as well as loan
defaults that have been incurred but have not been reported by the lenders. For reporting and internal tracking
purposes, the Company does not consider a loan to be in default until the borrower has missed two payments.
Depending upon its scheduled payment date, a loan in default for two consecutive monthly payments could be
reported to PMI between the 31t and the 60 day after the first missed payment due date. The Company’s U.S.
mortgage insurance primary master policy defines “default” as the borrower’s failure to pay when due an amount
equal to the scheduled monthly mortgage payment under the terms of the mortgage. Generally, however, the
master policy requires an insured to notify PMI of a default no later than the last business day of the month
following the month in which the borrower becomes three monthly payments in default. Consistent with industry
accounting practices, the Company considers its mortgage insurance policies short-duration contracts and,
accordingly, does not establish loss reserves for future claims on insured loans that are not currently in default.
The Company establishes loss reserves when insured loans are identified as currently in default using estimated
claim rates and claim amounts for each report year, net of recoverables. The Company also establishes loss
reserves for defaults that it believes have been incurred but not yet reported to the Company prior to the close of
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an accounting period using estimated claim rates and claim amounts applied to the estimated number of defaults
not reported.

The Company establishes loss reserves on a gross basis for losses and LAE for its deductible pool policies,
which contain aggregate deductible and stop-loss limits, on a pool by pool basis. The gross reserves for each pool
are based on reported delinquencies, claim rate and claim size assumptions which are determined based on the
loan characteristics of the pool, delinquency trends and historical performance as well as expected economic
conditions. After determining the gross loss reserve, deductible and stop-loss limits are applied to determine the
net loss reserve.

The Company establishes reserves for losses and LAE for financial guaranty contracts on a case-by-case
basis when specific insured obligations are in payment default or are likely to be in payment default. Financial
guaranty contracts are recorded in accordance with the accounting guidance provided in Topic 944. These
reserves represent an estimate of the present value of the anticipated shortfall between payments on insured
obligations plus anticipated loss adjustment expenses and anticipated cash flows from, and proceeds to be
received on sales of any collateral supporting the obligation and/or other anticipated recoveries. The discount rate
used in calculating the net present value of estimated losses is based upon the risk-free rate for the duration of the
anticipated shortfall. The Company currently reinsures six financial guaranty contracts in PMI Europe.

Changes in loss reserves can materially affect the Company’s consolidated net income or loss. The process
of estimating loss reserves requires the Company to forecast the interest rate, employment and housing market
environments, which are highly uncertain. Therefore, the process requires significant management judgment and
estimates. The use of different estimates would have resulted in the establishment of different reserves. In
addition, changes in the accounting estimates .are reasonably likely to occur from period to period based on the
economic conditions. The Company reviews the judgments made in its prior period estimation process and
adjusts the current assumptions as appropriate. While the assumptions are based in part upon historical data, the
loss provisioning process is complex and subjective and, therefore, the ultimate liability may vary significantly
from the Company’s estimates.

Reinsurance—The Company uses reinsurance to reduce net risk in force, optimize capital allocation and
comply with a statutory provision adopted by several states that limits the maximum mortgage insurance
coverage that can be provided by a single company to 25% of the original principle balance for any single risk.
The Company’s reinsurance agreements typically provide for a recovery of a proportionate level of claim
expenses from reinsurers, and a reinsurance receivable is recorded as an asset based on the type of reinsurance
coverage. The Company remains liable to its policyholders if the reinsurers are unable to satisfy their obligations
under the agreements. Reinsurance recoverables on loss estimates are based on the Company’s actuarial analysis
of the applicable business. Amounts the Company will ultimately recover could differ from amounts recorded as
reinsurance recoverables. Accordingly, management assesses, among other factors, risk transfer criteria for all
reinsurance arrangements.

Revenue Recognition—Mortgage guaranty insurance policies are contracts that are generally
non-cancelable by the insurer, are renewable at a fixed price, and provide for payment of premiums on a
monthly, annual or single basis. Upon renewal, the Company is not able to re-underwrite or re-price its policies.
Consistent with industry accounting practices, premiums written on a monthly basis are earned as coverage is
provided. Monthly premiums accounted for 88.5%, 84.7% and 81.0% of gross premiums written from the
Company’s mortgage insurance operations in 2009, 2008 and 2007, respectively. Premiums written on an annual
basis are amortized on a monthly pro rata basis over the year of coverage. Primary mortgage insurance premiums
written on policies covering more than one year are referred to as single premiums. A portion of the revenue
from single premiums is recognized in premiums earned in the current period, and the remaining portion is
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deferred as unearned premiums and earned over the expected life of the policy, a range of seven to fifteen years
for the majority of the single premium policies. If single premium policies related to insured loans are cancelled
due to repayment by the borrower, and the premium is non-refundable, then the remaining unearned premium
related to each cancelled policy is recognized as earned premiums upon notification of the cancellation.
Unearned premiums represent the portion of premiums written that is applicable to the estimated unexpired risk
of insured loans. Rates used to determine the earning of single premiums are estimates based on actuarial
analysis of the expiration of risk.

Income Taxes—The Company accounts for income taxes using the liability method in accordance with
FASB ASC Topic 740 Income Taxes (“Topic 740”), previously SFAS No. 109. The liability method measures
the expected future tax effects of temporary differences at the enacted tax rates applicable for the period in which
the deferred asset or liability is expected to be realized or settled. Temporary differences are differences between
the tax basis of an asset or liability and its reported amount in the consolidated financial statements that will
result in future increases or decreases in taxes owed on a cash basis compared to amounts already recognized as
tax expense in the consolidated statement of operations. The Company’s effective tax rates from continuing
operations were 38.4% and 32.8% for the years ended December 31, 2009 and 2008, respectively, compared to
the federal statutory rate of 35.0%. As the Company reported a net loss for 2009, municipal bond investment
income and income from certain international operations, which have lower effective tax rates, increased the
Company’s effective tax rate in comparison to the federal statutory rate. PMI has historically provided for U.S.
federal income tax on the undistributed earnings from its foreign subsidiaries, except to the extent such earnings
are reinvested indefinitely. During the quarter ended June 30, 2009, the Company determined that earnings from
foreign subsidiaries were no longer deemed “permanently reinvested” resulting in a tax expense. In addition, the
Company refined certain estimates as a result of preparing its 2008 income tax return which resulted in additional
tax benefits for 2009. The refinements primarily related to foreign tax credits, foreign basis adjustments and other
tax adjustments and thereby further increased the Company’s effective tax rate for the year ended December 31,
2009. The effective tax rate of 32.8% for 2008 was lower than the federal statutory rate due to income derived
from certain international operations, which have lower effective tax rates, combined with the Company’s
municipal bond investment income.

The Company also evaluates the need for a valuation allowance against its deferred tax assets. Under Topic
740, if it is more likely than not that the Company will not be able to realize the benefit associated with its
deferred tax assets, then a valuation allowance is established. In evaluating whether a deferred tax benefit would
be realized; the Company assesses all available evidence both positive and negative and future sources of income
such as tax planning strategies, reversing temporary differences and future income. As of December 31, 2009, a
tax valuation allowance of $248.3 million was recorded against a $567.9 million deferred tax asset primarily
related to FGIC losses in excess of the Company’s tax basis, foreign and California net operating losses and
certain foreign tax credits. Additional valuation allowance benefits could be recognized in the future due to
changes in management’s expectations regarding realization of tax benefits. (See Note 12, Income Taxes, for
further discussion.)

As of January 1, 2007, the Company adopted FASB ASC Topic 740 Income Taxes Recognition
(“Topic 740”), previously FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—An
Interpretation of FASB Statement No. 109 (“FIN 487).

Benefit Plans—The Company provides pension benefits through noncontributory defined benefit plans to
all eligible U.S. employees under The PMI Group, Inc. Retirement Plan (the “Retirement Plan”) and to certain
employees of the Company under The PMI Group, Inc. Supplemental Employee Retirement Plan. In addition, the
Company provides certain health care and life insurance benefits for retired employees under another post-
employment benefit plan. The Company applies FASB ASC Topic 715 Compensation-Retirement Benefits,
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previously SFAS No. 158, for its treatment of U.S. employees’ pension benefits. This topic requires the
Company to recognize the funded status (i.e., the difference between the fair value of plan assets and the
projected benefit obligations) of its defined benefit postretirement plans, with a corresponding adjustment to
accumulated other comprehensive income or loss.

On May 17, 2007, The PMI Group’s Board of Directors approved an amendment to the Retirement Plan.
The amendment changed the Plan’s benefit formula from a “final pay” pension formula to a cash balance
formula. Under the new cash balance formula, the Company contributes 8% of qualified employees’
compensation to cash balance accounts and credit interest at a rate equal to the 30-year Treasury bond rate. The
cash balance formula took effect immediately for employees hired or rehired on or after September 1, 2007. For
employees hired before and were continuously employed on September 1, 2007, the cash balance formula will
take effect on January 1, 2011.

Foreign Currency Translation—The financial statements of the Company’s foreign subsidiaries have been
translated into U.S. dollars in accordance with FASB ASC Topic 830 Foreign Currency Matters, previously
SFAS No. 52. Assets and liabilities denominated in non-U.S. dollar functional currencies are translated using the
period-end spot exchange rates. Revenues and expenses are translated at monthly-average exchange rates. The
effects of translating financial results with a functional currency other than the reporting currency are reported as
a component of accumulated other comprehensive income (loss) included in total shareholders’ equity. Foreign
currency translation gains in accumulated other comprehensive income before tax were $50.1 million as of
December 31, 2009 compared with $48.3 million as of December 31, 2008. Gains and losses from foreign
currency re-measurement for PMI Europe and PMI Canada are reflected in income and represent the revaluation
of assets and liabilities denominated in non-functional currencies into the functional currency, the Euro and
Canadian dollar, respectively.

Comprehensive Income (Loss)—Comprehensive income (loss) includes net income (loss), the change in -
foreign currency translation gains or losses, pension adjustments, changes in unrealized gains and losses on
investments, accretion of cash flow hedges and reclassification of realized gains and losses previously reported in
comprehensive income (loss), net of related tax effects.

Business Segments—The Company’s reportable operating segments are U.S. Mortgage Insurance
Operations, International Operations and Corporate and Other. U.S. Mortgage Insurance Operations includes the
results of operations of PMI Mortgage Insurance Co., affiliated U.S. insurance and reinsurance companies and
the equity in earnings from CMG MIL. International Operations includes the results from continuing operations of
PMI Europe and PMI Canada, and the results from discontinued operations of PMI Australia and PMI Asia.
Effective December 31, 2009 the Company combined its former “Corporate and Other” and “Financial
Guaranty” segments into a “Corporate and Other” segment for all periods presented. The Corporate and Other
segment includes other income and related operating expenses of PMI Mortgage Services Co.’s change in fair
value of certain debt instruments, interest expense, intercompany eliminations and corporate expenses of the
Company; the results of PMI Mortgage Assurance Company, formerly Commercial Loan Insurance Co., WMAC
Credit Insurance Corporation, equity in earnings (losses) from certain limited partnerships and its equity
investment in FGIC Corporation and its former investment in RAM Re. The Company merged the assets and
liabilities of PMI Guaranty into its U.S. Mortgage Insurance Operations during the fourth quarter of 2008.

Earnings (Loss) Per Share—Basic earnings (loss) per share (“EPS”) excludes dilution and is based on
consolidated net income (loss) available to common shareholders giving effect to discontinued operations and the
actual weighted-average common shares that are outstanding during the period. Diluted EPS is based on
consolidated net income (loss) available to common shareholders giving effect to discontinued operations,
adjusted for the effects of dilutive securities, and the weighted-average dilutive common shares outstanding
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during the period. The weighted-average dilutive common shares reflect the potential increase of common shares
if contracts to issue common shares, including stock options issued by the Company that have a dilutive impact,
were exercised, or if outstanding securities were converted into common shares. As a result of the Company’s net
losses for the years ended December 31, 2009, 2008 and 2007, 7.3 million, 9.0 million and 7.4 million share
equivalents issued under the Company’s share-based compensation plans in the respective periods were excluded
from the calculation of diluted earnings per share as their inclusion would have been anti-dilutive.

The following table presents for the periods indicated a reconciliation of the weighted average common
shares used to calculate basic EPS to the weighted-average common shares used to calculate diluted EPS from
continuing and discontinued operations:

2009 2008 2007
(Dollars and shares in thousands)
Net loss:

Loss from continuing operations . .. .......oovevnrnereeenee $(653,991) $(887,188) $(1,008,682)
(Loss) income from discontinued operations ................... (5,335)  (41,320) 93,356
Net loss adjusted for diluted EPS calculation ................... $(659,326) $(928,508) $ (915,326)
Weighted-average shares for basic EPS ....................... 82,317 81,423 84,645
Weighted-average stock options and other dilutive components . . .. — — —
Weighted-average shares fordiluted EPS .. ... o it 82,317 81,423 84,645
Dividends declared and accrued to common shareholders . ........ $ — 3 003 $ 0.21

Share-Based Compensation—The Company applies FASB ASC Topic 718 Compensation-Stock
Compensation (“Topic 718”), previously SFAS No. 123R, in accounting for share-based payments. This topic
requires share based payments such as stock options, restricted stock units and employee stock purchase plan
shares to be accounted for using a fair value-based method and recognized as compensation expense in the
consolidated results of operations. Share-based compensation expense was $4.1 million (pre-tax), $10.1 million
(pre-tax) and $18.2 million (pre-tax), respectively, for the years ended December 31, 2009, 2008 and 2007.

Fair Value of Financial Instruments—Effective January 1, 2008, the Company adopted FASB ASC Topic
820 Fair Value Measurements and Disclosures (“Topic 8207), previously SFAS No. 157. This topic describes
three levels of inputs that may be used to measure fair value, of which “Level 3” inputs include fair value
determinations using pricing models, discounted cash flow methodologies, or similar techniques, as well as
instruments for which the determination of fair value requires significant management judgment or estimation.
Due to the lack of available market values for the Company’s credit default swap contracts, the Company’s
methodology for determining the fair value of its credit default swap contracts is based on “Level 3” inputs. (See
Note 3. New Accounting Standards and Note 10. Fair Value Disclosures, for further discussion.) Effective
January 1, 2008, the Company adopted Topic 820 and the fair value option outlined in FASB ASC Topic 825
Financial Instruments (“Topic 825”), previously SFAS No. 159. Topic 820 provides a framework for measuring
fair value under GAAP. The fair value option allows an entity the irrevocable option to elect fair value for the
initial and subsequent measurement of certain financial assets and liabilities on a contract-by-contract basis. The
Company elected to adopt the fair value option for certain corporate debt on the adoption date. The fair value
option requires that the difference between the carrying value before election of the fair value option and the fair
value of these instruments be recorded as an adjustment to beginning retained earnings in the period of adoption.
The Company recognized a net of tax gain of $31.8 million in retained earnings as of January 1, 2008 related to
the initial adoption of the fair value option for certain debt instruments held by the Company. For the year ended
December 31, 2009, the Company’s net loss included a $16.5 million gain related to the subsequent measurement
of fair value for these debt instruments compared to a $123.6 million gain for the year ended December 31, 2008.
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The Company elected the fair value option for its 10 year and 30 year senior debt instruments as their market
values are the most readily available. The fair value option was elected with respect to the senior debt as changes
in value are expected to generally offset changes in the value of credit default swap contracts that are also
accounted for at fair value.

Reclassifications—Certain items in the prior years’ consolidated financial statements have been reclassified
to conform to the current years’ consolidated financial statement presentation. The Company reclassified the
results of operations of PMI Australia, PMI Asia and PMI Guaranty as discontinued operations for all periods
presented.

NOTE 3. NEW ACCOUNTING STANDARDS

Effective July 1, 2009, FASB ASC (“Codification”) Topic 105 Generally Accepted Accounting Principles
(“Topic 105”) establishes the FASB ASC as the single source of authoritative U.S. generally accepted accounting
principles (“GAAP”) used by nongovernmental entities in the preparation of financial statements, except for
rules and interpretive releases of the SEC under authority of federal securities laws, which are sources of
authoritative accounting guidance for SEC registrants. The Codification is meant to simplify user access to all
authoritative accounting guidance by reorganizing GAAP pronouncements into roughly 90 accounting topics
within a consistent structure; its purpose is not to create new accounting and reporting guidance. The
Codification supersedes all existing non-SEC accounting and reporting standards and is effective for the
Company beginning July 1, 2009. Following Topic 105, the FASB will not issue new standards in the form of
Statements, FASB Staff Positions, or Emerging Issues Task Force Abstracts; instead, it will issue Accounting
Standards Updates. The FASB will not consider Accounting Standards Updates as authoritative in their own
right; these updates will serve only to update the Codification, provide background information about the
guidance, and provide the bases for conclusions on the change(s) in the Codification. As the Codification was not
intended to change or alter existing GAAP, the adoption of the Codification did not have any impact on the
Company’s consolidated financial statements.

In June 2009, the FASB updated guidance in FASB ASC Topic 810 Consolidation (“Topic 8107),
previously SFAS No. 167, to provide additional consolidation guidance to enterprises involved with variable
interest entities. Topic 810 requires an enterprise to perform an analysis to determine whether the enterprise’s
variable interest gives it a controlling financial interest in a variable interest entity. Topic 810 also requires an
ongoing reassessment of and eliminates the quantitative approach previously required for determining whether an
enterprise is the primary beneficiary. Topic 810 is effective as of the beginning of each reporting entity’s first
annual reporting period that begins after November 15, 2009. Topic 810 is not expected to impact the Company’s
consolidated financial statements.

In June 2009, the FASB updated FASB ASC Topic 860 Transfers and Servicing—Derecognition (“Topic
860”), previously SFAS No. 166, to eliminate the concept of a qualifying special-purpose entity and modify the
derecognition provision in Topic 860. Topic 860 requires additional disclosures to enhance information reported
to users of financial statements by providing greater transparency about transfers of financial assets, including
securitization transactions, and an entity’s continuing involvement in and exposure to the risks related to
transferred financial assets. Topic 860 is effective as of the beginning of each reporting entity’s first annual
reporting period that begins after November 15, 2009. Topic 860 is not currently expected to significantly impact
the Company’s consolidated financial statements.
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Recently Adopted Standards

In February 2010, FASB issued Accounting Standards Update No. 2010-09, Subsequent Events (Topic 855):
Amendments to Certain Recognition and Disclosure Requirements (“ASU No. 2010-09”) that removed the
requirement to disclose a date through which subsequent events have been evaluated in issued financial
statements. ASU No. 2010-09 is effective as of February 24, 2010 and has not significantly impacted the
Company’s consolidated financial statements.

In April 2009, the FASB updated guidance in Topic 820 related to determining fair value when the volume
and level of activity for the asset or liability have significantly decreased and identifying transactions that are not
orderly. Topic 820 is effective for interim and annual reporting periods ending after June 15, 2009. Topic 820 has
not significantly impacted the Company’s consolidated financial statements.

In April 2009, the FASB updated guidance in Topic 320. Topic 320 provides instruction for assessing
whether an impairment of a debt security is other than temporary, as well as how such impairments are presented
and disclosed in the financial statements. Topic 320 requires an entity to recognize the credit component of an
other-than-temporary impairment of a debt security in earnings and the noncredit component in other
comprehensive income when the entity does not intend to sell the security and it is more likely than not that the
entity will not be required to sell the security prior to recovery. Topic 320 is effective for interim and annual
reporting periods ending after June 15, 2009. The impact of adoption was an opening balance adjustment to
reclassify from retained earnings into accumulated other comprehensive income (loss) an amount of $2.5 million.
(See Note 4—Investments for expanded disclosures related to Topic 320)

In April 2009, the FASB updated guidance in Topic 825 to require disclosures about fair value of financial
instruments for interim reporting periods of publicly traded companies as well as in annual financial statements.
Topic 825 requires those disclosures in summarized financial information at interim reporting periods. Topic 825
is effective for interim and annual reporting periods ending after June 15, 2009. Topic 825 has not significantly
impacted the Company’s consolidated financial statements. ‘

In December 2008, the FASB amended FASB ASC Topic 715 Compensation-Retirement Benefits, to
provide guidance on an employer’s disclosures about plan assets of a defined benefit pension or other
postretirement plan. It requires companies to provide users of financial statements with an understanding of how
investment decisions are made, the major categories of plan assets, inputs and valuation techniques used to
measure fair value of plan assets, the effect of fair value measurements when using unobservable inputs and
significant concentrations of risk within plan assets. Topic 715 was implemented as of December 31, 2009 and
has not significantly impacted the Company'’s consolidated financial statements. '
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NOTE 4. INVESTMENTS

Fair Values and Gross Unrealized Gains and Losses on Investments—The cost or amortized cost,
estimated fair value and gross unrealized gains and losses on investments as ‘of December 31, 2009 and
December 31, 2008 are shown in the tables below:

Cost or .
Amortized Gross Unrealized Fair
Cost Gains (Losses) Value

(Dollars in thousands)

As of December 31, 2009
Fixed income securities:
Municipalbonds . . ........ ..o $2,044,600 $36,744 $(15,949) $2,065,395
Foreign gOVEIrnMents .. ........ououvnvvenenonnnene. 47,023 145 (1,135) 46,033
Corporatebonds .......... .o 87,832 1,933 (2,305) 87,460
FDIC corporatebonds ........ ..., 137,900 1,836 (328) 139,408
U.S. governments and agencies ...................... 10,616 524 — 11,140
Mortgage-backed securities . .......... ..o oo 5,486 266 — 5,752
Total fixed iNCOME SECULTHIES . . . vt v v eee e eieinineannnes 2333457 41,448 (19,717) 2,355,188
Equity securities:
CommMON StOCKS v v oottt 29,684 — (594) 29,090
Preferred stoCKS .. oo oo iii et 163,324 26,021 (3,322) 186,023
Total equity SECULItIES .. ....vvveennne e 193,008 26,021 (3,916) 215,113
Short-term iNVEStMENES . . ..o vnenvneeneueneansersreenns 2,232 — — 2,232
Total investments .. ...........cuoveunvenanrnrenenes $2,528,697 $67,469 $(23,633) $2,572,533
Aﬁ(())srtﬁoz '; d Gross Unrealized Fair
Cost Gains (Losses) Value
(Dollars in thousands)
As of December 31, 2008
Fixed income securities:
Municipalbonds . .. ... ... $1,888,682 $24,174 $ (98,587) $1,814,269
Foreign governments ..............c.ooeeoeinneoeee. 49,965 2,176 (1,780) 50,361
Corporate bonds .. .......oviriii e 127,873 1,251 (7,348) 121,776
U.S. governments and agencies ................ooo.o 3,620 799 — 4,419
Mortgage-backed securities .......... ...t 6,476 165 — 6,641
Total fixed income securities .. ... 2,076,616 28,565 (107,715) 1,997,466
Equity securities:
CommMON StOCKS .« v v ot v e e et e et 9,291 — (3,698) 5,593
Preferred StOCKS .. oo vin i i e 229,262 7,195 (20,201) 216,256
Total equity SECUTItES .. ....o.ovvvnunniieeenens 238,553 7,195 (23,899) 221,849
ShOrt-term iNVEStMENES & . v vt v e evnenevnenenraneesoonenns 2,280 — — 2,280
Totalinvestments . .............oiuiiirareeenenenns $2,317,449 $35,760 $(131,614) $2,221,595

At December 31, 2009, the Company had gross unrealized losses of $23.6 million on investment securities,
including fixed maturity and equity securities that had a fair value of $2.6 billion. The unrealized losses on
foreign governments and corporate bonds as of December 31, 2009 were primarily due to foreign currency

147



THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

translation on securities denominated in a currency other than the functional currency as well as continuing credit
issues in that sector. The unrealized losses in the preferred stock portfolio as of December 31, 2009 decreased
from December 31, 2008 as a result of an overall improvement in the preferred sector as well as a change in the
composition of the Company’s holdings as a result of preferred stock exchanges and dispositions. throughout
2009. The change in unrealized losses on the fixed income portfolio from December 31, 2008 to December 31,
2009 was primarily due to contracting municipal bonds credit spreads. At December 31, 2009, the total preferred
portfolio had a fair value of $186.0 million, with $35.5 million invested in public utility companies and the
remaining $150.5 million invested in the financial services sector. As of December 31, 2009, the total fair value
of the mortgage backed securities portfolio was $5.8 million, with $2.6 million invested in residential mortgage
backed securities and the remaining $3.2 million invested in commercial mortgage backed securities.

In addition, included in the gross unrealized losses are debt securities that the Company determined had
non-credit related other-than-temporary impairments in accordance with Topic 320.

Evaluating Investments for Other-than-Temporary-Impairment

The Company reviews all of its fixed income and equity security investments on a periodic basis for
impairment. The Company specifically assesses all investments with declines in fair value and, in general,
monitors all security investments as to ongoing risk.

The Company reviews on a quarterly basis, or as needed in the event of specific credit events, unrealized
losses on all investments with declines in fair value. These investments are then tracked to establish whether they
meet the Company’s established other than temporary impairment criteria. This process involves monitoring
market events and other items that could impact issuers. The Company considers relevant facts and
circumstances in evaluating whether the impairment of a security is other-than-temporary.

Relevant facts and circumstances considered include but are not limited to:

« adecline in the market value of a security below cost or amortized cost for a continuous period of at
least six months;

« the severity and nature of the decline in market value below cost regardless of the duration of the
decline; ‘

« recent credit downgrades of the applicable security or the issuer by the rating agencies;
 the financial condition of the applicable issuer;
« whether scheduled interest payments are past due; and

«  whether it is more likely than not the Company will hold the security for a sufficient period of time to
allow for anticipated recoveries in fair value.

Once a security is determined to have met certain of the criteria for consideration as being other-than-
temporarily impaired, further information is gathered and evaluated pertaining to the particular security. If the
security is an unsecured obligation, the additional research is a security specific approach with particular
emphasis on the likelihood that the issuer will meet the contractual terms of the obligation.

The Company assesses equity securities using the criteria outlined above and also considers whether, in
addition to these factors, it has the ability and intent to hold the equity securities for a period of time sufficient
for recovery to cost or amortized cost. Where the Company lacks that ability or intent, the equity security’s
decline in fair value is deemed to be other than temporary, and the Company records the full difference between
fair value and cost or amortized cost in earnings.
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Once the determination is made that a debt security is other-than-temporarily impaired, an estimate is
developed of the portion of such impairment that is credit-related. The estimate of the credit-related portion of
impairment is based upon a comparison of ratings at the time of purchase and the current ratings of the security,
to establish whether there have been any specific credit events during the time the Company has owned the
security, as well as the outlook through the expected maturity horizon for the security. The Company obtains
ratings from two nationally recognized rating agencies for each security being assessed. The Company also
incorporates information on the specific securities from its management and, as appropriate, from its external
investment advisors on their views on the probability of it receiving the interest and principal cash-flows for the
remaining life of the securities.

This information is used to determine the Company’s best estimate of what the credit related portion of the
impairment is, based on a probability-weighted estimate of future cash flows. The probability weighted cash
flows for the individual securities are modeled using internal models, which calculate the discounted cash flows
at the implicit rate at purchase through maturity. If the cash flow projections indicate that the Company does not
expect to recover its amortized cost basis, the Company recognizes the estimated credit loss in earnings. For debt
securities that are intended to be sold, or that management believes are more likely than not to be required to be
sold prior to recovery, the full impairment is recognized immediately in earnings. For debt securities that
management has no intention to sell and believes it is more likely than not that they will not be required to be
sold prior to recovery, only the credit component of the impairment is recognized in earnings, with the remaining
impairment loss recognized in AOCL

During the second quarter of 2009, the Company reviewed all previously recorded other-than-temporary
impairments of securities to develop an estimate of the portion of such impairments that were not due to credit.
This resulted in an opening balance adjustment to reclassify from retained earnings into AOCI an amount of $2.5
million, which related to non-credit related impairment charges taken prior to adoption of Topic 320 on debt
securities held principally at PMI Europe.

In the Consolidated Statements of Operations, the Company had other-than-temporary impairments of $8.3
million for the year ended December 31, 2009 on securities considered to be impaired. The credit component of
the impairments for the year ended December 31, 2009 was $7.0 million.

The total impairment for any debt security that is deemed to have an other-than-temporary impairment is
recorded in the statement of operations as a net realized loss from investments. The portion of such impairment
that is determined to be non-credit-related is deducted from net realized losses in the statement of operations and
reflected in other comprehensive income (loss) and accumulated other comprehensive income (loss), the latter of
which is a component of stockholders’ equity in the balance sheets.
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Other-than-temporary Impairment—During the year ended December 31, 2009, the Company recorded
other-than-temporary impairment losses as follows:

Year Ended
December 31, 2009
(Dollars in thousands)

Total other-than-temporary impairment losses on debt securities which the Company does

not intend to sell or it is more-likely-than-not that it will not be requiredtosell ......... $ 754
Less: portion of OTTI losses recognized in AOCI (before taxes) ............oonereeens 433
Net impairment losses recognized in net (loss) income for securities that the Company does

not intend to sell or it is more-likely-than-not that it will not be requiredtosell ......... ‘ 321
OTTI losses recognized in net (loss) income for debt securities that the Company intends to

sell or more-likely-than-not will be required to sell before reCOVery . ..o 1,247
Impairment losses related to equity GECUTILIES + o v v e e v evneeareaenasnenanananses 6,694
Net impairment losses recognized in statement of operations ............... ... $8,262

Activity related to the credit component recognized in net (loss) income on debt securities held by the
Company for which a portion of other-than-temporary impairment was recognized in AOCI for the year ended

December 31, 2009 is as follows:

Cumulative Other-Than-Temporary Impairment Credit Losses

Recognized in Net (Loss) Income for Debt Securities

April 1, 2009 Additions Additions Adjustments December 31, 2009
Cumulative for OTTI for OTTI Reductions to book Cumulative
OTTI credit securities where securities where dueto  value of credit OTTI
losses no credit losses  credit losses sales of impaired credit losses
recognized were recognized were recognized credit  securities due recognized
for securities prior to prior to impaired to changes in for securities
still held April 1, 2009 April 1,2009  securities cash flows still held
(Dollars in thousands)
OTTI credit losses recognized
for debt securities
Municipal Bonds ... .... $1,575 $— $142 $— $— $1,717
Corporate Bonds ....... 632 —_ 179 (22) — 789
Total OTTI credit losses
recognized for debt
securities . ... ........... $2,207 $— $321 22 $2,506

I

Scheduled Maturities—The following table sets forth the amortized cost and fair value of fixed income
securities by contractual maturity at December 31, 2009:

Dueinoneyearorless ...........cc.ovne
Due after one year through five years ........
Due after five years through ten years .......
Due afterten years . . ........oooeveeceen.:
Mortgage-backed securities ...............

Total fixed income securities .........

Amortized Fair

Cost Value

(Dollars in thousands)
............................... $ 5,446 $ 5,495
............................... 243,296 244,121
............................... 550,034 555,085
............................... 1,529,195 1,544,735
5,486 5,752

............................... $2,333,457 $2,355,188
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Actual maturities may differ from those scheduled as a result of calls or prepayments by the issuers prior to
maturity.

Net Investment Income—Net investment income consists of the following:

2009 2008 2007
(Dollars in thousands)

Fixed INCOME SECULILIES . . v vttt e e ettt e e e $ 99,001 $103,770 $ 97,517

EqQUIty SECUTILIES . . .o\ v ettt et e e 15,085 21,583 19,725

Short-term investments, cash and cash equivalents and other . ............. 6,835 14,965 17,000

Investment income before expenses . .............co i 120,921 140,318 134,242
INVEStMENt EXPENSES .« + v ¢ v v v e ee e et et et ia ettt (1,755) (1,941) (1,690)

Netinvestmentincome ...................ccouuiiriinnenn. $119,166 $138,377 $132,552

Net Realized Investment Gains (Losses)—Net realized investment gains (losses) consist of the following:

2009 2008 2007
(Dollars in thousands)

Fixed income securities:

GIOSS GANS .« . v e ettt e $ 48,587 $ 30,585 $ 2,273
GrOSS 10888 o vt ittt e e (6,239) (8,439) 974)
Netgains . .....ooonnni e 42,348 22,146 1,299
Equity securities:
GIOSS AINS ..\ v vttt e 13,691 24,092 14,632
GIOSS L0SSES v oottt et e e e (20,050) (99,397) (14,612)
Net (JOSSES) GAINS . . oottt ittt (6,359) (75,305) 20
Short-term investments: -
GIOSS ZAIMNS « .ottt ettt e e it e — 6,695 —
GIOSS J0SSES .« o oot vttt e e e (1,745) (1,878) (129)
Net (I0SS€S) ZaINS . ..o vttt it et neeens (1,745) 4,817 (129)
Investment in unconsolidated subsidiaries:
Settlement gain on sale of unconsolidated subsidiary ................ — — 12,670
Impairment of unconsolidated subsidiaries ........................ — (90,868) (38,499)
Sale of unconsolidated subsidiary ............ ... ... oot 3,227 o — —
Net gains (losses) ............. O 3,227 (90,868) (25,829)
Net realized investment gains (losses) before income taxes ............... 37,471  (139,210) (24,639)
Income tax expense (benefit) .......... ... ... il 13,115 (48,724) (8,624)
Total net realized investment gains (losses) after income taxes ... ... $ 24,356 $ (90,486) $(16,015)

Net realized investment gains (losses) for 2009 resulted primarily from sales of municipal bonds in addition
to impairments and exchanges of preferred equity securities. Net realized investment gains for 2009 includes
other-than-temporary impairments recorded during the first quarter of 2009; upon adoption of Topic 320 on April
1, 2009, the Company recognized a cumulative effect adjustment to retained earnings and accumulated other
comprehensive income for the non-credit portion of previously recorded impairments of debt securities in the
amount of $2.5 miltion; $1.1 million of these losses were recorded in the first quarter of 2009 and $1.4 million of
the losses were recorded in previous years. The net investment losses in 2008 include a $96.5 million loss related
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to the Company’s other-than-temporary impairment of certain preferred securities in its U.S. investment
portfolio. Also included in the net investment losses for 2008 is the Company’s impairment of its investment in
its unconsolidated subsidiaries, which includes an $88.0 million loss related to the impairment of the Company’s
investment in FGIC in the first quarter of 2008 and a $2.9 million loss related to the Company’s impairment of
its investment in RAM Re. The net investment losses in 2007 were due primarily to an other-than-temporary
impairment of the Company’s investment in RAM Re of $38.5 million, partially offset by a $12.7 million
settlement gain related to the sale of an unconsolidated subsidiary. The Company sold its investment in RAM Re
in the fourth quarter of 2009 for $3.2 million.

Aging of Unrealized Losses—The following table shows the gross unrealized losses and fair value of the
Company’s investments, aggregated by investment category and the length of time the individual securities have
been in a continuous unrealized loss position as of December 31, 2009 and December 31, 2008:

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
December 31, 2009 Fair Value Losses Fair Value Losses: Fair Value Losses
b

(Dollars in thousands)
Fixed income securities:

U.S. municipal bonds .......... $559.817 $(11,494) $ 62,032 $ (4,455) $ 621,849 § (15,949)
Foreign governments . . ......... 7,270 237) 7,151 (898) 14,421 ~ (1,135)
Corporatebonds .............. 41,041 (1,709) 7,031 (924) 48,072 (2,633)
Total fixed income
securities . ............. 608,128  (13,440) 76,214 6,277) 684,342 (19,717)
Equity securities:
Commonstocks . .............. 28,955 (594) 28,955 (594)
Preferred stocks . .............. — — 54,706 (3,322) 54,706 (3,322)
Total equity securities ... ... 28,955 (594) 54,706 (3,322) 83,661 (3,916)
Total ............... $637,083 $(14,034) $130,920 $ (9,599) $ 768,003 $ (23,633)
Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
December 31, 2008 Fair Value Losses Fair Value Losses Fair Value Losses
b

(Dollars in thousands)
Fixed income securities:

U.S. municipal bonds .......... $801,039 $(49,171) $460,962 $(49,416) $1,262,001 $ (98,587)
Foreign governments .. ......... 6,664 (1,780) — — 6,664 (1,780)
Corporate bonds . ............. 25,903 (1,977 30,423 (5,371) - 56,326 (7,348)

Total fixed income
securities . ............. 833,606 (52,928) 491,385  (54,787) 1,324,991  (107,715)

Equity securities:

Common stocks . .............. 5,576 (3,698) — — 5,576 (3,698)
Preferred stocks ... ............ 20,365 (2,712) 99,294  (17,489) 119,659 (20,201)
Total equity securities . .. ... 25,941 (6,410) 99,294  (17,489) 125,235 (23,899)
Total ............... ' $859,547 $(59,338) $590,679 $(72,276) $1,450,226 $(131,614)

As of December 31, 2009, the Company’s investment portfolio included 129 securities in an unrealized loss
position compared to 284 securities as of December 31, 2008.
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Investment Concentrations and Other Items—The Company maintains an investment portfolio principally
of U.S. municipal bonds. The following states and the District of Columbia represent the largest concentrations
in the U.S. municipal bond portfolio, expressed as a percentage of the fair value of all U.S. municipal bond
holdings. Holdings in states and the District of Columbia that exceed 5% of the U.S. municipal bond portfolio at
the respective dates are presented below:

. 2009 2008
California ... ... . 11.3% 10.1%
New York ..o 13.3% 12.8%
Florida ... ... 139% 7.5%
HENOIS ..o 11.5% 6.7%
Texas ... 9.7% 11.7%
Districtof Columbia . ............... . . 30% 5.1%

At December 31, 2009, fixed income securities and short-term investments with an aggregate fair value of
$15.6 million were on deposit with regulatory authorities as required by law.

NOTE 5. INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES

Investments in the Company’s unconsolidated subsidiaries include both equity investees and other
unconsolidated subsidiaries. The carrying values of the Company’s investments in unconsolidated subsidiaries
consisted of the following as of December 31, 2009 and December 31, 2008:

December 31, Ownership December 31, Ownership

2009 Percentage 2008 Percentage
(Dollars in thousands)
FGIC ... $ — 42.0% $ — 42.0%
CMGMI ... . 124,826 50.0% 135,082 50.0%
RAMRe ... — 0.0% — 23.7%
Other* ... . . 14,949 various 15,295 various
Total ........... ... . . . . $ 139,775 $ 150,377

* Other represents principally various limited partnership investments.

Equity in (losses) earnings from unconsolidated subsidiaries is shown for the periods presented:

Ownership Ownership - Ownership
2009 Percentage 2008 Percentage 2007 Percentage
(Dollars in thousands)
FGIC ........ ... ... ... . ... .. ... $ — 420% $ — 42.0% $(763,290) 42.0%
CMGMI .......................... (11,452) 50.0% 6,456 50.0% 17,119 50.0%
RAMRe .......................... — 0.0% (57,670) 23.7% 4,457 23.7%
Other ........................... .. (567) various (588) various 214 various
Total ......................... $(12,019) $(51,802) $(741,500)

Due to the impairment of its FGIC investment in the first quarter of 2008, the Company did not recognize
any equity in earnings (losses) from FGIC in 2008 or 2009. Additionally, due to the impairment of RAM Re
during 2008 and the sale of RAM Re during the fourth quarter of 2009, the Company did not recognize equity in
earnings (losses) from RAM Re in 2009.
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CMG MI’s condensed balance sheets as of December 31, 2009 and 2008, and condensed statements of
operations for the years ended December 31, 2009, 2008 and 2007 are as follows:

December 31, December 31,
2009 2008

(Dollars in thousands)

Condensed Balance Sheets

Assets:

Cash and investments, atfairvalue . ......... ... .ottt innanan. $399,989 $337,216

Deferred policy acquisition COSts .. ... 13,801 12,626

OBRT @SSEES .« o o v v et e et e e e e e e e 22,098 19,028
TOLAL ASSEES . . o v o v et e et e $435,888 $368,870

Liabilities:

Reserve for losses and loss adjustment eXpenses ..............ooeeiinnenenn.. $169,807 $ 77,076

Unearned Premilms . ... ...ttt ittt ettt aa e 17,408 22,410

Other Habilities . . . ...\ttt t e e e e 5,728 5,927
Total Habilities . ... ..o vttt e e e 192,943 105,413

Shareholders’ equity ............ ... i 242,945 263,457

Total liabilities and shareholders’ equity ......................... $435,888 $368,870

Year ended December 31,
2009 2008 2007
(Dollars in thousands)

Condensed Statements of Operations

GIOSS TEVEIUES .« o v v e ettt et e e e e et ettt $124,588 $108,808 $92,878

TOtal EXPENSES . . vttt e ettt 166,301 93,670 44,223
(Loss) income before inCOmMe taxes . .........coouitiiiriunneneenennns (41,713) 15,138 48,655
Income tax (benefit) eXpense ... ...ttt (18,808) 2,225 14417
Net (J0SS)INCOME . . . ... ...ttt (22,905) 12,913 34,238
PMI’s ownership interest in cCOmMmoON €quity . ..........oeeunnirennen.. 50.0% 50.0%  50.0%

Total equity in (losses) earnings from CMGMI ................... $(11,452) $ 6,456 $17,119

NOTE 6. DEFERRED POLICY ACQUISITION COSTS

The following table summarizes deferred policy acquisition cost activity as of and for the periods set forth
below:

2009 2008 2007
(Dollars in thousands)
Beginning balance ............... .. ... $34,791 $ 18,305 $ 47,611
Policy acquisition costs incurred and deferred . . ......... ... . ..ol 24,2779 34,771 58,377
Amortization of deferred policy acquisitioncosts . ....................... (17,781) (18,285) (87,683)
Balance at December 31, ........ ... ...ttt $ 41,289 $ 34,791 $ 18,305
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Deferred policy acquisition costs are affected by qualifying costs that are deferred in the period and
amortization of previously deferred costs in such periods. Deferred policy acquisition costs are reviewed
periodically to determine whether they exceed recoverable amounts, after considering investment income. In the
second quarter of 2008, PMI Guaranty impaired its remaining deferred policy acquisition cost asset by $3.6
million, reducing its value to zero. The Company also impaired $1.2 million of deferred policy acquisition cost
assets relating to PMI Europe during both 2009 and 2008. Due to higher persistency levels experienced in the
Company’s U.S. Mortgage Insurance portfolio, in 2008 the Company increased the period over which it
amortizes deferred policy acquisition costs in its U.S. Mortgage Insurance Operations.

Deferred policy acquisition costs are reviewed periodically to determine that they do not exceed recoverable
amounts, after considering investment income. For the year ended December 31, 2007, as a result of a
recoverability analysis of deferred costs relating to new mortgage insurance policies acquired in 2007, the
Company impaired its deferred policy acquisition cost asset related to its U.S. Mortgage Insurance Operations by
$33.6 million relating to the 2007 book year. The deferred policy acquisition cost asset at December 31, 2008
includes only costs associated with the 2008 book of business and book years prior to 2007.

NOTE7. PROPERTY, EQUIPMENT AND SOFTWARE

The following table sets forth the cost basis of, and accumulated depreciation and amortization for, property,
equipment and software for the years ended:

2009 2008
(Dollars in thousands)

SOFEWATE .« .+ v e e e e e e e e et e e et e e $ 171,158 $ 179,008

Building and leasehold imProvements . ............c.vniivernimeenenen e s 96,273 99,659

Furniture and eqUIPIEN . . . .. ..o vvvenee et 18,511 48,105

Y s ST I 5,000 5,000

Property and equipment, at COSt . ... ... vuvntrvren e 290,942 331,772
Less accumulated depreciation and amortization . . .......c....oeeraeen e (189,049) (206,426)

Total property, equipment and software, net of accumulated depreciation and
ATNOTHZALION .+« « o v v v e e e e e e e e eaa e e e e s $ 101,893 $ 125,346

Depreciation and amortization expense related to property, equipment including capital leases, and software
totaled $25.2 million in 2009, $29.3 million in 2008 and $30.6 million in 2007. Capitalized costs associated with
software developed for internal use were $2.7 million in 2009, $8.1 million in 2008 and $15.8 million in 2007.
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NOTE 8. RESERVE FOR LOSSES AND LOSS ADJUSTMENT EXPENSES (LAE)

The Company establishes reserves for losses and LAE to recognize the estimated liability for potential
losses and LAE related to insured mortgages that are in default. The establishment of a loss reserve is subject to
inherent uncertainty and requires significant judgment by management. The following table provides a
reconciliation of the beginning and ending consolidated reserves for losses and LAE between January 1 and
December 31 for each of the three years:

2009 2008 2007
(Dollars in thousands)
Balance atJanuary 1, .......... . i $ 2,709,286 $1,177,309 $ 384,089
Less: reinsurance recoverables ........ SN (482,678) (36,917) (3,741)
Netbalance at January 1, ... ... ... .o i 2,226,608 1,140,392 380,348
Losses and LAE incurred, principally with respect to defaults occurring
in:
CUITENE YEAT « .\ v v e e etee et e eee e e et e oo 1,556,232 1,706,383 914,333
Prior years (0 ... ... 196,767 192,881 208,565
Total incurred . ...t e 1,752,999 1,899,264 1,122,898
Losses and LAE payments, principally with respect to defaults
occurring in:
CUITENE YEAT oo et vt e e e eaes (308,890)  (100,795) (43,643)
PriOT YEATS ..ttt (1,123,159)  (727,576)  (323,755)
Total PAYMENLS . . . . oo e (1,432,049) (828,371)  (367,398)

Foreign currency translation effects .......... ... ... ... ..o (1,008) (4,927) 1,894
Net change in PMI Guaranty’s loss reserves @ . ................... — 20,250 2,650
Net ending balance at December 31, ........................ ... 2,546,550 2,226,608 1,140,392
Reinsurance recoverables . . ... ..ottt s 703,550 482,678 36,917
Balance at December 31, ...... ... ... . ...l $ 3,250,100 $2,709,286 $1,177,309

(1) The $196.8 million, $192.9 million and $208.6 million increases in prior years’ reserves in 2009, 2008 and 2007, respectively, were due
to re-estimations of ultimate loss rates from the prior period estimates. The $196.8 million increase in prior years’ reserves during 2009
reflected the significant weakening of the housing and mortgage markets and was driven primarily by adverse claim size and claim rate
development in the modified pool insurance portfolio partially offset by reductions in claim size on the Company’s primary insurance
portfolio. The $192.9 million and $208.6 million increases in prior years’ reserves during 2008 and 2007 reflected significant weakening
of the housing and mortgage markets and were driven by lower cure rates, higher claim rates and higher claim sizes on the Company’s
primary insurance portfolio. These re-estimations of ultimate loss rates are the result of management’s periodic review of estimated claim
amounts in light of actual claim amounts, loss development data and ultimate claim rates.

(2) Includes losses and LAE incurred of $29.9 million and payments of $9.6 million for the year ended December 31, 2008 from PMI
Guaranty which is reported as discontinued operations in the consolidated statement of operations for all periods presented.

The increase in total consolidated loss reserves at December 31, 2009 compared to December 31, 2008 was
primarily due to increases in the reserve balances for U.S. Mortgage Insurance Operations primarily as a result of
an increase in the default inventory and adverse loss development on claim rates and claim sizes from the
Company’s modified pool contracts. Upon receipt of default notices, future claim payments are estimated
relating to those loans in default and a reserve is recorded. Generally, it takes approximately 12 to 36 months
from the receipt of a default notice to result in a claim payment. Accordingly, most losses paid relate to default
notices received in prior years.
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NOTE 9. DEBT AND REVOLVING CREDIT FACILITY

December 31,

December 31, 2009 2008
Principal Carrying - Carrying

Amount  Fair Value Value . Value

(Dollars in thousands). . )
6.000% Senior Notes, due September 15,2016 D ., ... ...... .. $250,000 $149,063 $149,063 $153,027
6.625% Senior Notes, due September 15, 2036® .. ........... 150,000 64,585 64,585 77,144
Revolving Credit Facility, due October 24,2011 . .......... ... 124,750 124,750 124,750 200,000
8.309% Junior Subordinated Debentures, due February 1, , ' .

2027 e 51,593 10,061 51,593 51,593
Totaldebt ........... ... ... . ... 0 . . $576,343 $348,459 $389,991 $481,764

(1) The fair value and carrying value of the Company’s 6.000% Senior Notes and 6.625% Senior Notes at December 31, 2009 include
accrued interest. : ) ‘

6.000% and 6.625% Senior Notes—In September 2006, the Company issued $250 million in principal
amount of 6.000% Senior Notes, due September 15, 2016 and $150 million in principal amount of 6.625% Senior
Notes, due September 15, 2036. The 6.000% Senior Notes and the 6.625% Senior Notes bear interest at a rate of
6.000% and 6.625% per annum, payable semi-annually in arrears on March 15 and September 15 of each year,
beginning on March 15, 2007. The PMI Group may redeem the 6.000% and 6.625% Seniot Notes in whole or in
part at any time at the “make-whole redemption price”. The “make-whole redemption price” will be equal to the
greater of (a) 100% of the principal amount of the 6.000% and 6.625% Senior Notes to be redeemed and (b) the
sum of the present values of the remaining scheduled payments thereon discounted to the date of redemption, on
a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months), at a rate equal to the
applicable treasury rate plus 25 basis points for the 6.000% Senior Notes and 35 basis points for the 6.625%
Senior Notes, plus in the case of either (a) or (b), any interest accrued but not paid to but excluding the date of
redemption. In connection with the issuance of these Senior Notes, the Company entered into two interest rate
lock agreements which were designated as cash flow hedges. The fair value of the cash flow hedges was settled
for $9.0 million and is amortized into interest expense over the terms of the new senior debt that was issued. As
of December 31, 2009, the unamortized balance in the other comprehensive income related to these fair value
hedges was approximately $7.0 million (pre-tax). '

Effective January 1, 2008, the Company elected to adopt the fair value option presented by ASC Topic 825
for the Company’s 6.000% Senior Notes and 6.625% Senior Notes. ASC Topic 825 requires that the difference
between the carrying value before election of the fair value option and the fair value of these instruments be
recorded as an adjustment to beginning retained earnings in_the period of adoption. (See Note 10. Fair Value
Disclosures, for further discussion.) : '

8.309% Junior Subordinated Debentures—The vJuni’or Subordinated Debentures bear interest at the rate of
8.309% per annum paid semiannually and mature on February 1, 2027. The Junior Subordinated Debentures are
subordinated to all senior indebtedness of The PMI Group. '

In considering the initial adoption of the ASC Topic 825, the Company determined that the change in fair
value of the 8.309% Junior Subordinated Debentures would not have a-significant impact on the Company’s
consolidated financial results. Therefore, the Company did not elect to adopt the fair value option for the 8.309%
Junior Subordinated Debentures. . ‘
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Revolving Credit Facility—The Company amended its revolving credit facility (the “credit facility” or
“facility”) effective May 29, 2009 following the satisfaction of certain conditions precedent agreed upon between
the Company and the lenders under the facility on May 8, 2009. In connection with the Amended Agreement,
MIC and The PMI Group entered into a Note Purchase Agreement pursuant to which The PMI Group purchased
the contingent note (the “QBE Note”) described below. Upon the completion of the sale of the QBE Note to The
PMI Group from MIC, The PMI Group granted a security interest in the QBE Note in favor of the Administrative
Agent, for the benefit of the lenders under the Amended Agreement. Among other things, the amended credit
facility reduced the facility size to a maximum of $125 million and eliminated certain financial covenants and
events of default previously contained in the facility (including the elimination of the maximum debt to total
capitalization percentage covenant, the maximum risk to capital ratio covenant, and the financial strength ratings
event of default). The amended credit facility requires a minimum Adjusted Consolidated Net Worth (as defined
in the facility) of at least $700 million through December 31, 2009, and at least $500 million from January 1,
2010 through the facility’s October 24, 2011 maturity date. As of December 31, 2009, The Company’s Adjusted
Consolidated Net Worth, as defined in the credit facility, was $1.0 billion, as compared to-a net worth
requirement of $700 million. The Company’s Adjusted Consolidated Net Worth will be adversely affected by its
continued losses and other factors negatively affecting its financial position. Absent significant additional capital,
The Company’s Adjusted Consolidated Net Worth will decline in 2010. Although the Company currently expects
to-remain in compliance, due to continuing losses and other factors negatively affecting its financial position,
there is a risk that in 2010 it will not be able to maintain the minimum Adjusted Consolidated Net Worth as
required by the credit facility. If the Company were to anticipate being, or were to become, unable to maintain
the required minimum Adjusted Consolidated Net Worth, it intends to pursue one or more of the following
actions—(1) negotiate with the lenders under its credit facility to. amend or waive compliance with the covenant,
(2) seek to sell certain assets, including the QBE note prior to maturity, for an amount sufficient to repay the
credit.facility and (3) other corporate initiatives, inclusive of expense reductions, within its.control to maintain
compliance with the covenant. The amended facility also contains restrictions on, among other things, asset
dispositions, dividends and investments. While the Company is generally permitted under the amended facility to
make additional investments in the Company’s reinsurance subsidiaries, - the Company’s ability to make
additional investments in MIC and MIC’s subsidiaries, is subject to dollar limitations. .

Prior to the effectiveness of the ‘amended facility, on May 29, 2009, the Shared Collateral Pledge
Agreement, dated as of April 24, 2008, between the Company and U.S. Bank National Association as collateral
agent (the “Collateral Agent”), purSuant to which the Company granted a security interest in the stock of MIC in
favor of the Collateral Agent for the equal and ratable benefit of the lenders under the credit facility and the
noteholders under certain of the Company’s senior notes, was terminated and the security interest in the stock of
MIC was released.

Thereafter, MIC ahd the Company entered into a Note Purchase Agféement; dated as of May 29, 2009 (the
“Note Purchase Agreement”), pursuant to which the Parent Company purchased the Contingént note (the “QBE
Note”) that MIC received in connection with the sale of PMI Australia to QBE Holdings (AAP) Pty Limited.
Pursuant to the Note Purchase Agreement, the Company made an initial payment to MIC of $75 million and
agreed to make an additional contingent payment of up to $25 million; the amount of the contingent payment will
be determined based on the value of the QBE Note at redemption or on the net proceeds received by the
Company upon a sale of the QBE Note prior to redemption. (See Item 7, Liquidity and Capital Constraints, for
further discussion on the QBE Note.)

Following the sale of the QBE Note to the Company by MIC, the Company pledged the QBE Note in favor
of the Administrative Agent, for the benefit of the lenders under the credit facility. In connection; with the
effectiveness of the amended credit facility, on May 29, 2009, the Company prepaid its credit facility in an
amount sufficient to reduce its outstanding borrowings thereunder to $125 million.
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NOTE 10.  FAIR VALUE DISCLOSURES

Effective J: anuary 1, 2008, the Company adopted Topic 820 and the fair value option outlined in Toplc 825.
In particular, the Company elected to adopt the fair value option outlined in Topic 825 for certain corporate debt
liabilities on the adoption date. The fair value option outlined in Topic 825 requires that the difference between
the carrying value before election of the fair value option and the fair value of these instruments at the time of
election of the fair value optlon be recorded as an ad]ustment to the opening balance of retained earnings in the
period of adoption.

The following tables present the difference between fair values as of December 31, 2009 and December 31,
2008 and the aggregate contractual principal amounts of the long-term debt for which the fair value option has
been elected. Had the Company not adopted the fair value option, the Company’s diluted loss per share for the
year ended December 31, 2009 would have been $(8 14) per share compared to $(12.39) per share for the year
ended December 31, 2008.

Fair Value (including
accrued interest)
as of Principal amount and )
December 31, 2009 accrued interest  Difference
) (Dollars in thousands)
Long-term debt
6.000% Senior Notes . . ......ooveeenn... e $149,063 $254,375 $105,312
6.625% Senior Notes . .................... e $ 64,585 $152,898 $ 88,313
Fair Value (including
accrued interest)
as of Principal amount and .
December 31, 2008 accrued interest Difference
g (Dollars in thousands)
Long-term debt
6.000% Senior Notes . ... ..ovit it it $153,027 $254,375 $101,348
6.625% Senior Notes . . ........... . L $ 77,144 $152,898 $ 75,754

Topic 820 defines fair value as the exchange price that would be received for an asset or paid to transfer a
liability (referred to as an exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. Topic 820 also establishes a fair value
hierarchy which requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measurmg fair value. The standard describes three levels of inputs that may be used to
measure fair value.

Level 1 Observable inputs with quoted prices in active markets for identical assets or liabilities. Level 1
assets and liabilities include debt and equity securities and derivative contracts that are traded in an active
exchange market, as well as certain U.S. Treasury securities that are highly liquid and are actively traded in
over-the-counter markets.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities. Level 2 assets and liabilities
include debt securities with quoted prices that are traded less frequently than exchange-traded instruments and
derivative contracts whose value is determined using a pricing model with inputs that are observable in the
market or can be derived principally from or corroborated by observable market data.
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Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities. Level 3 assets and liabilities include financial instruments whose value is
determined uéing pricing models, discounted cash flow methodologies, or similar techniques, as well as
instruments for which the determination of fair value requires significant management judgment or estimation.

When determining the fair value of its debt, the Company has considered the guidance presented in Topic
820 related to determining fair value when the volume and level of activity for the asset or liability have
significantly decreased and identifying transactions that are not orderly.

" Assets and liabilities measured at fair valuebn a recurring basis, including financial instruments for which
the Company has elected the fair value option, are summarized below:

December 31, 2009

Fair Value Measurements Using Assets/Liabilities at
Level 1 Level 2 Level 3 Fair Value
(Dollars in thousands)
Assets
Fixed income SeCurifies . ...........coceeueneens $  — $2,352,041 $ 3,147 $2,355,188
Equity SECUrities ... .....c.ooeoennennnnnnrieonn. 28,955 182,188 3,970 215,113
Short-term INVeStments . . . ...cvveeeeeneeennnnn 2,232 — —_ 2,232
Cash and cash equivalents ..................... 686,891 —_ — 686,891
Accrued investment income . . . .. e 35,028 — — 35,028
Totalassets .................. N $753,106 $2,534,229 $ 7,117 $3,294,452
Liabilities
Credit default swaps ................. . $ — 3 —  $17,331 $ 177331
6.000% Senior NOtES .. v vvitineieeemiieennn — 149,063 — 149,063
6.625% Senior NOtES ..ot v vt e e — 64,585 — 64,585
Total liabilities . ... .................... N $ — -$ 213,648 $17,331 $ 230,979
December 31, 2608
Fair Value Measurements Using Assets/Liabilities at
Level 1 Level 2 Level 3 Fair Value
(Dollars in thousands)
Assets : :
Fixed income Securities ...........oceveueuenn. $ —  $1,994,025 $ 3,441 $1,997,466
Equity securities . . ... 5,576 211,809 4,464 221,849
Short-term Investments .. ........ocevivuevnnn. ' 2,280 —_ o 2,280
Cash and cash equivalents ........ P 1,483,313 - — L — 1,483,313
Accrued investment income . ........... .. o 36,323 S — — 36,323
Total @SSetS . ..o vii it e $1,527,492 $2,205,834 $ 7,905 '$3,741,231
Liabilities ; . : '
Credit default swaps . .......oovoiviennnnn .. $ — $ —  $54,542 $ 54,542
6.000% Senior Notes ...... A S —_ - 153,027 — - 153,027
6.625% Senior NOtES . v v vv e e iee i enn — . 71,144 e 77,144
Total liabilities .......... ..ot $ —  $ 230,171 $54,542 $ 284,713
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PMI Europe’s risk in force related to .its credit default swap (“CDS”) contracts was $4.0 billion as of
December 31, 2009. Certain PMI Europe CDS contracts contain collateral support provisions which, upon certain
circumstances, such as deterioration of underlying mortgage: loan performance, require PMI Europe to post
collateral for the benefit of the counterparty. The amount of the required posted collateral varies and can include
mark-to-market valuations,. contractual formulae and/or negotiated amounts. The aggregate fair value of all
derivative instruments with collateral support provisions that are in a liability position as of December 31, 2009
is $15.8 million, for which the Company has posted collateral of $14.7 million in the normal course of business.
The Company estimates that the amount of additional collateral it may be required to post could range from $4.4
million to $11.4 million in the next twelve months. The actual level of collateral posted at the end of 2010 will be
dependent upon deal performance, claim payments, and the extent to which PMI Europe is successful in
commuting certain contracts. To the extent PMI Europe is successful in commuting certain contracts the amount
of collateral postings could be significantly reduced. The fair value of derivative liabilities was $17.3 million and
$54.5 million as of December 31, 2009 and December 31, 2008, respectively, and is included in other liabilities
on the ‘balance sheet. . S

Fair Value of Credit Default Swap Contracts’

PMI Europe’s CDS contracts are valued using internal proprietary models because these instruments are
unique, complex, and private and are often customized transactions, for which observable market quotes are not
regularly available. Due to the lack of observable inputs required to value CDS contracts, they are considered to
be Level 3 under the Topic 820 fair value hierarchy. Valuation models and the. related assumptions are
continuously re-evaluated by management and refined, as appropriate.

Key inputs used.in the Company’s valuation of CDS coptracts‘include the transaction notional amount,
expected term, premium rates on risk layers, changes in market spreads and cost of capital, estimated loss rates
and loss timing, and risk free interest rates. As none of the instruments that the Company is holding are traded, the
Company develops internal exit price estimates. Its internal exit price estimates are based on a number of factors,
including its own expectations of loss payments and timing, as well as indications of current CDS spreads
obtained through market surveys with investment banks, counterparty banks, and other relevant market sources in
Europe. The Company validates market surveys obtained from these third-party sources by comparing them
against each other for consistency. The assumed market CDS spread is a significant assumption that, if changed,
could result in materially different fair values. Accordingly, market perceptions of credit deterioration are likely to
result in the increase in the expected exit value (the amount required to be paid to exit the transaction).

The values of the Company’s CDS contracts are affected by estimated changes in credit spreads of the
underlying obligations and/or the cost of the Company’s capital. As credit spreads change, the values of these
CDS contracts will change and the resulting gains and losses will be recorded in the Company’s operating
results. In addition, with the adoption of Topic 820, the Company has incorporated its non-performance risk into
the market value of its derivative assets and liabilities. The fair value of these CDS liabilities was $17.3 million
as of December 31, 2009. Excluding the Company’s non-performance risk, the fair value of these CDS liabilities
would have been $19.3 million as of December 31, 2009.

In estimating the fair values of CDS contracts, PMI Europe incorporates expected life of contract dates in its
internal valuation models. The Company estimates the life of contracts to coincide with expected call dates based
on a number of factors, including past experience of counterparties, the underlying economics of the transactions,
counterparties’ expressed intent and potential costs associated with extending transactions. The current state of
capital markets, the financial conditions and perspectives of various counterparties and the general weakening of
economic conditions in Europe may lead to decisions by customers to extend the credit protection offered by
PMI Europe’s CDS contracts, which could be counteracted by PMI Europe’s counterparties’ assessments of its
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creditworthiness. If a CDS contract is extended beyond its expected call date, PMI Europe will be required to
adjust its internal valuation model assumptions. To the extent that credit spreads: are higher than at the time of
inception of the transaction, extending the expected life from the call date to the maturity date could result in
PMI Europe recognizing further significant mark-to-market losses. If counterparties elect to extend PMI
Europe’s CDS contracts and spreads remain at their current levels, mark-to-market losses could be material and
there will be a greater likelihood of incurring higher than currently expected realized losses in the form of paid
claims on the contracts. To date, all of PMI Europe’s CDS contracts have either been called at the Company’s
expected call date or have deviated from the Company’s expected call date in lengths of time that are not
significant. : ‘ '

The fair value of investment grade contracts is determined by calculating the difference between the present
value of expected future premiums from the contract and the estimated cost of hedging the transaction to.the
expected life of contract date. The estimated cost of hedging the transaction is established by reference to market
spreads on residential mortgage backed securities in the countries in which the underlying reference portfolio is
located. Spreads are obtained from banking groups and analysts. The expected life of contract date is determined
by using the earlier of the next contractual call date or an estimated regulatory call date based upon discussions
with the counterparty. ’

Similar third party information is not available for non-investment grade contracts, and, accordingly, for
those contracts, fair value is estimated using the present value of expected future contractual payments and
incorporating a market-based estimated cost of capital that would be required by a third party with similat credit
standing as PMI to assume an identical contract. Expected future contractual payments are determined through
the analysis of recent performance of the relevant transaction and similar transactions. Cash flows are discounted
using a risk-frée rate. The market-based cost of capital is based on an estimate of PMI’s cost of capital as of the
period in which the value is being determined. a ' :
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The table below presents a reconciliation for all assets and liabilities measured at fair value on a recurring
basis using significant unobservable inputs (Level 3) for the year ended December 31, 2009. Level 3 instruments
presented in the table, including credit default swaps, and certam fixed income and equity securmes were carried
at fair value prior to the adoption of Topic 820.

Total Fair Value Measurements
Year Ended December 31, 2009

(Dollars in thousands)
o : ) Credit
) ) Fixed Default
- Income Equity Swaps
Level 3 Instruments Only Securities  Securities * (Liabilities)
Balance, January 1,2009 ............... P $3,441  $ 4,464 $(54,542)
Total gains or (losses) »
Included inearnings @ . ... ... .. i (293) (494) 31,581
Included in other comprehensive income @ ... ...................... ‘ — — (39
Purchase, issuance and settlements ® .. ....... .. ... . . ... .. i ... = — 6,021
Balance, December 31,2009 . ... ... ... P P $3,148 $3,970 $(17,331)
Year Ended December 31, 2008
: . (Dollars in thousands)
Balance, January 1,2008 ......................... B e $3,704  $5,706  $(26,921)
“Total gains or (losses) '
Included in earnings O ... ... ... ..., e (263)  (1,242) (11,275)
Included in other comprehenswe income® ......................... — — 889
Purchase, issuance and settlements ® ... ...... .. ... .. ... . ... — — (17,235)
Balance, December 31, 2008............ P S e $3,441 $4,464 $(54,542)

(1) The combined losses on equity and ﬁxed income securmes of $0.8 million and $1 5 mllhon for the years ended December 31, 2009 and
2008, respectively, are included in net investment incomé in the Company’s consolidated statement of operations. The gain on credit
default swaps of $31.6 million and the loss of $11.3 million for'the years ended December 31, 2009 and 2008, respecnvely, is mcluded in
other income in the Company’s consolidated staterhént of operations.

(2) The-loss on:credit default swaps of $0.4 million and the gain on credit default swaps of $O 9 million for the years ended December 31,
2009 and 2008, respectively is a result of the translation from the Euro to the U.S. dollar and is included in other comprehensive income:

(3) The purchase, issuance and settlements of $6.0 million and $17.2 million for the years ended December 31, 2009 and 2008, respectlvely
represent net cash pald (recelved) on credlt default swaps.
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NOTE 11. REINSURANCE

The following table shows the effects of reinsurance on premiums written, premiums earned and losses and
LAE of the Company’s operations for the years ended:

2009 2008 2007
(Dollars in thousands)

Premiums written

Direct, netof refunds ... ....oir e e $ 840475 $ 942,580 $ 984,903
Assumed .......... e e e (8,411) 15,313 10,040
Ceded i oo e e s (154,006)  (188,998)  (181,021)
Net premiums written ............ T S $ 678,058 $ 768,895 $ 813,922
Premiums earned '
Direct, netofrefunds . ..........cooveiiin.. e $ 870478 $ 964,512 $ 986,591
ASSUIMEA . . e e et e e 2,696 12,851 7,657
Ceded ......oi i B (156,333)  (191,204)  (178,808)
Net premiums earned .. .............o.oooronooorn.n. $ 716,841 $ 786,159 $ 815,440
Losses and loss adjustment expenses
DITECE « v v o e e e e e e e e e e e e e $2,105,556 $2,363,233 $1,157,378
ASSUMEA . oo vt e e e e e e (1,838) 441 -9
Ceded . ..o e (346,963)  (464,410) (34,471)
Netlossesand LAE . ...... ... .. ... ... iiiiiiiiiinn. $1,756,755 $1,899,264 $1,122,898

" The majority of the Company’s existing reinsurance contracts are captive reinsurance agreements in the
U.S. Mortgage Insurance Operations. Under captive reinsurance agreements, a portion of the risk insured by PMI
is reinsured with the mortgage originator or investor through a reinsurer that is affiliated with the mortgage
originator or investor. Ceded premiums for U.S. captive reinsurance accounted for 99.9% of total ceded
premiums written in 2009 compared. to 98.9% and 99.2% in 2008 and 2007, respectively. The Company recorded
$703.6 million in reinsurance recoverables primarily from captive arrangements related to PMI’s gross loss
reserves as of December 31, 2009, compared to $482.7 million as of December 31, 2008. As of December 31,
2009 and December 31, 2008, the total assets in captive trust accounts held for the benefit of PMI totaled
approximately ‘$940.7 million and $860.1 million, respectively. As of December 31, 2009, overall assumed
premium for the year ended December 31, 2009 was negative due to the restructuring of two contracts in the
Company’s European operations and a contract in the Company’s U.S. Mortgage Insurance Operations that
resulted in premium reversals of approximately $7.3 million and $1.0 million, respectively.

NOTE 12. INCOME TAXES

The components of income tax benefit from continuing operations for the years ended December 31, 2009,
2008 and 2007 are as follows:

2009 2008 2007
(Dollars in thousands)
(0337 o =2 ¢ L AN GO $(107,435) $ (22,614) $ (27,920)
Deferred . ..o e e e (299,444) (411,352) (218,602)
Total income tax benefit from continuing operations .................. $(406,879) $(433,966) $(246,522)
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§832(e) of the Internal Revenue Code permits mortgage guaranty insurers to deduct, within certain
limitations, additions to statutory contingency reserves. This provision allows mortgage guaranty insurers to
increase statutory unassigned surplus through the purchase of non-interest bearing “tax and loss bonds” from the
federal government. The'tax and loss bonds purchased are limited to the tax benefit of the deduction for additions
to the contingency reserves. The Company did not purchase any tax and loss bonds in 2009, 2008 and 2007. The
Company redeemed tax and loss bonds of $274.8 million in 2009, $396.3 million in 2008 and $62.7 million in
2007. The purchase and redemption of tax and loss bonds are included as a deferred component of income tax
expense.

A reconciliation of the statutory federal income tax rate to the effective tax rate reported on (loss) income
from operations before income taxes is shown in the following table:

2009 2008 2007

Statutory federal income TAXTAE ...t e e 35.0% 35.0% 35.0%

TaX-eXEMPL INTEIESE . . o vttt ettt ettt ettt e e e 28 22 2.1
Equity in earnings (losses) from unconsolidated subsidiaries ...................... 0.0 0.0 (3.9
Valuation allOWanCe . .. ..ottt ittt e e e e 0.0 0.5 (134
SaLE tAXES, DOt . .ottt e e e e e 0.7 0.2 0.3
Foreign taxes, Met ... ...cviititit i i i i i i 0.8 20) (04
OteT . oo A - 09 @1 (O
Effective income tax rate .................. e S ... 384% 328% 19.6%
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The components of the deferred income tax assets and liabilities for the year ended are as follows: -

December 31, - December 31;
= 2009 2008

(Dollars in thousands)

Deferred tax assets:

AMT and other credits . . . . .. U A S AN U $192,819 $ 64,901
Discount on lossreserves .. ... ........ie i R e e “35,558 28,350
Unearned premiurnm TESETVES . ..o vvvvvveeeannnnne et eennnnnnoeeeeans 4,128 5,762
Unrealized net 10sSes ON iNVESIMENS . .ot vi et v et — 67,263
Basis difference on investments in unconsolidated subsidiaries . .......... .. 215,944 245,339
Pension costs and deferred compensation . ....... R, S A 17,964 20,604
Contingency reserve deduction, net of tax and loss bonds .................. 40,478 182
Foreign net operating loss . ............covviiiiiiiiiiiiiii i 12,569 3,882
Basis difference in foreign subsidiaries .......... ... ... o i ' 25,375 16,834
Ot ASSEES . v v v vt e e e e e e e e e e e e e 23,076 11,613
Total deferred tax assets . . . .. ... S 567,911 464,730
Deferred tax liabilities:
Deferred policy acquiSition COSS . .. ..ottt 14,451 11,311
Unrealized net gains on inVestments .. ...........oouvunnereeennnnennenn 11,118 —
Unrealized net gainsondebt ..........ccoiiiiiiiiiiii i 77,097 72,857
Software development COSES .. ... .vvvt ettt 8,499 18,906
Equity in earnings from unconsolidated subsidiaries ...................... 27,406 32,453
Other HHabilIties . .« o v v v e e e et e e e e et ettt e et e e 5,478 6,378
Total deferred tax Habilities . .. ..o oottt e et et 144,049 141,905
Net deferred taX ASSEE . . . oo vt vttt e et e 423,862 322,825
Valuation allOWancCe . . ..o oottt e ettt e e (248,277) (174,641)
Net deferred tax @SSet . ... . ...ttt tna ettt $ 175,585 $ 148,184

The Company evaluates the need for a valuation allowance quarterly taking into consideration the ability to
carryback and carryforward tax credits and losses, available tax planning strategies and future income, including
the reversal of temporary differences. In addition, the Company has benefits from the use of tax and loss bonds
which have allowed the Company to deduct statutory contingency reserves on its federal tax return. Once
redeemed, the tax and loss bonds result in taxable income which have offset the Company’s operating losses. As
of December 31, 2009, the Company evaluated whether it was “more likely than not” that the deferred tax assets
would be utilized in the future and determined that a valuation allowance of $248.3 million was required. Any
future changes in management’s assessment on the need for a valuation allowance will be recognized as a change
in estimate in future periods.

The Company adopted the provisions of Topic 740 on January 1, 2007. As a result of the implementation,
the Company recognized an approximately $15.6 million increase in deferred tax liabilities, which was accounted
for as a reduction to the January 1, 2007 balance of consolidated retained earnings. This liability was accrued
upon adoption of Topic 740 and after consideration of certain 2004 California legislation relating to the taxation
of insurance companies that could impact the Company’s future tax payments. In accordance with Topic 740, the
Company has recorded a contingent liability of $3.0 million as of December 31, 2009, which, if recognized,
would affect the Company’s future effective tax rate. Of this total, approximately $2.8 million had been accrued
as of December 31, 2008.
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When incurred, the Company recognizes interest and penalties related to unrecognized tax benefits in tax
expense. The Company incurred net interest and penalties of $0.4 million in 2009. A contingent liability of $0.2
million was reversed during the third quarter of 2009 based on the closing of the statute of limitations and the
conclusion of certain audits. The Company remains subject to examination in the following major tax
jurisdictions:

Jurisdiction Years Affected

California From 2004 to present

Ireland - From 2006 to present
- Canada From 2007 to present

As of December 31, 2009, there were no positions for which management believes it is reasonably possible
that the total amounts of tax contingencies will significantly increase or decrease within 12 months of the
repomng date

As of December 31, 2009, the Company is subject to federal examination in the U.S. from 2006 through the
present. In 2007, the IRS closed its audit for taxable years 2001 through 2003 and the statute of limitations lapsed
for 2005 in 2009.

PMI has historically provided for U.S. federal income tax on the undistributed earnings from its foreign
subsidiaries, except to the extent such earnings are reinvested indefinitely. During the quarter ended June 30,
2009, thé Company détermined that earnings from foreign subsidiaries, principally PMI Europe, were no longer
deemed “permanently reinvested”. As such, related income tax amounts have subsequently been recorded as
components in the consolidated statement of operations and accumulated other comprehensive income (loss).

The Company has foreign net operating loss carryforwards of approximately $79.1 million primarily related
to our PMI Europe and Canada operations that will expire in 2012-2027.

"The Company has tax credit carryforwards of approximately $192.8 million, primarily related to the
payment of alternative minimum tax of $113.3 million and foreign taxes of $78 9 million. The foreign tax credlts
w111 explre if not utilized in 2018 and the alternatlve minimum tax credits do not explre

NOTE 13. COMMITMENTS AND CONTINGENCIES

Leases—The Company leases certain office space and office equipment. Minimum rental payments undér
non-cancelable operating leases in the aggregate for the five years subsequent to 2009 and thereafter are as
follows:

Operating Leases

: (Dollars ’in thousands)
Year ending December 31, '

2000 L e e e e AU $1,761
20011 .o e [ SRR 1,337
200 e e e 1,084
) 1 T SO 209.
204 193
Thereafter . .. v e e e —

Total minimum lease payments ........................... $4,584
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Rent expense for all leases was $0.4 million for 2009, $3.8 million for 2008 and $3.5 million for 2007.

Income Taxes—As of December 31 2009, no tax issues from the most recently closed or pending IRS audlt
would, in the opinion of management, give rise to a material assessment -or have a material effect on the
consolidated financial condition, results of operations or cash flows of the Company.

Guarantees—The PMI Group has guaranteed certain payments to the holders of the privately issued debt
securities (“Capital Securities”) issued by PMI Capital I, an unconsolidated subsidiary of the Company.
Payments with respect to any accrued and unpaid distributions payable, the redemption amount of any Capital
Securities that are called and amounts due upon an involuntary or voluntary termination, winding up or
liquidation of the Issuer Trust are subject to the guarantee. In addition, the guarantee is irrevocable, is an
unsecured obligation of the Company and is subordinate and junior in right of payment to all senior debt of the
Company.

Funding Obligations—The Company has invested in certain limited partnerships with ownership interests
greater than 3% but less than 50%. As of December 31, 2009, the Company had committed to fund, if called
upon to do so, $2.7 million of additional equity in certain limited partnership investments. The Company is under
no obligation to fund FGIC, an unconsolidated equity investee.

Legal Proceedings—Various legal actions and regulatory reviews are currently pending that involve the
Company and specific aspects of its conduct of business.. Although there can be no assurance as to the ultimate
disposition of these matters, in the opinion of management, based upon the information available as of the date of
these financial statements, the expected ultimate liability in one or more of these actions is not expected to have a
material effect on the consolidated financial condition, results of operations or cash flows of the Company.

NOTE 14. RESTRICTED INVESTMENTS, CASH AND CASH EQUIVALENTS

Effective June 2008, PMI Guaranty, FGIC and Assured Guaranty Re Ltd (“AG Re”) executed an agreement
pursuant to which all of the direct FGIC business reinsured by PMI Guaranty was recaptured by FGIC and ceded
by FGIC to AG Re. Pursuant to the Agreement with respect to two of the exposures ceded to AG Re, PMI
Guaranty agreed to reimburse AG Re for any losses it pays, subject to an aggregate limit of $22.9 million. PMI
Guaranty has secured its obligation by depositing $22.9 million into a trust account for the benefit of AG Re
and, to the extent AG Re’s obligations are less than $22.9 million, the remaining funds will be returned to the
Company. As of December 31, 2009, the $20.8 million remaining deposit is included in cash and cash
equivalents with a corresponding liability in losses and LAE reserves on the Company’s consolidated balance
sheet. :

Certain of PMI Europe’s CDS and reinsurance transactions contain collateral support provisions which,
upon certain circumstances, require PMI Europe to post collateral for the benefit of the counterparty. As of
December 31, 2009, PMI Europe posted collateral of $14.7 million on credit default swap transactions accounted
for as derivatives and $19.1 million related to insurance and certain U.S. sub-prime related reinsurance
transactions. The collateral of $33.8 million is included in investments and cash and cash equivalents on the
Company’s consolidated balance sheet at December 31, 2009.

NOTE 15. DIVIDENDS AND SHAREHOLDERS’ EQUITY

Common Stock—In February 2007, the Board of Directors authorized the repurchase of additional common
shares in an amount not to exceed $150 million. Pursuant to this program, in June 2007, the Company
repurchased 468,500 common shares for $22.7 million, or $48. 48 per common share. In July 2007, the Board of
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Directors increased the $150 million repurchase authorization to $300 million. From July 1, 2007 through
September 30, 2007, the Company repurchased 5,454,381 common shares for $178.0 million, or $32.64 per
common share: While: approximately $100.0 million remains on the $300 million repurchase authorization, the
Company did not repurchase additional common shares in 2008 and 2009.

In March 2007, the Company repurchased 325,000 common shares for $14.2 million under a $400 million
common share repurchase program authorized by the Board of Directors in July 2006. In May 2007, upon
completion of a $345 million accelerated share repurchase program entered into :in 2006, The PMI Group
received the final delivery of 436,152 common shares bringing the total received under the accelerated share
repurchase program to 7,624,700 shares. The average price pa1d per common share upon completlon of this
program was $45.25 per common share. . : ‘

Dlvulends—The payment of dividends to holders of The PMI Group common stock is subject to the
discretion of the Company’s Board of Directors, which will consider, among other factors, the Company’s
consolidated operating results, the Company’s overall financial condition and capital requirements, as well as
general business conditions. In addition, The PMI Group’s credit agreement with Bank of America, N.A. and
certain lenders places certain limitations on The PMI Group’s ability to pay dividends on its common stock
including a cap of $0.01 per share per year, subject to an aggregate per year limit of $5 million and a prohibition
from declaring any dividend at any time MIC is prohibited from writing new mortgage insurance by any state in
the U.S. The PMI Group, as a holding company, is dependent upon dividends and any other permitted payments
from its subsidiaries to enable it to pay dividends and to service outstanding debt. The PMI Group has not
declared a dividend on its common stock since 2008. The Company does not expect that the Board of Directors
of The PMI Group will declare a quarterly dividend in the foreseeable future. The Company last paid regular
dividends on the common stock of $0.0025 per share in each of the quarters in the period from July 1, 2008
through December 31, 2008; and $0.0125: per share in each of the quarters in the period from January 1, 2008
through June 30, 2008.

MIC did not pay dividends to The PMI Group in 2008 and 2009 and the Company does not expect that
MIC will pay dividends to The PMI Group in 2010. MIC’s ability to pay dividends to The PMI Group is affected
by state insurance laws, credit agreements, rating agencies, and the discretion of insurance regulatory authorities,
and its agreement with Fannie Mae relating to PMAC, as discussed in Note 1, Basis of Presentation. The laws of
Arizona, MIC’s state of domicile for insurance regulatory purposes, provide that MIC may pay dividends out of
any available surplus account, without prior approval of the Director of the Arizona Department of Insurance
(“Arizona Director”), during any 12-month period in an amount not to exceed the lesser of 10% of policyholders’
surplus as of the. preceding year end or the prior calendar year’s net investment income. A dividend that exceeds
the foregoing threshold is deemed an “extraordinary dividend” and requires the prior approval. of the Arizona
Director. In 2006 and 2007, the Arizona Director approved two extraordinary dividend requests totaling $450
million. MIC. paid $265 million of the. $450 million of approved extraordinary dividends to The PMI Group in
2006 and 2007. Any payment of the remaining $185 million of approved d1v1dends by MIC to The PMI Group
requires prior written notice to the Director of the Arizona Department of Insurance, who could withdraw
approval of such dividends.

Other states may also limit or restrict PMI’s‘: ability to ‘puy shareholder dividends. For example, California
and New York prohibit mortgage insurers from declaring dividends except from the surplus of undivided profits
over the aggregate of their paid-in capital, paid-in surplus and contingency reserves.

Preferred Stock—The PMI Group’s certificate of incorporation authorizes the Board of Directors to issue
up to 5,000,000 shares of preferred stock of The PMI Group in classes or series and to set the designations,
preferences, qualifications, limitations or restrictions of any class or series with respect to the rate and nature of
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dividends, the price and terms and conditions on which shares may be redeemed, the amount payable in the event
of voluntary or involuntary liquidation, the terms and conditions for conversion or exchange into any other class
or series of the shares, voting rights, and other terms. The Company may issue, without the approval of the
holders of common shares, preferred stock that has voting, dividend or liquidation rights superior to the common
stock, which may adversely affect the rights of holders of common stock. At December 31, 2009, there were no
outstanding shares of The PMI Group preferred stock. o

Pursuant to the support agreement described in Note 21, Capital Support Agreements, the Company has
agreed that, in the event that Allstate, the Company’s former parent, makes a payment contemplated by the
Allstate Support Agreements or the runoff support agreement, Allstate will have the right to receive preferred
stock of The PMI Group or PMI with a liquidation preference equal to the amount of such payment. Such
preferred stock will rank senior in right of payment to the issuer’s common stock and, so long as such preferred
stock is outstanding, the issuer thereof will be prohibited from paying any dividends or making any other
distributions on its common stock. '

NOTE 16. BENEFIT PLANS

Defined Benefits Plan—Effective January 1, 2003, certain U.S. employees of the Company are eligible to
participate in The PMI Group, Inc. Retirement Plan (the “Plan”), a noncontributory defined benefit plan. In
addition, certain employees whose annual earnings exceed $220,000 under Internal Revenue Code (“IRC”)
Section 401(a)(17) and limits established under IRC Section 415, participate in The PMI Group, Inc.
Supplemental Employee Retirement Plan (“The SERP Plan”), a noncontributory defined benefit plan. Benefits
under both pension plans are based upon the employees’ length of service and average annual compensation.

On May 17, 2007, The PMI Group’s Board of Directors approved an amendment to the Retirement Plan.
The amendment changed the Plan’s benefit formula from a “final pay” pension formula to a cash balance
formula. The amendment took effect immediately for employees hired or rehired on or after September 1, 2007.
For employees hired before and continuously employed on September 1, 2007, the amendment will take effect on
January 1, 2011. Under the new cash balance plan formula, the Company will contribute 8% of qualified
employees’ compensation to cash balance accounts and credit interest at a rate equal to the 30-year Treasury
Bond rate. : ‘ :

In the third quarter of 2008, the Company initiated a Voluntary Early Retirement Program (VERP). The
Program was made available to employees (other than CEO) who were at least 52 years of age and had seven or
more years of service. PMI did not incur any expenses in 2009 as a result of this Program. PMI incurred expenses
of $33.1 million in 2008 as a result of this Program, primarily in the fourth quarter of 2008. In 2008, the
Company contributed $41.0 million to the Plan, which exceeded the maximum deductible limit of $17.0 million.
In the third quarter of 2009, the Company received approval from the IRS to have the nondeductible portion of
approximately $24.0 million refunded to the Company to avoid excise tax penalties. This amount was returned to
the Company in the third quarter of 2009. This refund was consistent with the terms of the Plan which call for the
return of excess contributions which exceed the tax deductible limits. The Company contributed an additional
$9.1 million to the Plan in the third quarter of 2009, which brought the Plan to 100% of the target funding level
as of December 31, 2008. The Company generally makes contributions that are sufficient to fully fund its
actuarially determined costs. '
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_ The reconciliation of the beginning and ending balances of the projected benefit obligation and fair value of
plan assets for the years ended and the accumulated benefit obligation at year end is as follows:

Pension Benefits (including SERP) Other Post-Employment Benefits
2009 . 2008 . 2007 2009 2008 2007
) (Dollars in thousands, except percentages)

Funded Status
Projected Benefit Obligation . ‘ _ .
Benefit obligation at January 1 ....... $69359 $85964 $85921 $15379 $ 11,046 $ 10,248
Service cost ...... ... i . 5,429 7,611 . 8,278 406 451 .. 507
Interest Cost ... ...vvvenenncennnn : 4,163 5,454 5,226 1,010 738 - 648
Actuarial (gain) loss ............... (3,658) 1,718 1,696 1,674 1,572 27
Benefitspaid ........... ... ..., 4,437y . (1,148)  (3,302) - (921) . (412) (384)
Effect.of plan amendments .......... — C— (11,855) — — —
Effect of curtailments. .............. — (1,312) — — 507. S —
Effect of settlements ............... (6,400) (45,836) e — —_ —_
Special termination benefits ......... ’ — 16,908 — — 1,477 —
Benefit obligation at December 31 .... $ 64,456 $ 69,359 $ 85,964 $ 17,548 $ 15,379 § 11,046
Fair Value of Plan Assets . L
Fair value of plan assets at January 1 .. $ 33,088 $91,098 $775% § — $  — $ —
Actual return on plan assets .......... 6,401 - (28,942) 6,576 — — vy
- Company contribution® .. .......... 15,688 17,916 10,228 921 412 384
Benefits paid .............. e - (4,437)  (1,148)  (3,302) (921) (412), (384)
Settlements ...............coi.. (6,400) (45,836) C— — —_ - —
- Fair value of plan assets at o ' '
December31 ..........ccouennn.. $44340 $33088 $91098 $ — $§ — § —
Funded status ’
Funded status of plan at :
December31 ................... $(20,115) $(36,271) $ 5,134 $(17,548) $(15,379) $(11,046)
Accumulated benefit obligation . ..... $ 62,940 $ 65,125 $ 77,571 N/A N/A " N/A

Amounts recognized in accumulated other

comprehensive income consist of: ' : ; ( -
Net actuarialloss .................. $17,085 $28,168 $ 7,354 $ 7408 $ 6223 $ 5,072

Prior service credit ................ 6,014)  (7,130) (11,058) . (5,267) (5,921)  (8,429)
Amount recognized in accumulated - . “
other comprehensive income . . . . . .- $11,071 $.21,038 $ (3,704) $ 2,141 $ 302 $ (3,357)

Effect of one-percentage-point change in
assumed health care cost trend rate on

postretirement obligation o
Increase ..........coovviuiiinn.. N/A N/A N/A 826 239 215
Decrease ....... e N/A . N/A N/A (612) (132) (123)

(1) The 2008 contribution is reflected net of the $24 million refund that was nondeductible for tax purposes.
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Included in the underfunded status of the pension benefits is the underfunded status of The SERP Plan of
$6.6 million and the underfunded status of the Plan of $13.5 million resulting in a net underfunded status of
$20.1 million.

Pension Benefits (including SERP) Other Post-Employment Benefits
2009 2008 2007 2009 2008 2007
(Dollars in thousands, except percentages)

Components of net periodic benefit

cost S :
Service cost .. ....... e $ 5429 $ 7611 $8278 $ 406 $ 450 '$ 507
Interest Cost . .. ovvvnne e 4,163 5,454 5,226 1,010 738 - 648
Expected retutn on assets ....... e (2,171) ©(7,591) - (6,968) e — —
Prior service cost amortization ........ (1,116) (1,510) 964) (654) (838) (838)
Actuarial loss recognized ............ 2,231 470 463 489 422 - 437
Curtailment gain .. ................. — (2,441) — — -(1,163)  —
Additional cost related to settlement . .. 964 15,677 — — — —
Net periodic benefitcost . ............ $ 9,500 $ 17,670 $ 6,035 $1,251 $ 39 l>) $ 754
Cost of ‘special termination benefits .... $ — 9 16908 $§ — $ — § 1,477 $ —

Assumptions to determine net
- periodic benefit cost

Discountrate .. .................. V. 6.08%-6.17% 6.17%-6.34%  6.06%* 6.12% 6.12%-6.30% 5.89%
Expected return on plan assets ........ - 7.00% 8.00% 8.00% N/A N/A° NA
Rate of compensation increase . . ... .. . 3.00% 5.00% 5.00% N/A - N/A "NA
Health care cost trend on covered ,
charges ..........c..ciiiiiia... N/A N/A N/A 8.50% 9.00% 9.00%
Expected benefit payments : :
2010 ... $ 5,065 $ 932
2011 . $ 8,508 $ 942
2012 .. .3 6,287 ~ $ 931
2013 ...l e $ 6,399 $ 925
2014 .. $ 9,678 $ 953
2015-2019 ..o $ 40,200 $5,357
Effect of one-percentage-point change in
assumed health care cost trend rate on
aggregate service and interest cost
Increase ................c...... N/A N/A N/A 71 23 18
- Decrease ..................... N/A _ N/A N/A . (51 o (10) ®
The estimated amounts that will be ' :
amortized from accumulated other
comprehensive income into net
periodic benefit in 2009 are as
follows:
Actuarial loss ................. $ 1,188 $ 484
Prior service credit ............. (1,116) - (654)
Total ...ovvrtiii $ 72 $ (170)

* Prior to the plan amendment in May 2007, the discount rate used to determine the net periodic cost was 5.95%.
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In 2009, the Company contributed $15.7 million to its pension plans. The Company intends to contribute
$5.5 million to the Plan in 2010. The benefit costs decreased in 2009 compared to 2008 primarily due to pension
settlement costs associated with the VERP initiated in the third quarter of 2008 (discussed above).

The Company’s accumulated benefit obligation for the Plan and SERP Plan at December 31, 2009 was $56.4
million and $6.6 million, respectively, the combination of which equals the $63.0 million accumulated benefit
obligation. As of December 31, 2009, the combined fair value of plan assets is approximately $18.7 million lower
than the Company’s combined accumulated benefit. The health care cost trend on covered charges for other
postretirement benefits was 8.5% in 2009, which will be reduced to 5% in 2016.

PMI’s overall investment strategy is to match its plan asset duration with that of the plan liabilities, through
appropriate allocations to equity, fixed income, and cash investments, that provides long-term growth and near-
term benefit payments. The target allocation for plan assets are 40 to 60 percent U.S. stocks, O to 30 percent
International stocks, 20 to 50 percent U.S fixed income securities, and 0 to 10 percent U.S cash and cash
equivalents. ' '

The fair values of the assets in the Company’s pension plan at December 31, 2009, by asset category are as
follows:

Fair Value Measurements at

December 31, 2009
(Dollars in thousands)
Quoted Prices
in Active Significant Significant
Markets for Observable  Unobservable
 Identical Assets Inputs * Inputs
Total (Level 1) (Level 2) (Level 3)
ULS. SEOCKS e v v e e ettt $17,556  $17,556 $ — $—
International StOCKS . . ..o ot e i e 1,749 1,749 —_ —
US.fixedincomefunds ............ ..o .. 23,502 — 23,502 —_
U.S. cash and cash equivalents . .................. ... 1,533 1,533 —_ —

$44340  $20,.838  $23.502 $—

- The strategic asset allocation ranges represent a long-term perspective. Rapid unanticipated market shifts or
changes in economic conditions may cause the asset mix to fall outside the policy range. Likewise, temporary
higher than expected plan benefit payout obligations may require a higher than target level of liquidity on a short
term basis. These divergences should be of a relatively short-term nature, unless the circumstances warrant a
longer term divergence from the established permissible ranges. The Company evaluates and rebalances asset
allocations as appropriate and reviews the Plan to make sure that the Plan remains properly funded to protect the
benefit security of the participants. The Company makes contributions that are sufficient to fully fund its
actuarially determined costs, generally exceeding the minimum amounts required by the Employee Retirement
Income Security Act. '

The primary objective of the Plan is to provide and secure retirement income for the Plan participants and
their beneficiaries. As such, the key investment objective is to promote the attainment over a long-term horizon
of consistent, competitive total returns that ultimately minimizes reliance on contributions from the plan sponsor.
At the same time, a strong empbhasis is placed on maintaining adequate levels of liquidity, safety and preservation
of the Plan assets. Appropriate emphasis is given to credit quality, price volatility, and diversification for each
investment category as well as for the portfolio as a whole. Plan assets are invested in a manner consistent with
ERISA fiduciary standards and in accordance with all other relevant legislation and governing documents.
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Defined Contribution Plan—Certain regular U.S. employees of the Company are eligible to participate in
The PMI Group, Inc. Savings and Profit-Sharing Plan (“Savings Plan”). Eligible employees who participate in
the Savings Plan may receive, within certain limits, matching Company contributions. The Company
contributions recognized as expense were $1.6 million for 2009, $0.9 million for 2008 and $2.1 million for 2007.

Contract underwriters and temporary employees are eligible to pa11101pate in-the PMI Alternate Savings
Plan, under which there are no matching Company contributions.

Deferred Compensatton Plan—In addition to the Savings Plan, the Company has an officers’ deferred
compensation plan available to certain employees. The obligation related to the deferred compensation plan was
$4.8 million and $7.4 million as of December 31, 2009 and 2008, respectively, and is included in other liabilities
and accrued expenses. :

Welfare Benefits Plan—The Company provides certain health care and life insurance benefits for retired
employees who were originally hired on or before December 31, 2004. Generally, qualified employees hired on
or before December 31, 2004 may become eligible for these benefits if they retire on or after age 55 with ten or
more years of service. The Company contributes a fixed dollar subsidy towards the cost of coverage under one of
PMI’s existing benefits options. Retirees are expected to pay all amounts in excess of the Company’s fixed dollar
subsidy and must elect coverage upon termination and remain in the plan continuously thereafter to remain
eligible. This benefit remains subject to modification or termination by the Company at anytime.

- NOTE 17. SHARE- BASED COMPENSATION

Equity Incentive Plan—The PMI Group Inc. Amended and Restated Equity Incentive Plan (the “Equity
Incentive Plan™) provides for awards of both non-qualified stock options and incentive stock options, restricted
shares, restricted stock units and stock appreciation rights subject to forfeiture and restrictions on transfer, and
performance awards entitling the recipient to receive cash or common shares in the future following the
attainment of performance goals determined by the Board of Directors. Stock options are granted with an
exercise price equal to the market value on the date of grant, and generally expire ten years from the grant date
and have a three-year vesting period. The Equity Incentive Plan provides for the granting of restricted shares to
officers and key employees. Restricted shares issued under the Equity Incentive Plan to date have had vesting
periods ranging from two to four years from the grant date. Holders of restricted stock were entitled to dividends
and voting rights, while holders of performance shares accrued dividend equivalents to the same extent that
dividends, if any, were paid on the Company’s common stock. Under the Equity Incentive Plan, non- -employee
directors receive quarterly, non-discretionary grants of stock units. Pursuant to a November 2008 plan
amendment, the units have had an initial value of $4,000, subject to a limit of 2,500 units per quarter. The
number of units granted depends on the fair market value of the Company’s common shares on the grant date.
Each stock unit has an initial value equal to the fair market value of one common share on the grant date.
Non-employee director grants of stock units vest on the earlier of the fifth anniversary of the applicable grant
date or termination of Board service. Dividend equivalents accrue on directors’ stock units to the same extent that
dividends, if any, are paid on the Company’s common stock. The total number of non-employee director stock
units outstanding is 405,483 and 436,364 on December 31, 2009 and 2008, respectively.

Non-Employee Director Phantom Stock. Plan—Non employee; directors also receive quarterly shares of
phantom stock under The PMI Group Inc. Non-Employee Director Phantom Stoek Plan, which became effective
January 15, 2009. The phantom share grants are initially valued at $8,500, with the number of phantom shares
being determined based on the fair market value of the Company’s common shares at the grant date. In addition
to these grants, if under the Equity Incentive Plan’s 2,500-unit cap on|the amount of stock units they can receive
on a quarterly basis, the directors receive stock units with a grant date fair value of less than $4,000, the directors
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will receive phantom stock in an amount that represents the difference between $4,000 and the 2,500-unit.cap, if
any. The phantom stock vests on the earlier of the fifth anniversary of the applicable grant date or termination of
Board service, and upon vesting, is settled in cash. Dividend equivalents accrue on directors’ phantom shares to
the same extent that dividends, if any, are paid on the Company’s common stock. Total expense accrued under
the Non-Employee Director Phantom Stock Plan was $0.6 million and $0.0 million for the year ended
December 31, 2009 and 2008, respectively. The total number of phantom steck shares outstanding under the plan
is 218,475:and.0 on December 31, 2009 and 2008, respectively. :

Employee Stock Purchase Plan—The PMI Group, Inc.- Employee Stock Purchase, Plan (“ESPP”) a]lows
eligible employees to purchase shares of the Company’s stock at a 15% discount to fair market value.as
determined by the plan. The ESPP offers participants the 15% discount to current fair market value or fair market
value with a look-back provision of the lesser of the duration an employee has participated in the ESPP or two
years. Based on.the features of the ESPP, it is considered compensatory according to the provisions of Topic718.
Under the ESPP, the Company issued 381,333 treasury shares in 2009, 470,671 treasury shares in 2008, and
98,038 treasury shares in 2007. Topic 718 requires expense recognmon of the amount of the discount to current
fair value of ESPP shares purchased by employees.

Impact of Topic 718—The Company has recognized .compensation expense for stock options granted based
on the estimated grant date fair value method using the Black-Scholes option pricing model to determine the, fair
value. For stock options, compensation expense is recognized using the accelerated amortization method. The
determination of the fair value of share-based payment awards on the date of grant using an option-pricing model
is affected by the. Company’s.share price as well as assumptions regarding a number of complex and subjective
variables. These variables include the Company’s expected share price volatility over the expected term of the
awards, actual and prOJected employee stock option exercise behaviors, risk-free interest rates, and expected
dividends.

.As Topic 718 requires that share-based compensation expense be based on awards that are ultimately
expected to vest, share-based compensation has been reduced for estimated forfeitures. The Company is required
to estimate forfeitures at the time of grant and revise those estimates in subsequent periods if actual forfeitures
differ from those estimates. The Company uses historical data to estimate pre-vesting forfeitures and record
share-based compensation expense only for those awards that are expected to vest.

Topic 718 requires cash flows resulting from gross excess.tax benefits to be classified as a part of cash
flows from financing activities. Excess tax benefits are realized tax benefits from tax deductions for exercised
options in excess of the deferred tax asset attributable to share compensation. costs for such options. Cash
received from ESPP for the years ended December 31, 2009, 2008 and 2007, was $0.6 million, $1.6 million and
$3.3 million, respectively. Cash received from option exercises in 2007 was $23.9 million. There were no option
exercises in 2009 or 2008. The actual tax benefit realized for the tax deductions from option exercise of the
share-based payment arrangements totaled $0.0 million, $0.0 million and $7.0 million, respectively.

The Company recognized employee share-based compensation expense of $4.1 million (pre-tax), $10.1
million (pre-tax) and $18.2 million (pre-tax) for the years ended December 31, 2009, 2008 and 2007,
respectively. As of December 31, 2009, there was approximately $1.1 million of unrecognized compensation
cost, adjusted for estimated forfeitures, related to non-vested share-based payments granted to employees. This
unrecognized expense is expected to be recognized over a weighted average period of 1.1 years. Total
unrecognized compensation cost will be adjusted for future changes in estimated forfeitures.
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The Company recognized share-based compensation expense for non-employee directors of $0.7 million
(pre-tax), $1.2 million (pre-tax) and $1.3 million (pre-tax) for the years ended December. 31,2009, 2008 and
2007, respectively. A :

' Valuation Assumptions—The fair value of share options granted to employees is estimated on the date of
the grant using the Black-Scholes option pricing model. This option pricing model was developed to estimate the
fair value of freely tradable and fully transferable options without vesting restrictions, which differ from the
Company’s stock option program. The model also requires considerable judgment, including assumptions
regarding future share price volatility and expected time to exercise, which greatly affect the calculated value of
stock option grants. : .

The Company aggregates - similar groups of employees with respect to exercise and post-vesting
employment-termination behaviors for its option pricing model assurnption estimation process. The Company
estimates the expected term of options granted by analyzing historical exercise and post-vesting -behavior of
employees for similar stock option grants. Expected volatility is estimated using the historical volatility of the
common stock over the expected term of the options. If new or different information that would be useful in
estimating expected volatility becomes available, the Company may incorporate that information into future
estimates. The Company considers expected changes of future dividend policy for selection of expected
dividends. The risk-free interest rate that the Company uses in the option pricing model is based on the U.S:
Treasury zero-coupon yield curve with remaining terms similar to the expected terms on the options.

The fair ilalue of each stock option grant is estimated on the date of the grant using the Black-Scholes option
pricing model with the following weighted-average assumptions:

Year Ended December 31,

2009 2008 2007
Expected volatility .i..0.. .. .. i D R 88.3% 76.5% 22.9%
Expected dividends . . ....... ..o i R 0.00% 0.95% 0.48%

Expected term (in years) . .. ... .. e e e Ll e < 4.9 38 42
2T O 1 o - L PP v 1.50% 2.12% 4.59%

Since the Company’s employee restricted stock units do not participate in dividends during their vesting
period, their fair value is determined using the closing price of the Company’s stock on the date of grant less the
present value of anticipated dividends (which is zero for the 2009 grant) over the vesting period. The discount
rate used is the risk-free rate as of the date of grant of 1.5%. ' :
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Share-Based Compensation Activity

A summary of the employee stock option activity under the Equity Incentive Plan as of December 31, 2009,
2008 and 2007 and changes during the three years then ended is presented below:

2009 2008 2007
Weighted Weighted Weighted
Shares Average Shares Average , . Shares Average
Under Exercise Under Exercise Under Exercise
o Option Price Option Price - Option Price
Outstanding at beginning of year . .. ..... 7,122,096 $36.32 6,972,488 $38.89 6,326,883 $35.26
Granted ...00eveeeenninnnnn.ns S 880,000 $ 0.61 553,800 $ 5.25 1,587,047 -$46.93
Exercised ..........ooiiiiiiiiiina. — — — e (894,710) $26.97
Forfeited/expired .................... (2,345,551) $37.53 _ (404,192) $38.02 (46,732) $43.63
Outstanding at- end of year P TN 5,656,545 -$30.38 - 7,122,096 - $36.32 6,972,488 $38.89
Vested and Exercisable at yearend ... ... 4,386,600 $36.78 5,846,683 $36.82 4,589,129 $35.44
Weighted-average fair value of options ' ‘ ‘ C
granted . ... $ 042 $ 2.81 $11.89
Reserved for future grants ............. 2,210,098 — 1,299,522 .. .—+ 2,923,422 s

" The total intrinsic value of options exercised dunng 2009, 2008 and 2007, was $0.0 million, $0.0 m11110n
and $19.8 million, respectively. The weighted-average temaining contractual life of options outstandmg as of
December 31, 2009 and vested and exercisable as of December 31, 2009 was 4.9 and 3.7 years, respectively. The
aggregate intrinsic value for the options outstanding as of December 31, 2009 or for the optlons vested and
exer01sab1e as of December 31 2009 was $1. 7 m11110n and $0.0 million, respectlvely

A summary of the restricted stock unit activity under the Equlty Incentive Plan as of December 31 2009 and
changes during the year then ended is presented below '

Weighted

Average
Fair
Shares Value
Outstanding at beginning of year . ........ ... ... . . i e 1,100,700  $5.13
Granted . . ... .. e 635,000 $0.61
Vested . oo e e 514,196  $5.13
Forfeited/expired . ..........iiniiniin ittt i e e 149,070 $4.46
Outstanding atend of year . ...... ... . i 1,072,434  $2.51

The weighted-average remaining contractual life of employee restricted stock units unvested as of
December 31, 2009 was 1.0 years. The aggregate intrinsic value for the employee restricted stock units unvested
as of December 31, 2009 was $2.7 million.
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A summary of the phantom share activity under the Non-Employee Director Phantom Stock Plan as of
December 31, 2009 and changes during the year then ended is presented below:

Weighted

Average
Restricted Fair
Stock Units Value

Outstanding at beginning of year .. ........ it — —
Granted . ....u.oovreeenennnnn.. [ P 227,867  $2.52

VeSted ..ot IO SRR 9392 $1.01
Outstanding atend of year .................... e e e 218475  $2.52

As phantom shares are cash settled, the shares are valued at the closing price of the Company’s stock. The
weighted average fair value of outstanding and granted shares is the closing price of the Company’s stock as of
December 31, 2009. The weighted average fair value of vested shares is based on the closing price of the
Company’s stock when a participant vested the shares and was paid.

NOTE 18. BUSINESS SEGMENTS

Reporting segments are based upon the Company’s internal organizational structure, the manner in which
the Company’s operations are managed, the criteria used by the Company’s management to evaluate segment
performance, the availability of separate financial information and overall materiality considerations.

Effective December 31, 2009, the Company combined its former “COrporate and Other” and “Financial
Guaranty” segments into a “Corporate and Other” segment for all periods presented. The Company’s Corporate
and Other segment, among other things, includes its investment in FGIC and its former investment in RAM Re.
The Company impaired its investment in FGIC in 2008 and reduced the carrying value of the investment to zero.
The Company is under no obligation to provide additional capital to FGIC.
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The following tables present segment income or loss and balance sheets as of and for the periods indicated:

Year Ended December 31, 2009

U.S.
Mortgage
Insurance International Corporate Consolidated
Operations Operations  and Other ~ Total
(Dollars in thousands)
Revenues ’
Premiums earned ........... ... $ 705940 $10880 $ 21 $’ 716,841
Net investmentincome . ..................cooiui... 110,730 5,074 3,362 119,166
Net realized investment gains (losses) ................. 40,227 2,737 , (19 37,471
Change in fair value of certain debt instruments ......... —_ —_ 16,522 16,522
Net gain from credit default swaps ................... — 31,581 — 31,581
Other (10SS) INCOME & v v v oo et e e el (38) (13) 2,379 ©2,328
Totalrevenues ............................... 856,859 44,785 22,265 - 923,909
Losses and expenses ' ' o , 4
Losses and loss adjustment expenses . ................. 1,740,691 16,064 — 1,756,755
Amortization of deferred policy acquisition costs ........ 15,238 2,543 — . 17,781
Other underwriting and operating expenses . . ........... 128,097 11,081 16,033 155,211
INtErest EXPense ... ....ovvrruinnee it 55 — 42,958 43,013
Total losses and expenses . ..................... 1,884,081 29,688 58,991 1,972,760
(Loss) income before equity in losses from unconsolidated ‘ :
subsidiaries and income taxes ..................... (1,027,222) 15,097 (36,726) (1,048,851)
Equity in losses from unconsolidated subsidiaries . ...... (11,452) —_ (567) (12,019)
(Loss) income from continuing operations before income . , .
taxes .......... e e . (1,038,674) 15,097 (37,293) (1,060,870)
Income tax benefit from continuing operations .......... (382,726) (2,645) (21,508) (406,879)
(qus) vi'incpme from continuing operations ...... e (655,948) 17 ,142  (15,785) (653,991)
Loss from discontinued operations, net of taxes ... . .. —_ (5,335) — (5,335)
Net(oss)income . ............................ $ (655,948) $12407 $(15,785) $ (659,326)
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Year Ended December 31, 2008

U.S. Mortgage
Insurance International Corporate and
Operations Operations Other Consolidated Total
(Dollars in thousands)
Revenues - . R R
Premiumsearned .. .......0.coioea... e $ 772,173 $ 13942 $ 44 $ 786,159
Net investment income ..........ccevevnnne.. 115,219 13,237 10,245 138,701
Net realized investment losses ................ (47,600) (63) (1,003) (48,666)
Impairment of unconsolidated subsidiaries . . . . ... — — (90,868) (90,868)
Change in fair value of certain debt instruments . . — — 123,595 123,595
Net loss from credit default swaps . ....... L — (11,275) — (11,275)
Other (loss) income . ... ... dr e ' (351) ‘ 5 10,487 10,141
Total revenues . ............coeeeeuenn. 839,441 15,846 52,500 907,787
Losses and expenses P ' :
Losses and loss adjustment expenses ........... 1,835,720 63,544 —_ 1,899,264
Amortization of deferred policy acquisition . ‘
COSES « v et e e e e et e 15,586 2,699 suA 18,285
Other underwriting and operating expenses ...... 123,368 39,903 55,312 218,583
THEETESE €XPENSE « « v o v e v el eeeeeneenanenns 139 = 40,868 41,007
~ Total losses and expenses ............... 1,974,813 106,146 96,180 2,177,139
Loss before equity in earnings (losses) from
unconsolidated subsidiaries and income taxes ..  (1,135,372) (90,300) (43,680) (1,269,352)
Equity in earnings (losses) from unconsolidated ‘ _
subsidiaries ......... ... e 6,456 — (58,258) (51,802)
Loss from continuing operations before income ' ‘
taxes . ......... e (1,128,916) (90,300) (101,938) (1,321,154)
Income tax benefit from continuing operations . . . (419,371) (3,264) (11,331) (433,966)
Loss from continuing operations ...... S (709,545) "(87,036) (90,607) (887,188)
Loss from discontinued operations, net of ' *
taxes .....i.. ... e e —_ (17,200) (24,120) (41,320)
NetloSS . .ovviii it $ (709,545) $(104,236) $(114,727) $ (928,508)
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Year Ended December 31, 2007

U.S. Mortgage

Insurance International Corporate and
Operations Operations Other Consolidated Total
‘ (Dollars in thousands)
Revenues ,
Premiumsearned ........................... $ 800,937 §$ 14,446 $ 57 $ 815,440
Netinvestmentincome ...................... 110,355 10,848 11,349 132,552
Net realized investment gains (losses) .......... 4,587 (164) 9,437 13,860
Impairment of unconsolidated subsidiary . . ...... — — (38,499) (38,499)
Net loss from credit default swaps ............. - (14,447) — (14,447)
Otherincome (loss) .................coo. ... 85 (114) 14,308 14,279
Total revenues (expenses) ............... 915,964 10,569 (3,348) 923,185
Losses and expenses '
Losses and loss adjustment expenses ........... 1,096,093 26,805 —_ 1,122,898
Amortization of deferred policy acquisition
COSES .« vttt e 84,214 3,469 — 87,683
Other underwriting and operating expenses . .. ... 95,557 18,104 79,256 192,917
Interestexpense ............................ 108 — 33,283 33,391
Total losses and expenses ............... 1,275,972 48,378 112,539 1,436,889
Loss before equity in earnings (losses) from
unconsolidated subsidiaries and income taxes . . (360,008) (37,809) (115,887) (513,704)
Equity in earnings (losses) from unconsolidated
subsidiaries ............................. 17,119 — (758,619) (741,500)
Loss from continuing operations before income
(AXES . e (342,889) (37,809) (874,506) (1,255,204)
Income tax benefit from continuing operations . . . (152,073) (2,529) (91,920) (246,522)
Loss from continuing operations . ......... ... (190,816) (35,280) (782,586) (1,008,682)
Income from discontinued operations, net of
taxes .............. ., — 90,270 3,086 93,356
Net (loss)income ...................... $ (190,816) $ 54,990 $(779,500) $ (915,326)
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December 31, 2009
U.S. Mortgage International Corporate and Consolidated
Insurance Operations  Operations Other Total
(Dollars in thousands)
Assets
Cash and investments, at fair value ........ $2,979,683 $190,975 $ 88,766 $3,259,424
Investments in unconsolidated
subsidiaries ......... ... 0 i 124,826 — 14,949 139,775
Reinsurance recoverables ............... 703,550 — — 703,550
Deferred policy acquisition costs ......... 41,289 — — 41,289
Property, equipment and software, net of
accumulated depreciation and
amortization .. ......... vt 35,606 27 66,260 101,893
Otherassets . .......vovivreninenenenn. 320,483 11,755 60,310 392,548
Totalassets ...................... $4,205,437 $202,757 $ 230,285  $4,638,479
Liabilities
Reserve for losses and loss adjustment
EXPENSES . vt $3,213,735 $ 36365 $ —  $3,250,100
Unearned premiums ................... 61,758 10,328 3 72,089
Debt ..o — — 389,991 389,991
Other liabilities (assets) .. ............... 169,032 38,483 (8,303) 199,212
Total liabilities ................... 3,444,525 85,176 381,691 3,911,392
Shareholders’ equity (deficit) . .......... 760,912 117,581 (151,406) 727,087
Total liabilities and shareholders’
equity ......... ... ...l $4,205,437 $202,757 $ 230,285 $4,638,479
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December 31, 2008

U.S. Mortgage International Corporate and Consolidated
Insurance Operations  Operations Other Total
. (Dollars in thousands)
Assets . N ' ,
“Cash and investments, at fair value . . ... ... $3,184,751 - $264,322 $255,835  $3,704,908
Investments in unconsolidated ,
subsidiaries ...... e 135,082 — 15,295 150,377
Reinsurance recoverables . ... .. e . 482,678 — — 482,678
Deferred policy acquisition costs . ... ..... 32,317 2474 — . 34,791

Property, equipment and software, net of
accumulated depreciation and

amortization . ............... e ... 48,365 . 948 76,033 125,346
Otherassets ........... Ceeeeiie 268,031 14,424 43,844 326,299
“Total asyset’sl e e $4,151,224 $282,168 $391,007  $4,824,399
Liabilities ‘
Reserve for losses and loss adjustment
EXPENSES .« v vie e ee e $2,624,504 $ 84,782 $ — $2,709,286
Unearned premiums ................... . 86,187 25,449 20 . 111,656
Debt ..... e e — C— 481,764 481,764
Other liabilities (assets) ................. 190,348 - 78,436 (25,316) 243,468
‘Total liabilities ................... - 2,901,039 188,667 - 456,468 3,546,174
Shareholders” equity (deficit) . .......... 1,250,185 93,501 (65,461) 1,278,225
Total liabilities and shareholders’ - ’ e
equity ...l $4,151,224 ’ $282,168 ~ $391,007 » $4,824,399

NOTE 19. DISCONTINUED OPERATIONS

Dunng the third quarter of 2008, PMI Australia, PMI Asia and PMI Guaranty were reported as discontinued
operations. Where applicable, the notes to the consolidated financial statements have been restated to reflect
these discontinued operations for all periods presented. A summary of the _composition of operating results
included in discontinued operations is as follows:

v Year Ended December 31,
2009 2008 2007
. (Dollars in thousands)

PMI Australia - .............. R $ — $51,114 $80,005
PV AT A o — 10,435 - 10,265
PMIGuaranty ............c.coooniiniunnnnn..n, —_ (24,120) - 3,086
Income from discontinued operations ................................. $ —  $37429 $93,356
Loss from sale of discontinued operations, net of taxes ............. Ve - +(5,335) (78,749 —
Total (loss) income from discontinued operations ....................... $(5,335) $(41,320) $93,356

In 2009, the Company recorded certain reconciliation adjustments related to the sale of PMI Australia and
PMI Asia. The adJustments ‘were to reconcile certain estimates that were made during the closing of the
transaction.
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Summarized below are the overall operating components for each entity, as well as certain asset and liability
information.

Sale of PMI Australia—On October 22, 2008, the Company completed the sale of PMI Australia and received
approximately $746 million in cash (including certain adjustments for pre-completion interest and changes in the
value of PMI Australia’s investment portfolio) and a note receivable (“QBE Note”) in the principal amount of
approximately $187 million. The actual amount owed under the QBE Note is subject to reductions to the extent
(i) performance of PMI Australia’s existing insurance portfolio as of September 30, 2008 does not achieve specified
targets and (ii) PMI is required to satisfy certain warranty claims. The Company currently does not record any
statutory or GAAP value with respect to the QBE Note due to the contingencies discussed above.

The following table represents PMI Australia’s results of operations for the years ended December 31, 2009,
2008 and 2007, respectively, which were recorded as discontinued operations:

2009 2008 2007
(Dollars in thousands)

Premiums earned . .. ..ot $ — $151,018 $167,106
Net Investment iNCOME . .. ..o vvvn vt en e ineia e — 68,178 72,501
Other (10SS) INCOIME . . . .\ v ittt et e et ie et — (28,391) 1,139
Total revenues . .............. ..ottt —_ 190,805 240,746
Losses and loss adjustment eXpenses .................c.oovun.... — 73,296 77,500
Other underwriting and operating eXpenses ..................... — 44,105 48,632
Income before income taxes from discontinued operations ......... — 73,404 114,614
INCOME tAX EXPEISE . .« v vt vee et e et ittt — 22,290 34,609
Income from discontinued operations . . . ..................... — 51,114 80,005
Loss from sale of discontinued operations ...................... — (25,388) —

Tax expense on sale of discontinued operations . . ................ 6,594 39,179 —

Total (loss) income from discontinued operations . ............. $(6,594) $(13,453) $ 80,005

In the third quarter of 2009, the Company recorded tax expense of $6.6 million due to refinement of the tax
estimate associated with the sale of PMI Australia.

Sale of PMI Asia—On December 17, 2008, the Company completed the sale of PMI Asia and received
approximately $51.6 million in cash equal to 92.5% of PMI Asia’s book value as of June 30, 2008. The following
table represents PMI Asia’s results of operations, which were recorded as discontinued operations:

Year Ended December 31,
2009 2008 2007
(Dollars in thousands)

TOtAl TEVENUES . o v v v vt e e ettt et e ettt ettt $ — $15147 $13,669
Losses, loss adjustment expenses and other underwriting and operating

EXPEIISES « « v v vttt e e e — 3,339 1,946
Income before income taxes from discontinued operations .......... — 11,808 11,723
InCome tax EXPense .. ..........iiiiniiiii i — 1,373 1,458
Income from discontinued operations ......................... — 10,435 10,265
Loss from sale of discontinued operations ....................... (23) (10,000) —
Tax (benefit) expense on sale of discontinued operations . . .......... (1,282) 4,182 —
Total income (loss) from discontinued operations ............... $ 1,259 $ (3,747) $10,265
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In the third quarter of 2009, the Company recorded a tax benefit of $1.3 million due to a refinement of the
tax estimate associated with the sale of PMI Asia.

Discontinued Operations of PMI Guaranty—PMI Guaranty has completed its runoff activities, and is
reported as discontinued operations in the Corporate and Other segment and in the consolidated statement of
operations for the year ended December 31, 2008. As of December 31, 2008, upon receiving regulatory approval,
PMI Guaranty’s remaining assets and liabilities were merged into U S. Mortgage Insurance Operauons

The results of operations of PMI Guaranty are as follows for the periods indicated:

Year Ended
December 31,
2008 2007
) (Dollars in thousands)
TOtal TEVENUES .« o oo oovvee e ee e P $ 2,380 $10,488
Losses and LAE ... .. [P 29.856 2,649
Other underwriting and operating eXpenses . ...............c.coeeeuueion... 11,440 6,388
(Loss) income before income taxes from discontinued operatiohs ............. (38,916) 1,451
Income tax benefit . ....... ..o e (14,796)  (1,635)

Total (loss) income from discontinued operations ........... RS $(24,120) $ 3,086

NOTE 20. STATUTORY ACCOUNTING

The Company’s domestic insurance subsidiaries prepare statutory-basis financial statements in accordance
with the accounting practices prescribed or permitted by their respective state’s department of insurance, which is
a comprehensive basis of accounting other than GAAP.

The following table presents PMI’s statutory net loss, statutory surplus and contingency reserve liability as
of and for the years ended as follows:

2009 2008 2007
{Dollars in thousands)
Statutory net 1oSs . . . ..ot $(852,707) $ (748,164) $ (295,751)
Statutory surplus . .. ..o $ 772,221 $ 568,019 $ 581,985
Contingency reserve liability .......... ... ... ... .o .. $ 37,182 $1,035,151 $2,341,956

Under the insurance laws of the State of Arizona and several other states, mortgage insurers are required to
establish a special contingency reserve included in total liabilities, with annual additions equal to 50% of
premiums earned for that year. During 2009, MIC contributed $356 million to the reserve. This reserve is
required to be maintained for a period of 120 months to protect against the effects of adverse economic cycles.
After 120 months, the reserve is released to unassigned funds. In the event an insurer’s loss ratio in any calendar
year exceeds 35%, however, the insurer may withdraw from its contingency reserves an amount equal to the
excess portion of such losses. The Company withdrew $1.4 billion from its contingency reserves predominately
due to actual losses exceeding 35% of the corresponding earned premiums.

On February 2, 2009, MIC received written approval from the Department for a permitted accounting
practice allowing it to report the GAAP value of PMI Plaza, LLC (“PMI Plaza™), a subsidiary, in MIC’s statutory
and annual statements without obtaining a GAAP audit as required by Statements of Statutory Accounting
Principles (“SSAP”) No. 97, Investment in Subsidiary, Controlled and Affiliated Entities, A Replacement of SSAP
No. 88 (“SSAP No. 97”).
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THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

NOTE 21. CAPITAL SUPPORT AGREEMENTS

MIC has a capital support agreement with PMI Europe, with a corresponding guarantee from The PMI
Group, under which MIC may be required to make additional capital contributions from time-to-time as
necessary to maintain PMI Europe’s minimum capital requirements. MIC also has a capital support agreement,
whereby it agreed to contribute funds, under specified conditions, to maintain CMG MTI’s risk-to-capital ratio at
or below 19.0 to 1. MIC’s obligation under the CMG MI capital support agreement is limited to an aggregate of
$37.7 million. As of December 31, 2009, CMG MI'’s risk-to-capital ratio was 17.2 to 1.

MIC also has a capital sﬁpport agreement with PMI Canada. Because the Comﬁany terminated its Canadian
operations in PMI Canada, it believes it is unlikely that there is any remaining material support obligation under
the PMI Canada capital support agreement.

On October 27, 1994, Allstate Support Agreements were terminated with respect to policies issued after
October 27, 1994, but continue in modified form (as so modified, the “Runoff Support Agreement”) for policies
written prior to such termination. Under the terms of the Runoff Support Agreement, Allstate may, at its option,
either directly pay or cause to be paid, claims relating to policies written during the terms of the respective
Allstate Support Agreements if MIC fails to pay such claims or, in lieu thereof, make contributions directly to
MIC or The PMI Group. In the event any amounts are paid or contributed, the likelihood of which management
believes is remote, Allstate would receive subordinated debt or preferred stock of MIC or The PMI Group in
return. No payment obligations have arisen under the Runoff Support Agreement. As of December 31, 2009, less
than $46 million of risk in force was subject to the Runoff Support Agreement.
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THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

NOTE 22. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
A summary of selected quarterly results follows:

2009 First Second Third Fourth Year @

(Dollars in thousands, except per share data)
Continuing operations:

Revenues @ .. ....... ... ... ... i $ 245,004 § 202,163 § 226,859 § 249,823 § 923,909
NEtIoSS . .o voeee et $(115,261) $(222,627) $ (87,920) $(228,183) $ (653,991)
BasicEPS .......... ...l _ (1.41) (2.71) (1.06) (2.76) (7.94)
Diluted EPS ........ ... .. ... (1.41) 2.71) (1.06) . (2.76) (7.94)

(Loss) gain on sale of discontinued operations:
(Loss) gain on sale of PMI Australia and PMI

ASI oo $  (30) $ 78 53128 — $ (5335

BasicEPS ... ... . o — — 0.07) — 0.07)
Diluted EPS ..... R S — — 0.07 — 0.07)
Total operations:
Revenues @ ... ... .. i $ 245,064 $ 202,163 $ 226,859 $ 249,823 $ 923,909
Netloss ..o v e $(115,291) $(222,620) $ (93,232) $(228,183) $ (659,326)
BasicEPS . ... ... (1.41) 2.71) (1.13) (2.76)- (8.01)
Diluted EPS . ... ... .. (1.41) 2.71) (1.13) (2.76) (8.01)
2008 ' First Second Third Fourth Year @

(Dollars in thousands, except per share data)

Continuing operations: . L
Revenues @-® .. ... ... ... .. ..., $ 231,781 $ 259,564 $ 225461 $ 190,981 $ 907,787

NetlosS . oottt $(305,916) $(250,970) $(149,309) $(180,993) $ (887,188)
BasicEPS ........ ... .. .. (3.77) (3.09) (1.83) 2.22) (10.90)
Diluted EPS .......... ..., (3.77) (3.09) (1.83) (2.22) (10.90)
Discontinued operations:

Revenues @ ... $ 84851 $ 71,763 $ 38,765 $ 12,954 $ 208,333
Net income . ... .. e $ 31952 $§ 4,684 3 386 $ 407 $ 37,429
BasicEPS ... ... 0.40 0.06 —_ — 0.46
Diluted EPS ..........coiiiiiiiiii, 0.40 0.06 — — 0.46

(Loss) gain on sale of discontinued operations:
(Loss) gain on sale of PMI Australia and PMI

ASIa oo $ — $ — $(80490) $ 1,741 . $ (78,749)
BasicEPS ... ... ... . — — (0.98) - 0.03 (0.96)
Diluted EPS . .... P e — — (0.98) - 0.03 (0.96)
Total operations:

Revenues @ .......... ... ... $ 316,632 $ 331,327 $ 264,226 $ 203,935 $1,116,120
Netloss . ..oovviinn i . $(273,964) $(246,286) $(229,413) $(178,845) $ (928,508)
BasicEPS .. ... ... (3.37) (3.03) (2.81) (2.19) (11.40)
Diluted EPS ...... .. ... ... . ... ... (3.37) (3.03) (2.81) (2.19) (11.40)

(1) Due to the use of weighted average shares outstanding when calculating earnings per share, the sum of the quarterly per share data may
not equal the per share data for the year.

(2) The revenues do not include equity in (losses) earnings from unconsolidated subsidiaries.

(3) Revenues from continuing operations include interest income on a surplus note with PMI Guaranty which is classified as discontinued
operations.
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THE PMI GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

NOTE 23. COMPREHENSIVE LOSS

The following table shows the components of comprehensive loss for the years ended December 31, 2009,
2008 and 2007:

2009 2008 2007
(Dollars in thousands)
J = I U PPt $(659,326) $ (928,508) $(915,326)
Unrealized gains (losses) on investments
Total change in unrealized gains (losses) arising during the year, net
of tax (benefit) XpPense . ...... ... 116,952 (136,326)  (61,258)
Less: realized investment gains (losses), net of tax (benefit) ;
EXPEISE . eeee e ettt 23,393 (34,553) 679
Change in unrealized gains (losses) arising during the period, net of
tax expense (benefit) of $47,720, ($54,581) and ($26,501),
TESPECHIVELY ..o v v 93,559 (101,773) (61,937)
Defined benefit pension plans
Current year actuarial gain (loss) ............. ... 4,069 (24,466) (1,357)
Recognition of actuarial loss .................. e 2,395 10,190 301
Current year prior service credit ........ ..ot — — 7,706
Recognition of prior servicecredit .......... ... ... (1,150) 4,184) (627)
OtNeT .« oottt e e — 1,867 (2,147)
Defined benefit pension plans, net of tax expense (benefit) of
$2,862, ($12,236) and ($5,389), respectively ................. 5,314 (16,593) 3,876
Accretion of cash flow hedges, net of tax expense of $214, $214 and
$214, respectively ... .. 398 398 398
Foreign currency translation adjustments
Total change in unrealized gains on foreign currency translation ... 1,816 (357,141) 108,660
Less: realized foreign currency translation gains ................ — (124,353) —
Change in unrealized gains on foreign currency translation ........ 1,816 (232,788) 108,660
Other comprehensive income (loss) ............................ 101,087 (350,756) 50,997
Comprehensive loss . .......... .. ... i $(558,239) $(1,279,264) $(864,329)

The changes in unrealized gains/losses in 2009 were primarily due to contracting market spreads in the U.S.
fixed income portfolio and in the preferred securities portfolio as a result of an improvement in the securities
markets as well as other market driven factors. The changes in unrealized gains/losses in 2008 were primarily
due to widening market spreads principally in the U.S fixed income portfolio and the preferred securities
portfolio. The changes in foreign currency translation adjustments in 2009 were due primarily to strengthening of
the Euro spot exchange rate relative to the U.S. dollar. The changes in foreign currency translation adjustments in
2008 were due primarily to the recognition of approximately $124.4 million of accumulated currency translation
gains in connection with the sale of PMI Australia and PMI Asia.
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The following table shows the accumulated balances for each component of accumulated other
comprehensive income (loss) income for the years ended December 31, 2009, 2008 and 2007:

. Foreign
Unrealized Accretionof  currency
gains on Defined benefit cash flow translation
investments plans hedges gains Total
(Dollars in thousands)

Balance, January 1,2007 ............. $ 98,595 $ (1,159) $(5,748) $172,387 $264,080
Current period change . . R (61,937) 3,876 398 108,660 50,997
Balance, December 31,2007 ........... $ 36,658 $ 2,722 $(5,350) $281,047 $315,077
Current period change ................. (101,773) (16,593) 398  (232,788) (350,756)
Balance, December 31,2008 ........... $ (65,115) $(13,871) $(4,952) $48,259 $(35,679)
Current period change ................. 93,559 5,314 398 1,816 ¢ 101,087
Balance, December 31,2009 ........... $ 28444  $ (8557)  $(4,554) $50,075  $ 65408
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NOTE 24. EXIT AND DISPOSAL ACTIVITIES

In the fourth quarter of 2008 and 2009, the Company undertook initiatives to reduce and manage its
expenses to focus on its core U.S. mortgage insurance business. The following table provides a reconciliation of
exit and disposal costs included in other underwriting expenses by operating segment in 2009 and 2008:

Us.

Mortgage
Insurance International Consolidated
Operations  Operations Total
(Dollars in thousands)
Balance at January 1,2008 .. ............... ... e, $ 299  $§ — $ 299
Exit costs incurred '
SEVEIANICE &+ v i viv e e et e et ettt et e 3,127 8,566 11,693
Fringe benefits .......... e 2,561 326 2,887
Lease termination and fixed asset disposals .................... ' 649 320 969
(01317<: A SO 295 173 468
Total INCUITEA .« .« v v e e et et e e e e e e e e e 6,632 9,385 16,017
Exit costs payments
SEVEIANCE .« . v o v e et et e e e e e e e (354) (6,440) (6,794)
Fringe benefits ........ ... i (3,640) — (3,640)
Lease termination and fixed asset disposals .................... (300) (170) 470)
(071172 U OO AU S A (294) — (294)
TOtAl PAYINENLS . . .« e vvee e it e i e e e eaa e e e e (4,588) (6,610) (11,198)
Balance at December 31,2008 .. ......... ... ... ..., $ 2,343 $ 2,775 $ 5,118
Exit costs incurred
SEVETANICE . . o v v et e e e e e e e et et e e 3,183 _ 3,183
Fringe benefits ....... ... .o — 10 10
Lease termination and fixed asset disposals .................... 315 1,793 2,108
(01717= S OO 451 — 451
Total INCUITE . . . v oot e et e e e e 3,949 1,803 5,752
Exit costs payments
SEVEIANCE .« - e o e et e ettt e et ettt (3,189) (2,229) (5,418)
Fringe benefits ...... .. ... — 30 30)
Lease termination and fixed asset disposals .................... — (1,812) (1,812)
(01317 G U MU ARG (1,031) (264) (1,295)
TOtal PAYMENLS . .« oo\ttt e e (4,220) (4,335) (8,555)
Balance at December 31,2009 ........ ... ... .. ... ... ... $ 2,072 $ 243 $ 2315

The expenses in the U.S. Mortgage Insurance Operations segment are primarily payroll and related expenses
from a reduction in force due to the Voluntary Early Retirement Program in the fourth quarter of 2008 and
involuntary terminations in 2008 and 2009. The expenses in the International Operations segment are primarily
due to reductions in force from the closure of PMI Canada’s office in Toronto and reconfiguration of PMI
Europe. The additions in 2009 are related to the termination of contract underwriting services announced in the
first quarter of 2009 and effective April 2009 and fixed asset dispositions. Exit costs incurred to date were $21.8
million which consisted primarily of severance and related costs.

190



ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures—Based on their evaluation as of December 31, 2009,
our principal executive officer and principal financial officer have concluded that, as of the end of the period
covered by this report, our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934) were effective.

Management’s Report on Internal Control Over Financial Reporting—Management’s report is
contained in Item 8 of this report. o

Changes in Internal Control Over Financial Reporting—There were no changes in our internal control

over financial reporting that occurred during our most recent fiscal quarter that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART III

ITEM 10. DIRECT ORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information concerning The PMI Group’s directors, including audit committee financial experts, as
well as certain other information concerning our executive officers, as required by this Item-is incorporated by
reference from The PMI Group’s Proxy Statement for its 2010 Annual Meeting of Stockholders under the
captions “Item 1: Election of  Directors—Nominees For Director of The PMI Group, Inc.” “Section '16(a)
Beneficial Ownership Reporting Compliance” and “Corporate Governance.” Information regarding Executive
Officers of The PMI Group is included in a separate item capt1oned “Executive Offlcers of Registrant” in Part I
of this report, which is 1ncorporated by reference herein:

The PMI Group has adopted a Code of Ethics for Senior Financial Officers that applies to The PMI Group’s
principal executive officer, principal financial officer, and principal accounting officer and controller. The Code
of Ethics is available on The PMI Group’s website address at http://www.pmi-us.com and is available in print to
any stockholder who requests it. The PMI Group intends to disclose any amendment to, or waiver from, a
provision of the Code of Ethics by posting such information on its website.

Certain other documents relating to The PMI Group’s corporate governance, including the Code of Business
Conduct and Ethics, which is applicable to The PMI Group’s directors, officers and employees, the Board of
Directors Guidelines on Significant Corporate Governance Issues, and the charters of the Audit Committee,
Compensation Committee and Governance and Nominating Committee of The PMI Group Board of Directors,
are available on The PMI Group’s website address at hitp://www.pmi-us.com.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference from The PMI Group’s Proxy Statement
for its 2010 Annual Meeting of Stockholders under the captions “Directors’ Compensation and Benefits,”
“Executive Compensation” and “Compensation Committee Interlocks and Insider Participation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this Item is incorporated by reference from The PMI Group’s Proxy Statement
for its 2010 Annual Meeting of Stockholders under the captions “Security Ownership of Certain Beneficial
Owners and Management” and “Executive Compensation—Equity Compensation Plan Information.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this Item is incorporated by reference from The PMI Group’s Proxy Statement
for its 2010 Annual Meeting of Stockholders under the captions “Compensation Committee Interlocks and
Insider Participation,” “Certain Relationships and Related Transactions” and “Corporate Governance.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference from The PMI Group’s Proxy Statement
for its 2010 Annual Meeting of Stockholders under “Item 2: Ratification of Appointment of Independent
Registered Public Accounting Firm.”
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ITEM 15,

1.

PART IV
EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Financial Statements: The following financial statements are included in Item 8.
Management’s Report on Internal Control Over Financial Reporting

Report of Independent Registered Public Accounting Firm

~Report of Independent Registered Public Accounting Firm on Internal Control Over Financial

Reporting
Consolidated Statements of Operations for the years ended December 31, 2009, 2008 and 2007
Consolidated Balance Sheets as of December 31, 2009 and 2008

Consolidated Statements of Shareholders Equity for the years ended December 31, 2009, 2008 and
2007

‘Consolidated Statements of Cash Flows for the years ended December 31, 2009, 2008 and 2007

Notes to Consolidated Financial Statements

Financial Statement Schedules: The financial statement schedules listed below immediately precede
the Index to Exhibits and are filed as part of this Form 10-K. All other schedules are omitted because
of the absence of conditions under which they are required or because the required information is
included in the consolidated financial statements or notes thereto.

Schedule II - Condensed Financial Information of Registrant
Schedule III — Supplementary Insurance Information

Schedule IV — Reinsurance

Exhibits: Exhibits listed in the accompanying Index to Exhibits are filed as part of this Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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, in the City of Walnut Creek, State of California, on the 5th day of March, 2010.

THE PMmi1 GrRoup, INC.

BY: /s/ L. STEPHEN SMITH

L. Stephen Smith
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Name Title Date

/s/ L. STEPHEN SMITH Chief Executive Officer, Director March 5, 2010
L. Stephen Smith

/s/ DoNALD P. LOFE, Jr. Executive Vice President, Chief March 5, 2010
Donald P. Lofe, Jr. Financial Officer and Chief
Administrative Officer

/s/ THomas H. JETER Group Senior Vice President, Chief March 5, 2010
Thomas H. Jeter Accounting Officer and Corporate
Controller
/s/ CARMINE GUERRO Director March 5, 2010

Carmine Guerro

/s/  WAYNE E. HEDIEN Director March 5, 2010
Wayne E. Hedien

/s/  Louis G. Lower 11 Director March 5, 2010
Louis G. Lower II

/s/ RaymonD L. OcAaMPO JR. Director March 5, 2010
Raymond L. Ocampo Jr.

/s/ JoHN D. ROACH Director March 5, 2010
John D. Roach

/s/ JOSE H. VILLARREAL Director March 5, 2010

José H. Villarreal

/s/ MARY LEE WIDENER Director March 5, 2010
Mary Lee Widener
/s/ RONALD H. ZECH Director March 5, 2010

Ronald H. Zech

194



THE PMI GROUP, INC.

SCHEDULE II-CONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTS OF OPERATIONS

Year ended December 31,

2008 2007

(In thousands)

$(839,999) $(163,575)
9,304 10,394
(91,871)  (29,062)
123,595 —
— (1,206)

(798,971) (183,449)

28,633 41,360
40,918 33,283

69,551 74,643

(868,522) (258,092)
(51,802)  (741,500)

(920,324) (999,592)
5998 84,266

1(914,326)  (915,326)
(14,182) —

PARENT COMPANY ONLY
2009

REVENUES
Losses from wholly-owned subsidiaries (Note G) .. .............. e $(638,538)
Investment income . ..... et e ettt e 2,718
Net realized investment I0SSes .. .........vvriiinirnennneennnnn .. (19)
Change in fair value of certain debt instruments ...................... 16,522
Other 10SSes . .ottt i i i e e e —

Total revenues . .. ..ottt e (619,317)
EXPENSES
Underwriting and operating eXpenses . .............coueerneunenn... 4,494
Interest expense ............ e - 42,958

Total eXpenses . . .........c.oouiinit i i 47,452
Loss before equity in losses from unconsolidated subsidiaries and income

L5 G (666,769)

Equity in losses from unconsolidated subsidiaries .. ................... (12,019)
Loss beforeincome tax benefit .................................. (678,788)
Incometax benefit .......... .. ... ... ... i, 18,203
Loss from continuing operations, netoftax .. ........................ (660,585)
Gain (loss) on sale of discontinued operations, netoftax ............... 1,259
NET LOSS . o e e e $(659,326)

$(928,508) $(915,326)

See accompanying supplementary notes to Parent Company only condensed financial statements.
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THE PMI GROUP, INC.

SCHEDULE II—CONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED BALANCE SHEETS -

PARENT COMPANY ONLY

ASSETS
Fixed income securities availab]e-for—sale, at fair value (amortized cost
of $2,456 and $131,403) .. oot e

Total iINVESLMENTS © « o vttt et et e e e e e
Cash and cash equivalents ............. .. ... .
Investments in wholly-owned subsidiaries . . .............. ... ... ..
Investments in unconsolidated subsidiaries ........................
OENET ASSEES v v o v et ettt et et et

Total ASSeLS . . oo e e e

LIABILITIES
Long-term debt . ... .vuuutt e
Other Habilities . .. ..o o vt e i e

Total liabilities . .......... ... .. . . i

SHAREHOLDERS’ EQUITY
Preferred stock—$0.01 par value; 5,000,000 shares authorized; none
issued oroutstanding .. ....... ...
Common stock—$0.01 par value; 250,000,000 shares authorized;
119,313,767 shares issued; 82,580,410 and 81,687,583 shares .
OULSEANAING . . o\ vt e e et e
Additional paid-incapital .......... .. .. i
Treasury stock, at cost (36,733,357 and 37,626,184 shares) ...........
Retained €arnings . ... ...t
Accumulated other comprehensive income (loss), net of deferred
B« v v v et ettt e e e

Total shareholders’ equity .. ..........................

Total liabilities and shareholders’ equity . ...............

As of December 31,

2009

2008

$ 2,473

2,473
58,995
860,308

139,775 -

63,175
$ 1,124,726

$ 389,991
7,648

397,639

1,193

873,010
(1,317,252)

1,104,728

65,408
727,087
$ 1124726

(Dollars in thousands, except per share data)

$ 122,443

122,443
113,484
1,318,396
150,377
76,077

$ 1,780,777

$ 481,764
20,788

502,552

1,193

892,213
(1,341,037)

1,761,535

(35,679)

1,278,225

$ 1,780,777

See accompanying supplementary notes to Parent Company only condensed financial statements.
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THE PMI GROUP, INC.

SCHEDULE II—CONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTS OF COMPREHENSIVE LOSS

PARENT COMPANY ONLY

Year ended December 31,

2009

2008 2007

(Dollars in thousands)

NETLOSS ........... e i, $(659,326) $ (928,508) $(915,326)

Change in unrealized gains on investments, net of deferred tax expense

(benefit) of $47,720, $(54,581) and $26,501, respectively ........... 93,559
Net unrealized losses from derivatives designated as cash flow hedges,

net Of taX .. ... e —

(101,773)  (61,937)

398 398

Accretion of cash flow hedges to interest expense .......... P 398

Foreign currency translation adjustment .. ......................... 1,816 (232,788) 108,660
Pension adjustment (including plan amendments), net of deferred tax . .. 5,314 (16,593) 3,876
Other comprehensive income (loss), netof taxes .................. 101,087 (350,756) 50,997

COMPREHENSIVELOSS ... ... ... i i, $(558,239) $(1,279,264) $(864,329)

See accompanying supplementary notes to Parent Company only condensed financial statements.
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THE PMI GROUP, INC.
SCHEDULE II-——CONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTS OF CASH FLOWS
PARENT COMPANY ONLY

Year ended December 31,
2009 2008 2007
(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Nt 1088 « ottt et e e
Adjustments to reconcile net loss to net cash used in operating activities:

$(659,326) $(928,508) $(915,326)

Losses from wholly-owned subsidiaries ..................... ... 638,538 839,999 163,575
Equity in losses from unconsolidated subsidiaries . ................ 12,019 51,802 741,500
Net realized investment LOSSES . . v vt v et it 19 91,871 29,062
Change in fair value of certain debt instruments .................. (16,522) (123,595) —
Depreciation and amortization . ... 60 206 830
‘Compensation expense related to stock options and employee stock
purchaseplan ............ .. i 3,204 8,815 16,652
Excess tax benefits on the exercise of employee stock options . ...... — — (4,001)
Deferred iNCOME tAXES . .o v vt i et e e e ce i (17,838) 32,291 (53,385)
Changes in related party receivables, net of payables .............. (4,370) 47,638 (2,739)
(0317~ PO OGS O 3,455 (26,183)  (24,659)
Net cash used in operating activities . . .................... (40,761) (5,669) (48,491)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of fixed income securities ....... 128,958 1,327 2,756
Investments in unconsolidated subsidiaries, net of distributions . .. ... 6,810 (278) 2,209
Investment in subsidiaries .. .........oeiniiii i (122,350)  (81,618)  (21,013)
Purchase of QBEnote from MIC . ....... ... ... ... iiatn (75,000) — —
Returnof capital .. ... ...t — 8,000 —_
Dividends received from subsidiaries ............. .. ... — — 165,000
Net change in captial contributions to and distributions from
consolidated subsidiaries . ..........eeiiiii i 122,350
Purchases of fixed income securities . .........c.oriiiiene.n. —_ (2,336) —
Purchases of equity securities ........... ... — — (4,930)
Net cash provided (used in) by investing activities .......... 60,768 (74,905) 144,022
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of long-termdebt ................... — 200,000 —
Repayment and extinguishment of long-term debt, net of expenses . . . (75,250)  (45,000) —
Purchases of treasury stock .......... ... .. i — —_— (214,996)
Proceeds from issuance of treasury stock ......... ... ... 754 2,777 31,260
Excess tax benefits on the exercise of employee stock options ... .. .. — — 4,001
Dividends paid to shareholders ........... ... ... il — (2,451) (17,703)
Net cash (used in) provided by financing activities . . ........ (74,496) 155,326 (197,438)
Net (decrease) increase in cash and cash equivalents ................ (54,489) 74,752  (101,907)
Cash and cash equivalents at beginningof year .................... 113,484 38,732 140,639
Cash and cash equivalents atend of year ......................... $ 58,995 $ 113,484 $ 38,732

See accompanying supplementary notes to Parent Company only condensed financial statements.
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THE PMI GROUP, INC.
SCHEDULE II—CONDENSED FINANCIAL INFORMATION OF REGISTRANT

PARENT COMPANY ONLY
SUPPLEMENTARY NOTES

A. Basis of Preséntation

The accompanying The PMI Group, Inc. (“Parent Company”) condensed financial statements should be
read in conjunction with Item 8. Financial Statements and Supplementary Data of this Form 10-K. The Parent
Company’s subsidiaries are presented using the equity method of accounting.

Certain items in the prior years’ financial statements have been reclassified to conform to the current year’s
financial statement presentation. C

The preparation of the condensed financial statements in conformity with U.S. generally accepted
accounting principles (“GAAP”) requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the 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 may differ from those estimates. :

B. Investments

The Parent Company classifies its fixed income securities as available-for-sale, and as such, they are carried
at fair value. The amortized cost of fixed income securities is adjusted for amortiza_tion of premiums and
accretion of discounts to maturity, which are included in net investment income, net of deferred taxes. Changes
in fair value are reported as a component of other comprehensive income. The Parent Company’s investments in
fixed income securities are comprised of corporate bonds and U.S. government agency securities.

C. Investments in Unconsolidated Subsidiaries

Investments in the Parent Company’s unconsolidated subsidiaries include both equity. investees and other
unconsolidated subsidiaries. Investments in equity investees with ownership interests of 20-50% are generally
accounted for using the equity method of accounting, and investments of less than 20% ownership interest are
generally accounted for using the cost method of accounting if the Company does not have significant influence
over the entity. Limited partnerships with ownership interests greater than 3% but less than 50% are primarily
accounted for using the equity method of accounting. The carrying value of the investments in the Parent
Company’s unconsolidated subsidiaries also includes the Company’s share of net unrealized gains and losses in
the unconsolidated subsidiaries’ investment portfolios. '
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D. Long-Term Debt and Revolving Credit Facility

As of December 31, 2009 and 2008, the fair value and carrying value of long-term debt outstanding issued
by The PMI Group, Inc. was as follows:

December 31,
December 31, 2009 2008

Principal Amount Fair Value Carrying Value Carrying Value

(Dollars in thousands)

6.000% Senior Notes, due September 15, 2016 O . . .. $250,000 $149,063  $149,063 $153,027
6.625% Senior Notes, due September 15, 20360 .. .. 150,000 64,585 64,585 77,144
Revolving Credit Facility, due October 24, 2011 .. .. 124,750 124,750 124,750 200,000
8.309% Junior Subordinated Debentures, due ‘
February 1,2027 ...... ..., 51,593 10,061 51,593 51,593
Totaldebt .......................... $576,343 $348,459  $389,991 $481,764

(1) The fair value and carrying value of the Parent Company’s 6.000% Senior Notes and 6.625% Senior Notes at December 31, 2009 include
accrued interest. '

6.000% and 6.625% Senior Notes—In September 2006, the Parent Company issued $250 million in
principal amount of 6.000% Senior Notes, due September 15, 2016 and $150 million in principal amount of
6.625% Senior Notes, due September 15, 2036. The 6.000% Senior Notes and the 6.625% Senior Notes bear
interest at a rate of 6.000% and 6.625% per annum, payable semi-annually in arrears on March 15 and
September 15 of each year, beginning on March 15, 2007. The PMI Group, Inc. may redeem the 6.000% and
6.625% Senior Notes in whole or in part at any time at the “make-whole redemption price”. The “make-whole
redemption price” will be equal to the greater of (a) 100% of the principal amount of the 6.000% and 6.625%
Senior Notes to be redeemed and (b) the sum of the present values of the remaining scheduled payments thereon
discounted to the date of redemption, on a semi-annual basis (assuming a 360-day year consisting of twelve
30-day months), at a rate equal to the applicable treasury rate plus 25 basis points for the 6.000% Senior Notes
and 35 basis points for the 6.625% Senior Notes, plus in the case of either (a) or (b), any interest accrued but not
paid to but excluding the date of redemption. In connection with the issuance of these Senior Notes, the Parent
Company entered into two interest rate lock agreements which were designated as cash flow hedges. The fair
value of the cash flow hedges was settled for $9.0 million and is amortized into interest expense over the terms of
the new senior debt that was issued. As of December 31, 2009, the unamortized balance in the other
comprehensive income related to these fair value hedges was approximately $7.0 million (pre-tax).

Effective January 1, 2008, the Parent Company elected to adopt the fair value option presented by ASC
Topic 825 for the Parent Company’s 6.000% Senior Notes and 6.625% Senior Notes. ASC Topic 825 requires
that the difference between the carrying value before election of the fair value option and the fair value of these
instruments be recorded as an adjustment to beginning retained earnings in the period of adoption. (See Note 10.
Fair Value Disclosures, for further discussion.)

8.309% Junior Subordinated Debentures—The Junior Subordinated Debentures bear interest at the rate of
8.309% per annum paid semiannually and mature on February 1, 2027. The Junior Subordinated Debentures are
subordinated to all senior indebtedness of The PMI Group, Inc.

In considering the initial adoption of the ASC Topic 825, the Parent Company determined that the change in
fair value of the 8.309% Junior Subordinated Debentures would not have a significant impact on the Parent
Company’s consolidated financial results. Therefore, the Parent Company did not elect to adopt the fair value
option for the 8.309% Junior Subordinated Debentures.

Revolving Credit Facility—The Parent Company amended its revolving credit facility (the “credit facility”
or “facility”) effective May 29, 2009 following the satisfaction of certain conditions precedent agreed upon
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between the Parent Company and the lenders under the facility.on May 8, 2009. Among other things, the
amended credit facility reduced the facility size to a maximum of $125 million and eliminated certain financial
covenants and events of default previously contained in the facility (including the elimination of the maximum
debt to total capitalization percentage covenant, the maximum risk to capital ratio covenant, and the financial
strength ratings event of default). The amended credit facility requires a minimum Adjusted Consolidated Net
Worth (as defined in the facility) of at least $700 million through December 31, 2009, and at least $500 million
from January 1, 2010 through the facility’s October 24, 2011 maturity date. (See Item 8, Financial Statements
and Supplementary Data, Note 9. Debt and Revolving Credit Facility, for further discussion.) The amended
facility also contains restrictions on, among other things, asset dispositions, dividends and investments. While the
Parent Company is generally permitted under the amended facility to make additional investments in the Parent
Company’s reinsurance subsidiaries, the Parent Company’s ability to make additional investments in PMI
Mortgage Insurance Co. (“MIC”) and MIC’s subsidiaries is subject to dollar limitations.

‘Prior to the effectiveness of the amended facility, on May 29, 2009, the Shared Collateral Pledge
Agreement, dated as of April 24, 2008, between the Parent. Company and U.S. Bank National Association as
collateral agent (the “Collateral Agent”), pursuant to which the Parent Company granted a security interest in the
stock of MIC in favor of the Collateral Agent for the equal and ratable benefit of the lenders under the credit
facility and the noteholders under certain of the Parent Company’s senior notes, was terminated and the security
interest in the stock of MIC was released.

Thereafter, MIC and the Parent Company entered into a Note Purchase Agreement, dated as of May 29,
2009 (the “Note Purchase Agreement”), pursuant to which the Company purchased the contingent note (the
“QBE Note”) that MIC received in connection with the sale of PMI Australia to QBE Holdings (AAP) Pty
Limited. Pursuant to the Note Purchase Agreement, the Parent Company made an initial payment to MIC of $75
million and agreed to make an additional contingent payment of up to $25 million; the amount of the contingent
payment will be determined based on the value of the QBE Note at redemption or on the net proceeds received
by the Parent Company upon a sale of the QBE Note prior to redemption. (See Item 7, Conditions and Trends
Affecting our Business—International Operations, for further discussion on the QBE Note.)

Following the sale of the QBE Note to the Parent Company by MIC, the Parent Company pledged the QBE
Note in favor of the Administrative Agent, for the benefit of the lenders under the credit facility. In connection
with the effectiveness of the amended credit facility, on May 29, 2009, TPG prepaid its credit facility in an
amount sufficient to reduce its outstanding borrowings thereunder to $125 million.

E. Net Realized Investment Losses

Included in the net realized investment losses is a $16.5 million gain on the change in fair value of certain of
the Company’s debt instruments.

F. Dividends from Subsidiaries

During 2009, 2008 and 2007, the Parent Company received $0.0 million, $0.0 million, and $165.0 million,
respectively, of cash dividends.

G. Discontinued Operations

During 2008 and 2009, the operations of PMI Australia, PMI Asia and PMI Guaranty were reported as
discontinued operations. As a result, the assets and liabilities of PMI Australia and PMI Asia have been presented
as discontinued operations for all periods presented in the Parent Company’s consolidated financial statements.
The assets and liabilities of PMI Guaranty which were disposed of other than by sale, are classified in the
consolidated balance sheet according to their nature. In addition, where applicable, the notes to the consolidated
financial statements have been restated to reflect these discontinued operations for all periods presented.
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In August 2008, PMI Mortgage Insurance Co. enteréd into a definitive agreement to sell its wholly-owned
subsidiary, PMI Australia, and the Parent Company entered into a definitive agreement to sell its wholly-owned
subsidiary, PMI Asia. The Parent Company recognized an after-tax loss of $64.6 million relating to the sale of
PMI Australia on October 22, 2008 and an after-tax loss of $14.2 million on the sale of PMI Asia on
December 17, 2008. The Parent Company received approximately $51.6 million cash proceeds from the sale of
PMI Asia. Since these subsidiaries are reported under the equity method of accounting, they are not presented as
discontinued operations.

In 2008, the Parent Company discontinued the operations of its wholly-owned subsidiary, PMI Guaranty.
During the third quarter of 2008, PMI Guaranty paid approximately $100 million of its excess capital and repaid
a $50 million surplus note plus $2.2 million of accrued interest to The PMI Group, Inc. Approximately $144
million was reinvested in U.S. Mortgage Insurance Operations. These payments consisted of approximately $137
million in investment securities plus accrued investment income and $15.3 million in cash and cash equivalents.
As of December 31, 2008, upon receiving regulatory approval, PMI Guaranty’s remaining assets and liabilities
were merged into U.S. Mortgage Insurance Operations.
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Premiums Earned

2009

Mortgage Guaranty
2008

Mortgage Guaranty
2007

Mortgage Guaranty

THE PMI GROUP, INC. AND SUBSIDIARIES
SCHEDULE IV—REINSURANCE

Years ended December 31, 2009, 2008 and 2007

Assumed Percentage
from Ceded To of Amount
Gross Other Other Net Assumed
Amount Companies Companies Amount to Net

(In thousands, except percentages)
$870,478l $ 2,696 $(156,333) $716,841 0.38%
$964,512  $12,851  $(191,204) $786,159 1.63%

$986,591 = $ 7,657 $(178,808) $815,440 0.94%
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Exhibit
Number

3.1

3.1a

3.1b

32
4.1
4.2

43

43a
4.4

45
4.6
10.1*

10.2*

10.2a*

10.3%

INDEX TO EXHIBITS

Descrlptlon of Exhibits

Restated Certificate of Incorporatron (incorporated by reference to exhibit 3.1 to Amendment No. 1
to the registrant’s Registration Statement on Form S-1 (No. 33-88542), filed on March 2, 1995).

Certificate of Amendment of Certificate of Incorporation (incorporated by reference to exhibit 3.1 to
the registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2002, filed on
August 14, 2002 (File No. 001-13664)).

Certificate Eliminating Reference to a Serres of Shares of Stock from the Certificate of Incorporation
~ of The PMI Group, Inc., filed with the Delaware Secretary of State on January 29, 2009
(incorporated by reference to exhibit 3.(i)l to the registrant’s current report on Form 8-K, filed on
January 29, 2009 (File No. 001-13664)).

The PMI Group, Inc. Amended and Restated Bylaws effective July 16, 2008 (mcorporated by
reference to exhibit 3.2 to the registrant’s current report on Form 8-K, filed on July‘ 22,2008
(File No. 001-13664)).

Specimen common stock certificate (incorporated by reference to exhlblt 4.1to Amendment No. 1 to
the registrant’s Registration Statement on Form S-1 (No. 33-88542), filed on March 2, 1995).

Junior Subordinated Indenture, dated as of February 4, 1997, between The PMI Group, Inc. and The
Bank of New York, Inc., as Trustee (incorporated by reference to exhibit 4.3 to the registrant’s
annual report on Form 10-K for the year ended December 31, 1996, filed on March 31, 1997
(File No. 001-13664)). ' '

Senior Indenture, dated as of November 3, 2003, between The PMI Group, Inc. and The Bank of
New York, as trustee (incorporated by reference to exhibit 10.30 to the registrant’s annual report
on Form 10-K for the year ended December 31, 2003, filed on March 15, 2004
(File No. 001-13664)). ' ‘

Form of Senior Note (contamed in exhibit 4.3).

Supplemental Indenture No. 1, dated as of November 3, 2003 between The PMI Group, Inc. and The
Bank of New York, as trustee (incorporated by reference to exhibit 10.31 to the registrant’s annual
report on Form 10-K for the year ended December 31, 2003, filed on March 15, 2004
(File No. 001-13664)).

Form of 6.000% Senior Note due 2016 (incorporated by reference to exhibit 10.2 to the registrant’s
. quarterly report on Form 10-Q for the quarter ended September 30, 2006, filed on November 7,
2006 (File No. 001-13664)).

Form of 6.25% Senior Note due 2036 (incorporated by reference to exhibit 10.3 to the registrant’s
quarterly report on Form 10-Q for the quarter ended September 30, 2006, filed on November 7,
~ 2006 (File No. 001-13664)). '

The PMI Group, Inc. Amended and Restated Equity Incentive Plan (Amended May 21, 2009)
(incorporated by reference to exhibit 10.1 to the registrant’s current report on Form 8-K, filed on
May 26, 2009 (File No. 001 13664)).

The PMI Group, Inc. Dlrectors Deferred Compensatlon Plan amended and restated as of July 21
1999 (incorporated by reference to exhibit 4.2 to the registrant’s Registration Statement on
- Form S-8 (No. 333-32190), filed on March 10, 2000)

Amendment No. 1 to The PMI Group, Inc. Directors’ Deferred Compensatlon Plan (incorporated by
reference to exhibit 10.5A to the registrant’s current report on Form 8-K, filed on December 20,
2004 (File No. 001- 13664))

The PMI Group, Inc. 2005 Directors’ Deferred Compensatlon Plan (September 20 2007
Restatement) (incorporated by reference to exhibit 10.6 to the registrant’s quarterly report on
Form 10-Q for the quarter ended September 30, 2007, filed on November 7, 2007
(File No. 001-13664)).



Exhibit
Number

10.3a*

10.3b*

10.4*

10.4a*

10.4b*

10.5*

10.52%

10.5b*

10.6*

10.7*

10.8*

10.8a*

10.9*

10.9a*

10.10*

10.11*

Description of Exhibits

Amendment No. 1, effective February 20, 2008, to The PMI Group, Inc. 2005 Directors’ Deferred
Compensation Plan (September 20, 2007 Restatement) (incorporated by reference to exhibit 10.3a
o the registrant’s annual report on Form 10-K for the year ended December 31, 2007, filed on
March 17, 2008 (File No. 001-13664)).

Amendment No. 2, effective November 19, 2008, to The PMI Group, Inc. 2005 Directors’ Deferred
Compensation Plan (September 20, 2007 Restatement) (incorporated herein by reference to
exhibit 10.3b to the registrant’s annual report on Form 10-K for the year ended December 31,
2008, filed on March 16, 2009 (File No. 001-13664)).

The PMI Group, Inc. Officer Deferred Compensation Plan (effective July 1, 1997) (incorporated by
reference to Appendix D to the registrant’s proxy statement filed on April 22, 2004
(File No. 001-13664)).

Amendment No. 1 to The PMI Group, Inc. Officer Deferred Cdmpensation Plan, dated December 22,
2004 (incorporated by reference to exhibit 10.21a to the registrant’s current report on Form 8-K,
filed on December 22, 2004 (File No. 001-13664)).

Amendrent No. 2 to The PMI Group, Inc. Officer Deferred Compensation Plan (incorporated by
reference to exhibit 4.1 to the registrant’s Registration Statement on Form S-8, filed on
December 2, 2005 (File No. 333-130103)).

* The PMI Group, Inc. 2005 Officer Deferred Compensation Plan (September 19, 2007 Restatement)

(incorporated by reference to exhibit 10.1 to the registrant’s current report on Form 8-K, filed on
September 25, 2007 (File No. 001-13664)).

Amendment No. 1, effective February 20, 2008, to The PMI Group, Inc. 2005 Officer Deferred
Compensation Plan (September 19, 2007 Restatement) (incorporated by reference to exhibit 10.1
to the registrant’s current report on Form 8-, filed on February 26, 2008 (File No. 001-13664)).

Amendment No. 2, effective November 19, 2008, to The PMI Group, Inc. 2005 Officer Deferred
Compensation Plan (September 19, 2007 Restatement) (incorporated by reference to exhibit 10.1
to the registrant’s current report on:Form 8-K, filed on November 25, 2008 (File No. 001-13664)).

Form of Indemnification Agreement between The PMI Group, Inc. and certain of its officers and
directors (incorporated by reference to exhibit 10.1 to the registrant’s quarterly report on
Form 10-Q for the quarter ended June 30, 2008, filed on August 11, 2008 (File No. 001-13664)).

Pre-2008 Form of Change of Control Employment Agreement'(incorporated by reference to
exhibit 10.4 to the registrant’s current report on Form 8-K, filed on November 25, 2008
(File No. 001-13664)).

2008 Form of Change of Control Employment Agreement (1nc0rporated by reference to exhibit 10.5
to the registrant’s current report on Form 8-K, filed on November 25, 2008 (File No. 001-13664)).

Form of Amendment to 2008 Change of Control Employment Agreement (incorporated herein by
reference to exhibit 10.8a to the registrant’s annual report on Form 10-K for the year ended
December 31, 2008, filed on March 16, 2009 (File No. 001-13664)).

Form of Stock Option Agreement for Employees (incorporated by reference to exhibit 10.24 to the
registrant’s current report on Form 8-K, filed on February 23, 2005 (File No. 001-13664)).

| Form of Amendment to Stock Option Agreement for Employees (incorporated by reference to

exhibit 10.5 to the registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2005,
filed on August 5, 2005 (File No. 001-13664)).

Form of Stock Option Agreement for Directors (incorporated by reference to exhibit 10.26 to the
registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2003, filed on August 14,
2003 (File No. 001-13664)).

Form of Restricted Stock Agreement E(i'ncorporated by reference to exhibit 10.39 to the registrant’s
current report on Form 8-K, filed on May 20, 2005 (File No. 001-13664)).



Exhibit
Number

10.12*

10.13a*

10.13b*

- 10.14%*

10.15%

10.16%*

10.16a*

10.17*
10.17a*
10.18*
10.18a*
10.19%
10.19a*

10.19b*

10.20%

Description of Exhibits

Form of Performance Share Agreement (incorporated by reference to exhibit 10.37 to the reglstrant
annual report on Form 10-K for the year ended December 31, 2003, filed on March 15, 2004
(File No. 001-13664)).

Form of Stock Unit Agreement for Non-Employee Directors (incorporated by reference to exhibit
10.39 to the registrant’s current report on Form 8-K, filed on October 15, 2004
(File No. 001-13664)).

_Revised Form of Stock Unit Agreement for Non-Employee Directors, effective January 15, 2009

(incorporated herein by reference to exhibit 10.13b to the registrant’s annual report on Form 10-K
for the year ended December 31, 2008, filed on March 16, 2009 (File No. 001-13664)).

Form of Stock Unit Agreement for Employees (incorporated by reference to exhibit 10.35 to the . -
registrant’s annual report on Form 10-K for the year ended December 31, 2007, filed on March 17,
2008 (File No. 001-13664)).

Summary of Compensauon Arrangements Apphcable to The PMI Group, Inc Non—Employee
Directors, Effective May 21, 2009 (incorporated by reference to exhibit 10.7 to the registrant’s
quarterly report on Form 10-Q for the quarter ended June 30, 2009, filed on August 10, 2009
(F11e No. 001-13664)). ' '

The PMI Group, Inc. Supplemental Employee Retirement Plan Effective Aprrl 1, 1995 (Amended
. and Restated as of September 1, 2007) (incorporated by reference to exhibit 10.4 to the registrant’s
current report on Form 8-K, filed on September 25, 2007 (File No. 001-13664)).

Amendment No. 1, effective November 19, 2008, to The PMI Group, Inc. Supplemental Employee
Retirement Plan (Amended and Restated as of September 1, 2007) (incorporated by.reference to
exhibit 10.3 to the registrant’s current report on Form 8-K, filed on November 25 2008
(File No. 001-13664)).

The PMI Group, Inc. Additional Beneflts Plan (September 1 2007 Restatement) (1ncorporated by
reference to exhibit 10.5 to the registrant’s current report on Form 8-K, filed on September 25,
2007 (File No. 001-13664)).

* Amendment No. 1, effecuve November 19 2008, to The PMI Group, Inc. Additional Beneﬁts Plan

(September 1, 2007 Restatement) (1ncorporated by reference to exhlblt 10.2 to the registrant’s
current report on Form 8-K, filed on November 25, 2008 (File No 001- 13664)).

The PMI Group, Inc. Bonus Incentive Plan (February 20, 2008 Amendment and Restatement)
(incorporated by reference to exhibit 10.1 to the registrant’s current report on Form 8-K, filed on
May 20, 2008 (File No. 001- 13664))..

Amendment to The PMI Group, Inc. Bonus Incentlve Plan dated February 25, 2009 ((incorporated by
reference to exhibit 10.1 to the registrant’s current report on Form 8-K, filed on March 3,2009
(File No. 001-13664)). =

The PMI Group, Inc. Retirement Plan (September 1, 2007 Restatement) (incorporated by reference to
exhibit 10.7 to the registrant’s quarterly report on Form 10-Q for the quarter ended September 30,
2007, filed on November 7, 2007 (File No. 001-13664)).

Amendment No. 2 to The PMI Group, Inc. Retirement Plan (September 1, 2007 Restatement)
(incorporated by reference to exhibit 10.1 to the Company’s current report on Form 8-K, filed on
October 27, 2008 (File No. 001-13664)).

Amendment No. 3, effective November 19, 2008, to The PMI Group, Inc. Retirement Plan
(September 1, 2007 Restatement) (incorporated herein by reference to exhibit 10.19b to the
registrant’s annual report on Form 10-K for the year ended December 31, 2008 filed on March 16,
2009 (File No. 001-13664)). : :

The PMI Group, Inc. Non-employee Director Phantom Stock Plan, effective January 15, 2009
(incorporated herein by reference to exhibit 10.20 to the registrant’s annual report on Form 10-K -
for the year ended December 31, 2008, filed on March 16, 2009 (File No. 001-13664)).



Exhibit
Number Deseription of Exhibits

10.20a*  Form of Phantom Stock Agreement for Non-Employee Directors (incorporated herein by reference to
exhibit 10.20a to the registrant’s annual report on Form 10-K for the year ended December 31,
2008, filed on March 16, 2009 (File No. 001-13664)).

10.21 Form of 1984 Master Policy of PMI Mortgage Insurance Co. (incorporated by reference to
exhibit 10.5 to the registrant’s Registration Statement on Form S-1 (No. 33-88542), filed on
January 17, 1995).

10.22 Form of 1994 Master Policy of PMI Mortgage Insurance Co. (incorporated by reference to
exhibit 10.6 to the registrant’s Registration Statement on Form S-1 (No 33-88542), filed on
January 17, 1995).

10.23 Amended CMG Shareholders Agreement, dated as of June 1, 2003, between CUNA Mutual

‘ Investment Corporation and PMI Mortgage Insurance Co. (incorporated by reference to
exhibit 10.8 the registrant’s annual report on Form 10-K for the year ended December 31, 2003,
filed on March 15, 2004 (File No. 001-13664)).

10.24 Runoff Support Agreement, dated October 28, 1994, between Allstate Insurance Company, The PMI
Group, Inc. and PMI Mortgage Insurance Co. (incorporated by reference to exhibit 10.8 to
Amendment No. 1 to the registrant’s Registration Statement on Form S-1 (No. 33-88542), filed on
‘March 2, 1995). -

10.25 Form of Tax Sharing Agreement among The PMI Group, Inc., The PMI Group, Inc.’s subsidiaries,
The Allstate Corporation, Allstate Insurance Company and Sears, Roebuck and Co. (incorporated
by reference to exhibit 10.17 to Amendment No. 1 to the registrant’s Registration Statement on
Form S- 1 (No. 33-88542), filed-on March 2, 1995)

10.26 The Guarantee Agreement dated February 4, 1997, between The PMI Group, Inc. (as Guarantor) and
The Bank of New York (as Trustee) (incorporated by reference to exhibit 10.29 to the registrant’s
annual report on Form 10-K for the year ended December 31, 1996, filed on March 31, 1997
(File No. 001-13664)). ‘

10.27 Amended and Restated Trust Agreement, dated as of February 4, 1997, among The PMI Group, Inc.,
as Depositor, The Bank of New York, as Prdperty Trustee, and The Bank of New York
(Delaware), as Delaware Trustee (incorporated by reference to exhibit 10.30 to the registrant’s
annual report on Form 10-K for the year ended December 31, 1996, filed on March 31, 1997
(File No. 001-13664)). ’

10.28 Stockholders’ Agreement, dated as of August 3, 2003, among Falcons Acquisition Corp., The PMI
Group, Inc., Blackstone Capital Partners IV L.P., Blackstone Capital Partners IV-A L.P. and
Blackstone Family Investment Partnership IV-A L.P., Cypress Merchant Banking Partners II L.P.,
Cypress Merchant Banking I C.V., Cypress Side-by-Side LLC, 55th Street Partners I L.P., CIvc/
FGIC Investment Company LLC, CIVC Partners Fund III, L.P., CIVC Partners Fund IIIA, L.P.,
and the management investors listed therein and any other management investors who
subsequently become a party to the agreement (“‘Stockholders’ Agreement”) (incorporated by
reference to exhibit 99.1 to the registrant’s current report on Form 8-K, filed on August 6, 2003
(File No. 001-13664)).

10.28a First Amendment to Stockholders’ Agreement, dated as of December 18, 2003 (incorporated by
reference to exhibit 10.26a to the registrant’s annual report on Form 10-K for the year ended
_ December 31, 2004, filed on March 11, 2005 (File No. 001-13664)).

10.28b Second Amendment to Stockholders’ Agreement, dated as of February 24, 2004 (incorporated by
reference to exhibit:10.26b to the registrant’s annual report on Form 10-K for the year ended
December 31, 2004, filed on March 11, 2005 (File No. 001-13664)).

10.28¢ Third Amendment to Stockholders’ Agreement, dated as of July 14, 2004 (incorporated by reference
to exhibit 10.26¢ to the registrant’s annual report on Form 10-K for the year ended December 31,
- 2004, filed on March 11, 2005 (File No. 001-13664)).
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10.34b
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- Description of Exhibits

Fourth Amendment to Stockholders’ Agreement, dated as of October 25, 2005 (incorporated by
reference to exhibit 10.26d to the registrant’s annual report on Form 10-K for the year ended
December 31, 2005, filed on March 14, 2006 (File No. 001-13664)).

Fifth Amendment to Stockholders’ Agreement, dated as of January 31, 2006 (incorporated by
reference to exhibit 10.26e to the registrant’s annual report on Form 10-K for the, year ended
December 31, 2005, filed on March 14, 2006 (File No. 001-13664)).

Equity Commitment Letter, dated as of August 3, 2003, signed by The PMI Group, Inc, Falcons
. Acquisition Corp., FGIC Holdings, Inc. and General Electric Capital Corporation (incorporated by
reference to exhibit 99.2 to the registrant’s current report on Form 8-K, filed on August 6, 2003
(File No. 001-13664)).

Form of Note (included in Exhibit 4.5).

Form of 6.000% Senior Note due 2016 (incorporated by reference to exhibit 10.2 to the registrant’s
- quarterly report on Form 10-Q for the quarter ended September 30, 2006, filed on November 7,
2006 (File No. 001-13664)). .

Form of 6.25% Senior Note due 2036 (incorporated by reference to exhibit 10.3 to the registrant’s
quarterly report on Form 10-Q for the quarter ended September 30, 2006, filed on November 7,
2006 (File No. 001-13664)).

Amendment Agreement No. 6, effective May 8, 2009, to the Revolving Credit Agreement dated as
of October 24, 2006, among The PMI Group, Inc., as Borrower, Bank of America, N.A., as
Administrative Agent, and the Lenders Party thereto as amended, and the Amended and Restated
Revolving Credit Agreement attached thereto as Annex I, which became effective May 29, 2009
(incorporated by reference to Exhibit 10.3 to the Company’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2009 filed on May 11, 2009 (File No. 001-13664)).

Amendment Agreement No. 1, dated as of November 9, 2009, to the Amended and Restated _
Revolving Credit Agreement, dated as of May 29, 2009, among the Company, the lenders referred
to therein and Bank of America, N.A., as Administrative Agent (“Administrative Agent”) and -
Amendment Agreement No. 1, dated as of November 9, 2009, to the Bank Facility Pledge
Agreement, dated as of September 29, 2008, between the Company and the Administrative Agent
(incorporated by reference to Exhibit 10.1 to the registrant’s Curreént Report on Form 8-K filed on
November 12, 2009 (File No. 001-13664)). : : .

Share Sale Agreement by and among PMI Mortgage Insurance Co., QBE Holdings (AAP) Pty
Limited and QBE Insurance Group Limited, dated as of August 14, 2008 (incorporated by
reference to exhibit 10.1 to the Company’s current report on Form 8-K, filed August 15, 2008
(file number 001-13664)). : ‘

Amendment Agreement by and among PMI Mortgage Insurance Co., QBE Holdings (AAP) Pty
Limited and QBE Insurance Group Limited, dated as of August 29, 2008 (incorporated by
reference to exhibit 10.2 to the Company’s current report on Form 8-K, filed September 2, 2008
(File No. 001-13664)).

Second Amendment Agreement by and among PMI Mortgage Insurance Co., QBE Holdings (AAP)
Pty Limited and QBE Insurance Group Limited, dated as of October 22, 2008 (incorporated by
reference to exhibit 2.3 to the Company’s current report on Form 8-K, filed October 28, 2008
(File No. 001-13664)).

Third Amendment Agreement by and among PMI Mortgage Insurance Co., QBE Holdings (AAP)
Pty Limited and QBE Insurance Group Limited, dated as of December 17, 2008 (incorporated by
reference to exhibit 2.2 to the registrant’s current report on Form 8-K, filed on December 22, 2008
(File No. 001-13664)).

Share Sale Deed by and among The PMI Group, Inc., QBE Holdings (AAP) Pty Limited and QBE
Insurance Group Limited, dated as of August 29, 2008 (incorporated by reference to exhibit 10.1
to the Company’s current report on Form 8-K, filed September 2, 2008 (File No. 001-13664)).
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Description of Exhibits

Note Deed, dated as of October 22, 2008, between PMI Mortgage Insurance Co. and QBE Insurance
Group Limited (incorporated by reference to exhibit 10.1 to the Company’s current report on
Form 8-K, filed October 28, 2008 (File No. 001-13664)).

Agreernent dated as of June 10, 2008 by and among PMI Guaranty Co., Financial Guaranty
- Insurance Company and Assured Guaranty Re LTD (incorporated by reference to exhibit 10.2 to
the registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2008, filed on
August 11, 2008 (File No. 001-13664)).

Share Sale Deed by and among The PMI Group, Inc., QBE Lenders’ Mortgage Insurance Limited
‘and QBE Insurance Group Limited, dated as of December 17, 2008 (incorporated by reference to
exhibit 2.1 to the registrant’s current report on Form 8-K, filed on December 22, 2008
(File No. 001-13664)). ' :

Termination Deed by and among The PMI Group, Inc., QBE Holdings (AAP) Pty Limited and QBE
“Insurance Group Limited, dated as of December 17, 2008 (incorporated by reference to exhibit
10.1 to the registrant’s current report on Form 8-K, filed on December 22, 2008
. (File No. 001-13664)).

“Amending Deed by and among PMI Mortgage Insurance Co. and QBE Insurance Group Limited,

dated as of December 17, 2008 (incorporated by reference to exhibit 10.2 to the registrant’s
current report on Form 8-K, filed on December 22, 2008 (File No. 001-13664)).

Letter Agreement dated February 12, 2010 by and among The PMI Group, Inc., PMI Mortgage

Insurance Co., PMI Mortgage Assurance Co., and Federal National Mortgage Association
(incorporated herein by reference to exhibit 99.1 to the registrant’s current report on Form 8-K,
filed on February 16, 2010 (File No. 001-13664)). '

Statemént re: Computation of Net Income Per Share.

Statement re: Computétioﬁ of Ratio of Earnings to Fixed Charges.
Subsidiaries of the Registrant. -

Consents of Ernst & Young LLP.

Cerﬁﬁcate of Chief Executive Officer.

Certificate of Chief Financial Officer.

Certificate of Chief Executive Officer.

Certificate of Chief Financial Officer.

*  Management or director contract or compensatory plan or arrangement.



EXHIBIT 31.1
CERTIFICATION
I, L. Stephen Smith, certify that:

1. I have reviewed this Annual Report on Form 10-K of The PMI Group, Inc.;

2. Based on my knowledge, this 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 report; '

3. Based on my knowledge, the financial statements, and other financial information included in this
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 report;

4. The registrant’s other certifying ofﬁcer(s) and I are responsible for estabhshmg 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 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 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 disclose&, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the -audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiéncies 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: March 5, 2010

/s/ L. STEPHEN SMITH

L. Stephen Smith
Chief Executive Officer
Principal Executive Officer




EXHIBIT 31.2

CERTIFICATION

I, Donald P. Lofe, Jr., certify that:

1. I have reviewed this Annual Report on Form 10-K of The PMI Group, Inc.;

2. Based on my knowledge, this 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 report;

3. Based on my knowledge, the fmancml statements, and other financial information included in this

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 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(¢) 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 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 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 reglstrant 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 the
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: March 5, 2010

/s/  DoNALD P. LOFE, JR.

Donald P. Lofe, Jr.
Executive Vice President
and Chief Financial Officer
Principal Financial Officer



EXHIBIT 32.1
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, I, L. Stephen Smith, Chief Executive Officer of The PMI Group, Inc.
(“Company”), hereby certify that the Annual Report on Form 10-K of the Company for the year ended
December 31, 2009 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable,
of the Securities Exchange Act of 1934, and that the information contained in the Report falrly presents, in all
material respects, the financial condition and results of operations of the Company.

Dated: March 5, 2010 . /s/ L. STEPHEN SMITH

L. Stephen Smith
Chief Executive Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being
filed as part of the Report or as a separate disclosure document.



EXHIBIT 32.1
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, I, L. Stephen Smith, Chief Executive Officer of The PMI Group, Inc.
(“Company”), hereby certify that the Annual Report on Form 10-K of the Company for the year ended
December 31, 2009 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable,
of the Securities Exchange Act of 1934, and that the information contained in the Report falrly presents, in all
material respects, the financial condition and results of operations of the Company. :

Dated: March 5, 2010 v /s/ L. STEPHEN SMITH

L. Stephen Smith
Chief Executive Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being
filed as part of the Report or as a separate disclosure document.



EXHIBIT 32.2
CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, I, Donald P. Lofe, Jr., Chief Financial Officer of The PMI Group, Inc.
(“Company”), hereby certify that the Annual Report on Form 10-K of the Company for the year ended
December 31, 2009 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable,
of the Securities Exchange Act of 1934, and that the information contained in the Report fairly presents, in all
material respects, the financial condition and results of operations of the Company.

Dated: March 5, 2010 /s/ DoNALD P. LOFE, Jr.

Donald P. Lofe, Jr.
Chief Financial Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being
filed as part of the Report or as a separate disclosure document. ‘
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Shareholder
Information

Annual Meeting

All shareholders are cordially
invited to attend the annual
meeting of The PM! Group, Inc.

Friday, May 21, 2010
9:00 a.m

PMI Plaza

First Floor Conference Center
3003 Oak Road

Walnut Creek, CA 94597

Headquarters

The PMI Group, Inc.
PMI Plaza

3003 Oak Road

Walnut Creek, CA 94597
United States

1925.658.7878
1 800.288.1970 (within U.S )

PMI Europe
Grand Mill Quay
Barrow Street
Dublin 4, Ireland
353 1.448.2900

Investor and Media Inquiries

Our annual report on Form 10-K, quarterly
reports on Form 10-Q, proxy statement,
investor information and media packets
may be obtained at no cost by calliing

the Investor Relations Department at
888.641.4764. Links to our SEC filings,
press releases, and product and other
information may be found on our website
{(pmi-us.com).

Our Code of Business Conduct and Ethics,
Code of Ethics for Senior Financial Officers,
Board of Directors Guidelings on Significant
Corporate Governance Issues, Board
committee charters and other information
relating to our corporate governance are
also available on our website {(pmi-us.com)
or in print upon request by calling the
Investor Relations Department at
888.641.4764.

Quarterly Information

Quarterly earnings releases are available
on our website (pmi-us.com) or by calling
the investor Relations Department at
888.641.4764.

Stock Exchange Listing

The common stock of The PMI Group,
Inc. is fisted on the New York Stock
Exchange under the trading symbol PMi

Independent Registered
Public Accounting Firm

Ernst & Young LLP

560 Mission Street

Suite 1600

San Francisco, CA 94105

Transfer Agent

Shareholder Records

For information regarding registered stock
(individual stock records, dividend checks
or stock certificates):

American Stock Transfer
& Trust Company

59 Maiden Lane

Plaza Level

New York, NY 10038

800.937.5449
amstock.com
email: info@amstock.com

Executive Officers of
The PMI Group, Inc.
L. Stephen Smith

Chairman of the Board,
Chief Executive Officer,

President and Chief Operating Officer

THE PMI GROUP, INC.

Chairman of the Board and
Chief Executive Officer
PMI MORTGAGE INSURANCE CO

David H. Katkov
Executive Vice President and
Chief Business Officer

Donald P. Lofe, Jr.
Executive Vice President,
Chief Financial Officer and
Chief Administrative Officer

Joanne M. Berkowitz
Executive Vice President and
Chief Insurance Operations Officer

Lloyd A. Porter
Executive Vice President and
Chief Risk Officer

Andrew D. Cameron
Executive Vice President,
General Counsel

and Secretary
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