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FinanciaL

HighLights

As of and for the Years

Ended December31

Dofars in thousands except per

share data or as otherwise noted

Total revenues1

Net loss income

Total assets

Shareholders equity

Shares Outstanding

in thousands

Basic at year end

Basic weighted-average

Diluted weighted-average2

Per Share Data

Book value

Diluted net loss income

Cash dividends declared

2009

$923909

$659326

$4638479

$727087

82580

82317

82317

$8.80

$8.01

N/A

2007

$923185

$91 5326

$5070440

$251 2962

81120

84645

84645

$30.98

$10.81

$0.21

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 results were reported as discontinued operations

for at periods presented and accordingly were not included in

total revenues

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

inclusion would have been anti-dilutive

2008

907787

$928508

$4824399

$1278225

81688

81423

81423

$1 5.65

$11.40

$0.03



SharehoLders

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 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

PM ls and our industrys structural significance to

the nations housing system and the durability of our

business model

Our financial results for 2009 reflect the challenging

market conditions during this difficult economic cycle

For the full year 2009 PMI reported 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 2009



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 PMIs 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 PMIs primary risk in force

this segment continues to be 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

PMIs Homeownership Preservation Initiatives or

HPI which helps our company and our servicers

mitigate losses enabled 23352 borrowers to retain

their homes through loan modifications and payment

plans in 2009 Additionally we enabled another 7595

borrowers to avoid foreclosure through short sales

and deeds-in-lieu of foreclosure By the end of 2009

approximately 23000 of our delinquent loans were

enrolled in the U.S Treasurys 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 PMIs 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 companys 37-year

history The strong characteristics of this business

reflect our current underwriting guidelines and

most importantly the mortgages insured have high

likelihood of success for both PMI and for borrowers



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

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 nations housing market our

communities and the mortgage finance system

Thank you for your continued confidence in PMI

/47%
Stephen Smith

Chairman and Chief Executive Officer
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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 pooi 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 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 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 result of new information future events or otherwise



PARTI

ITEM BUSINESS

Overview of Operations

Through our subsidiary PMI Mortgage Insurance Co MIC and its affiliated companies collectively

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 million for the year ended December 31 2009 Our financial condition and results of operations
for

2009 are discussed on both consolidated and segment basis in Item Management Discussion and Analysis

of Financial Condition and Results of Operations the MDA below As result of our significant net losses

we face number of regulatory and other issues as discussed in Regulatory and Other Issues Facing PMI

below and in the MDA

In 2008 we sold our Australian and Asian operations
and we are not wnting new business in our European

and Canadian operations As result we are pnmanly focused on our Mortgage Insurance operations In

response to changing economic and industry
conditions and in order to preserve capital PMI made number of

changes to its underwriting guidelines and customer management strategies in 2008 and 2009 all of which had

the effect of limiting PMI new business wntings in 2009 We are undertaking efforts to maintain or slightly

increase insurance wntings in 2010 However we expect 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 PMIs 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 number of capital and business initiatives designed to mitigate losses and/or

generate capital or capital relief Such initiatives included

Homeownership PreservationIn 2007 we formed PMI Homeownership Preservation Initiatives HPI

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 RestructuringIn 2009 we restructured including through commutation certain modified

pool policies which resulted in the acceleration of claims paid at 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 statutory and GAAP basis

Contribution of PMI Insurance Co or PlC to MICEffective September 30 2009 we contributed our

wholly owned subsidiary PlC to MIC As of the effective date the contribution of PlC improved MIC

capital position and increased MIC excess minimum policyholders position

Sale of RAM ReIn 2009 MIC sold its entire investment in RAM Re which benefited PMIs 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 FactorsCapital and Liquidity Constraints



We divide our business into three segmentsU.S Mortgage Insurance Operations International Operntions
and Corporate and Other

U.S Mortgage Insurance Operations As U.S residential mortgage insurer PMI offers 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 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 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

Corporate and Other Our Corporate and Other segment consists of
corporate debt and expenses of our

holding company The PMI Group Inc 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 includes our investment in FGIC Corporation and its wholly owned subsidiary Financial

Guaranty Insurance Company FGIC and our former investment in RAM Re which we sold in the fourth

quarter of 2009 FGIC is financial guarantor and has ceased writing new business In 2008 we reduced the

carrying value of our investment in FGIC to zero

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 Financial Statements and Supplementary Data Note 18 Business

Segments for financial information regarding our business segments

Our website address is http //www prni us corn Information on our website does not constitute part of this

report Our annual report on Form 10 quarterly reports on Form 10 current reports on Form and any
amendments to those reports are available free of charge on our website via hyperlmk as soon as reasonably
practicable after such material Is electronically filed with or furmshed to the Securities and Exchange
Commission The PMI Group is Delaware corporation founded in 1972 Our principal executive offices are
located at 3003 Oak Road Walnut Creek California 94597 2098 and our telephone number is 925 658 7878

PM the Mortgage Insurance Industry and the Current Pronounced Real Estate 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 result losses from increased claims from policies originated in 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 PMIs master policies Therefore the

average life of PMI mortgage insurance policy generally has ranged from approximately four to ten years and

may span significant portion of an economic or real estate cycle As result the loss ratios which are the ratios

of an insurers incurred losses to premiums earned of PMI and the mortgage insurance industry are particularly
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As shown in the chart above rising unemployment rates in the United States and ongoing weakness in

credit capital residential mortgage and housing markets have been reflected in our and the industry 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 net assets This reduction in net assets and the

prospect of continued losses have raised number of regulatory and other issues discussed in Section as well

as in the MDA below

Certain Regulatory and Other Issues Facing PMI

State Regulatory Capital Adequacy Requirements In sixteen states if mortgage insurer does not meet

required minimum policyholders position or exceeds maximum permitted risk-to-capital ratio generally 25 to

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 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 givtng the respective states insurance regulators such discretion Thirty-four other states do not have

specific capital adequacy requirements for mortgage insurers

affected by the cyclical nature of the U.S economy and housing and labor markets The chart below shows the

mortgage insurance industrys average loss ratios between 1989 and September 30 2009 the most recent date

for which industry data is available and PMIs loss ratios between 1989 and 2009

250%

200%

150%

100/o

50%



As result of its high losses MICs risk-to-capital ratio has increased and its excess minimum

policyholders position has decreased The graph below shows MICs risk-to-capital ratio and excess minimum

policyholders position

N\
As of December 31 2009 MIC nsk to capital ratio was 22 to and its excess minimum policyholders

position was $63 million Unless we raise substantial additional capital or achieve significant additional

statutory capital relief in the first
quarter of 2010 MIC excess minimum policyholders position will decline

and risk to capital ratio will increase beyond levels necessary to meet regulatory capital adequacy requirements

MIC principal regulator is the Arizona Department of Insurance the Department The Department
notified MIC in the third quarter of 2009 of its initiation of 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 minimum policyholders position On February 10 2010 MIC received letter from

the Department waiving until December 31 2011 the requirement that MIC maintain the Anzona 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 If the Department were to withdraw the waiver and MIC fails to maintain

Arizona 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 While the waiver remains in effect the

waiver letter requires that MIC among other things comply with certain information reporting requirements

submit to the Department for its approval MIC annual operating plan for calendar years 2010 and 2011 and

submit to the Department for its approval any proposed material change to MICs then-current underwriting

guidelines or operating plan See Item 1A Risk FactorsUnless 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
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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 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 plan to enable us to write new mortgage insurance

in such states by PMAC PMAC is 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 Miºhigan

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 direct issuer of mortgage guaranty insurance Fannie Maes 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 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 variety of actions subject to enumerated exceptions without Fannie Maes 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 transfemng 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 Macs criteria

Continued GSE Eligibility Lenders purchase mortgage insurance from us to reduce losses as result of

borrower default to obtain capital 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 result of their purchases of low down payment

mortgages the GSEs are and historically have been two of PMI largest customers The GSEs have established

approval requirements for eligible mortgage insurers In 2008 because of rating agency actions discussed under

Financial Strength Ratings 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 talung or plan to take to

bolster MIC 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 1A Risk FactorsThe exercise of certain rights reserved by the GSEs under eligibility

requirements for mortgage insurers 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 severe loss scenarios and review among other things

corporate strategy operational performance available liquidity the outlook for the relevant 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 2010

Standard Poors Moodys Fitch

PMI Mortgage Insurance Co B2 NR
PMI Insurance Co B-i- NR NR
PMI Europe NR NR
CMG Mortgage Insurance Company BBB NR BBB
FGIC NR NR NR

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

Holding Company Ratings

as of March 52010

Standard Poors Moodys Senior Fitch Senior

Counterparty Unsecured Unsecured
Credit Debt Debt

Rating Rating Rating

The PMI Group Inc CCC Caa2 NR

In 2008 and further in 2009 partially in response to MICs increased losses and reduced capital

Standard Poors SP and Moodys Investors Service Moodys each lowered its insurer financial

strength rating on MIC from AA or equivalent to and B2 respective1y 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 discussion of recent rating agency actions with respect to our holding companys ratings and

subsidianes insurer financial strength ratings and nsk factors associated with these issues see Item 1A Risk

FactorsWe have been and will continue to be negatively impacted by downgrades of MIC insurer financial

strength ratings and downgrade of our senior unsecured debt ratings could increase our borrowing costs

and therefore adversely affect our liquidity and Liquidity and Capital ResourcesRatings in the MDA

Mortgage Insurance Operations

Through PMI we provide residential mortgage insurance products to mortgage lenders and investors

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 MTC may only offer mortgage insurance covering first 1ien one-to-four fami1y residential

mortgages

Residential mortgage insurance protects mortgage lenders and investors in the event of borrower default by

reducing and in some instances eliminating the resulting credit loss to the insured institution By mitigating

losses as result of borrower default residential mortgage insurance facilitates the ongrnation 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 required 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

PMIs residential mortgage insurance products typically provide first loss protection on loans originated by
residential mortgage lenders and sold to the GSEs and to lesser extent on loans held by portfolio lenders

PMIs current product offerings are described below In response to changing economic and industry conditions

and in order to preserve capital PMI made number of changes to its underwriting guidelines and customer

management strategies in 2008 and 2009 all of which had the effect of limiting PMI new business writings in



2009 We are undertaking efforts to maintain or slightly increase insurance writings in 2010 However we expect

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 PMIs 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 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 Managements

Discussion and Analysis of Financial Condition and Results of OperationsConditions and Trends Affecting our

BusinessU.S Mortgage Insurance Operations and Item 1A Risk FactorsCapital and Liquidity Constraints

below

Products

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 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 loans default and property
foreclosure In lieu of paying the coverage percentage

of the loss amount on

defaulted loan we generally may 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 insureds actual loss up to the

maximum level of coverage

Our core pnmary mortgage insurance business is offered on loan by loan basis to lenders through our

flow channel The majonty of our pnmary insurance wntten is on loans sold to the GSEs Pnor to 2009

through its structured finance channel PMI also offered and sold pnmary mortgage insurance products to

non agency mortgage backed secunties MBS issuers as credit enhancement covenng portfolios of loans

non-agency market PMI does not expect to offer structured primary mortgage insurance products in 2010

PMI 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 given date Primary risk in force is the aggregate dollar

amount of each primary insured mortgage loans 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 given period

2009 2008 2007

Dollars in millions

Flow Channel $8 993 100% $22 197 98% $37 584 81%

Structured Finance Channel 0% 442 2% 549 19%

Total Primary N1W $8994 100% $22639 100% $46133 100%

PMIs total primary NIW decreased substantially in 2009 principally
due to PMIs capital management

strategies and changes to PMI underwriting guidelines
that limited the types

of loans PMI would insure The

size of the U.S mortgage origination market also impacts PMIs 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 PMIs declining N1W Notwithstanding these external market



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 US 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 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 variety of factors to continue to impact such new business writings in 2010

Primary Flow Channel

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 things allow the GSEs to purchase

low down payment mortgage loans only if the lender secures mortgage insurance on those loans from an

eligible insurer such as PMI or ii retains participation of not less than 10% in the mortgage or iiiagrees to

repurchase or replace the mortgage in the event of default under specified conditions If the lender retains

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 lenders increased obligations which cOuld in

turn increase the lender cost of doing business

Under the U.S Department of the Treasurys Treasury Home Affordable Refinance Program HARP
announced on March 2009 certain borrowers whose loans are owned or guaranteed by the GSEs and have

loan-to-value ratios that have risen as result of declines in home prices may refinance and take advantage of

lower interest rates or 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 594 HARP requests and of those 339 were finalized totaling

approximately $509 million in modified insurance in force

The GSEs have established approval requirements for eligible mortgage insurers The approval requirements

cover substantially all areas of PMI mortgage insurance operations and
require disclosure of certain activities

and new products to the GSEs Prior to the
suspension of certain eligibility criteria in February 2008 the GSEs

mandated that eligible mortgage insurers maintain at least two of the following three ratings AA- by SP or

Fitch Ratings Fitch or Aa3 by Moodys 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 lA Risk FactorsWe have been and will

continue to be negitively impacted by downgrades of MICs insurer financial strength ratings andThe 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 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 eligible 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

requirements 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 withrespect 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 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 conservator increases the likelihOod thatthe U.S Congress will examine the roleandpurpose 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 FactorsIf 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 decrease of our future.revenue

Lenders that purchase mortgage insurance select specific coverage
levels for insured loans As result of

the GSEs coverage requirements lenders generally select coverage percentage that effectively reduces 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 programs under which for certain loans lenders could choose mortgage insurance coverage

percentage that was the minimum required by the GSEs charters or charter coverage
rather than higher or

standard coverage in exchange for lower payment from the GSEs The GSEs also have had programs known

as reduced coverage under which for certain loans lenders could choose coverage level that was higher than

charter coverage but lower than standard coverage Effective January 2010 the lenders 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 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

significantly higher percentage .of loans

PMI charges higher premium rates for higher coverage as higher coverage percentages generally result in

higher amounts paid per claim Depending on the loan the premium payments for flow primary mortgage

insurance coverage are typically borne by the insured customer the niortgage borrower Borrower Paid MI

and less frequently by the insured Lender Paid MI In either case the payment of premiums to us is generally

the responsibility of the insured PMIs 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 spectrum of variables including 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 4% 2% and 20 1% of flow NIW in 2009 2008

and 2007 respectively

Premium payments may be paid to us on monthly annual or single premium basis Monthly payment

plans represented 88.3% 94.7% and 93.5% àf 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 to 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 portion of single premium plan payments may be refundable if the insured cancels

coverage which generally occurs when the loan is repaid the bàn amortizes to sufficiently low amount to

trigger 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

result losses from increased claims on policies originated in 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 PMIs master policies. However the insured or the

loans mortgage servicer generally may cancel mortgage insurance coverage
issued through.our flow channel at

any time In addition the GSEs guidelines generally provide that borrowers written request to cancel

Borrower Paid MI should be honored if the borrower has 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 ofBorrower Paid

MI on most loans when the LTV ratio based upon the loans amortization schedule reaches 78% and provides

for cancellation of Borrower Paid MI upon borrower request when the LTV ratio based on the original value

of the property reaches 80% upon satisfaction 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 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 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

Pool Insurance

Modified Pool Insurance Prior to 2008 we offered modified pooi insurance products primarily to the

GSEs for regulatory capital relief or the reduction of mortgage default risk Modified pooi 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 loan-level benefit limit on individual loans held within the pool of insured loans up to 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 predetermined cumulative claims level or deductible is

reached Such mezzanine-level coverage generally also includes stop loss limit The existence of stop loss

protection for PMI modified pooi exposure results in maximum loss amount equal to PMI modified pool

risk in force As of December 31 2009 PMI had $0 billion of modified pool risk in force representing 27%
of PMI total risk in force Unless otherwise noted primary insurance statistics in this report do not include pool

insurance

As 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 portfolios 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 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 for the

particular pool although at discount of such expected future claim payments When we restructure our

modified pool contracts at discount to the level of our associated recorded reserves we realize statutory

capital benefit In connection with the restructurings we completed in 2009 PMI paid the counterparties

accelerated discounted 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 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 PMIs total net risk in force and 28.0% of PMIs total net pool risk in

force including modified pool
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Joint VentureCMG Mortgage Insurance Company

CMG Mortgage Insurance Company and its affiliates collectively CMG MI offer mortgage insurance for

loans originated by credit unions CMG MI is 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 MI is

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 MIs financial results are reported in our consolidated

financial statements under the equity method of accounting in accordance with generally accepted

accounting principles or GAAP CMG MI operating results are not included in our results shown in Part of

this Report on Form 10 unless otherwise noted

Under the terms of the restated joint venture agreement effective as of June 2003 CMIS has the right on

September 2015 or earlier under certain limited conditions to require MIC to sell and MIC has the right to

require CMIS to purchase MIC interest in CMG MI for an amount equal to the then current fair market value

of MIC interest MIC and CMIS have also entered into 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 MIs risk-to-capital ratio at or below 19.0 to CMG MIs risk-to-capital

ratio as of December 31 2009 was 17.2 to See Item 1A Risk FactorsCurrent market volatility combined

with falling home prices and rising unemployment have materially and adversely affected our business and

results of operations and we do not expect these conditions to improve in the near future MIC capital support

obligation is limited to an aggregate of $37 million

Competition

U.S Private Mortgage Insurance Industry

The private mortgage insurance industry presently consists 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 affiliate of American

International Group Inc Radian Guaranty Inc or Radian and Republic Mortgage Insurance Co an affiliate of

Old Republic International Assured Guaranty Mortgage Insurance Company 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 member of Essent Group Ltd was recently approved as qualified mortgage insurer by the

GSEs

U.S and State Government Agencies

PMI and other private mortgage insurers compete with federal and state government agencies that sponsor

their own mortgage insurance programs The private mortgage insurers principal government competitor is the

Federal Housing Administration or FHA and to lesser degree the Veterans Administration or VA The

following table shows the relative mortgage insurance market share of FHA/VA and private mortgage insurers

over the past five years

Federal Goernmentnd
Private Mortgage Insurance

Market Share Based on NIW

Year Ended December 31

2009 2008 2007 2006 2005

FHA/VA 84.6% 60.3% 20.1% 22.7%23.5%

Private Mortgage Insurance 15A% 393% 79% 77.3% 75%

Total .... 100.0%-10ft0%l0i0%10O.Q%100%

Source Inside Mortgage Finance based upon primary NIW but includes certain insurance written that we classify as pooi insuraiice
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Since early 2008 the FHA has substantially increased its market share of the U.S primary mortgage

insurance business FHAs market share is higher as result of private mortgage insurance companies adopting

tighter underwriting guidelines limiting the types of loans they will insure and federal legislation enacted in 2008

designed to stabilize the mortgage markets by providing the FHA with greater flexibility in establishing new

products and temporanly 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 mortgage 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 nations economic recovery on January 20 2010 it announced number of changes to its program which are

designed to tighten PHA 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 580 FICO to put down at least 10% of propertys

purchase price rather than 3.5% for borrowers with FICO scores of 580 or higher reduce seller concessions to

3% from 6% and implement 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 $729750 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 limfls 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 competition in several states from state supported mortgage insurance funds

Financial Institutions and Mortgage Lenders

We and other private mortgage insurers compete with financial institutions primarily coimnercial banks and

thrifts when they retain risk on all or 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 9aCaptive Reinsurance below also negatively impacts our premiums earned

Customers

Our U.S customers are primarily mortgage lenders depository institutions commercial banks and

investors including the GSEs In 2009 PMIs top ten customers generated 56.9% of PMIs premiums earned

compared to 49.4% in 2008 The beneficiary under PMIs 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

mortgage insurance coverage In 2009 we received $74.6 million in premium revenues from Fannie Mae which

exceeded 8% of our consolidated revenues

Sales and Product Development

We employ 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 base salary

andincentive compensation tied to certain petformance objectives PMIs product development and marketing

department hasprirnary responsibility for supporting oUrexisting products and the creation of new products
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Business Composition

Primary Risk in Force The composition of PMIs primary risk in force is summarized in the table below

The table is based on information available to PMI at the date of policy origination

As of December 31

2009 2008 2007 2006 2005

Primary Risk in Force In millions $27794 $30605 $30967 $25711 $24971

Loan and Borrower Characteristics as Percentages of

Primary Risk in Force

LTV
Above 97.O LIV 20.4% 21.5% 24.6% 17.6% 14.3%

95.01% to 970% LTV 4.0% 4.1% 3.8% 4.6% 5.3%

90.01% to 95.0% LTV 30.5% 29.9% 29.5% 1.0% 33.7%

85.01% to 90% LTV 38.1% 37.5% 35.0% 37.9% 37.4%

85.00% LIV and below 7.0% 7.0% 7.1% 8.9% 9.3%

Loan Type
Fixed 90.7% 89.7% 87.2% 81.3% 80.4%

ARMs excluding 2/28 Hybrid ARMs 7.5% 8.0% 9.5% .12.5% .13.7%

2/28 Hybrid ARMs 1.8% 2.3% 3.3% 6.2% 5.9%

Less-than-A Quality less than 620 FICO 6.8% 7.1% 8.1% 8.0% 9.3%

Alt-A 17.0% 18.8% 22.8% 19.9% 17.2%

Interest Only 10.9% 11.8% 14.2% 9.9% 6.2%

Payment Option ARMs 3.1% 3.4% 3.8% 45% 3.5%

Property Type

Single-family detached 82.0% 82.1% 82.8% 82.7% 83.8%

Condominium townhouse cooperative 14.2% 13.9% 12.8% 11.9% 11.5%

Multi-family dwelling and other 3.8% 4.0% 4.4% 5.4% 4.7%

Occupancy Status

Primary residence 90.0% 89.3% 88.6% 88.8% 91.0%

Second home 4.3% 4.4% 4.3% 3.9% 3.4%

Non-owner occupied 5.7% 6.3% 7.1% 7.3% 5.6%

Loan Amount

$100000orless 11.8% 12.3% 14.6% 17.9% 19.5%

Over $100000 and up to $250000 52.1% 52.5% 53.3% 56.4% 59.1%

Over $250000 36.1% 35.2% 32.1% 25.7% 21.4%

GSE conforming loans 92.7% 92.1% 91.7% 91.7% 91.8%

Non-conforming Ioans 7.3% 7.9% 8.3% 8.3% 8.2%

Average primary loan size In thousands 161.2 160.2 155.0 142.5 136.0

Loans types are not mutually exclusive and therefore do not total 100%

GSE conforming loans have principal balances that do not exceed the maximum single-family principal balance loan limit eligible for

purchase by the USEs Non-conforming loans have
principal

balances that exceed the GSE loan limits

High LTV Loans LTV is the ratio of the original loan amount to the value of the property In our

experience as LIV ratios increase the associated default and claim rates generally increase as well In

particular .Above-97s mortgages with LIVs exceeding 97% have higher default and claim rates than

mortgageswith lower LTVs In 2008 we stopped insuring Above-97s and as of February 2009 we

stopped insuring loans with LTVs exceeding 95% As of December 31 2009 Aboye-97s represented

20.4% of our primary risk in force down from 21.5% of our primary risk in force as of December31

2008
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Fixed Adjustable Rate and 2128HybridMortgages We consider loan an adjustable rate mortgage

or ARM if its interest rate may be adjusted prior to the loans fifth anniversary Based on our

experience the delinquency and claim rates of ARMs are generally higher than in the case of fixed rate

loans 2/28 Hybrid ARM is 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

borrowers FICO score is 620 or higher and the borrower requests and is given the option of providing

reduced documentation verifying the borrowers income assets deposit information and/or

employment The default and claim rates of less-than-A quality and Alt-A loans exceed PMIs average

rates In 2008 we eliminated eligibility of less-than-A quality and Alt-A loansfor 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 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 amortization loans have more

exposure to declining 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 stgnificant 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 PMIs primary risk in force cOnsists of interest only loans whose initial deferral period

ended in 2009 Due to the tightening of underwriting guidelines 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 payment option ARM borrower generally has the option every

month to make 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 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 loans fifth

anniversary the loan is recast as fully amortizing with loan balance equal to the principal then

outstanding Accordingly 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 pærnary risk in force as of December 31 2008

Layered Risk PMI insures loans that may possess one or more of the above characteristics For

example as of Dcernber 31 2Q09

Approximately 4% of PMI
primary

risk in force consists of Above 97s with FICO scores below

620

Approximately 2% of PMI primary risk in force consists of 2/28 Hybrid ARMs that are also

Above 97s
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Approximately 0.3% of PMIs primary risk in force consists of 2/28 Hybrid ARMs with FICO

scores below 620

Approximately 4% of PMI primary risk in force consists of Alt-A loans that are also Above 97s

Approximately 3.1% of PMI primary risk in force consists of interest only loans that are also

Above-97s

Approximately 0.1% of PMI primary risk in force ºonsists of interest only loans with FICO scores

below 620

This layering of risk further increases the risk of borrower default

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 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 California

and Florida insured loans were $295037 and $175965 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 eartied Our obligation to an insured with respect to 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 shows pnmary risk in force by HCO score

Percentage of Primary Risk

in Force by FICO Score

As of December 31

2009 2008 2007

FICO Score

Less than 575 1.7% 1.8%

575619 5.0% 5.2%

620679 29.6% 30.8%

680719 24.6% 25.1%

72Oandabove 38.2% 36.1%

Unreported
9% 1.0%

Total 1000%

Pool Risk in Force The following table shows components of PMI net pool risk in force as of

December 31 for the last five years

Pool Risk in Force In miffioüs

As of December 31

2009 2008 2007 200 2005

772.4 $2221.5 $2851.9 $2527.0 $1809.6

39.6 190.4 277.8 346.7 420.6

163.5 203.8 225.6 230.6 242.8

97.6 106.7 109.0 112.2 116.0

$1073.1 $2722.4 $3464.3 $3216.5 $2589.0

2.2%

5.9%

33.1%

25.1%

32.7%

1.0%

100.0%

Modified Pool

Old Pool

Other Traditional Pool

GSE Pool

Total Pool Risk in Force
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Some of our modified pooi products are subject to deductibles and some are not The first table below

presents data for the portion of PMIs modified pool portfolio that is subject to deductibles The second table

presents similardata for the portion of PMIs modified pooi 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 during the applicable book year The data presented are as of

December 31 2009

Insurance in Force

PMIs Claims Paid to Date Including

Restructuring

Stop Loss Amount

Deductible Amount

Losses Applicable to Deductible

Deductible Balance

Reserves for Losses

Remaining Risk in Force

Modified Pool without Deductibles

____________
2005 2006 2007

Dollars in millions

Insurance in Force $1183 $3853

Stop Loss Amount 49 305

PMI Claims Paid to Date 26 45

Stop Loss Balance 23 260

We are experiencing accelerated and substantial loss development in our modified pooi products as 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 pooi 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 Defaults and ClaimsPool Claims

below As discussed above in Section 1b 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 statutory and GAAP basis to MIC of approximately $130 million

Modified Pool with Deductibles

2004 and Prior 2005 2006 2007

Dollars in millions

$4877 $4105 $8023 $4647

2008

31 134 255 78

287 265 418 181

174 171 280 98

69 59 45 10

105 111 234 88

30 67 27

103 64 72 56

2009

20092004 and Prior

$2139

483

47

436

2008

44 15 37
247 223

Reserves for Losses

Remaining Risk in Force

Established loss reserves for delinquent modified pool loans which represents PMIs estimates of losses for those loans at December 31

2009

Remaining Risk in Force is net of claims paid to date and the reserves established on delinquent modified pool loans and represents

PMIs 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 result of substantial runoff of loans subject to the agreement
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The following table shows the composition of the portion of PMI modified pooi 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 pooi of loans we show the composition of

PMIs modified pooi portfolio without deductibles in the table below on an insurance-in-force hF rather

than risk in force basis

Modified Pool without Deductibles by Book Year

As of December 312009

2004

2009 2008 2007 2006 2005 Prior

Modified Pool without Deductibles hF

In millions
3853 1183 2139

Credit Score as percentages of above IIF
Less than 575 N/A N/A N/A 8.3% 0.0% 0.5%

575619 N/A N/A N/A 185% 04% 17%

620679 N/A N/A N/A 44.6% 20.8% 33.8%

680719 N/A N/A N/A 19.5% 29.8% 27.3%

720 and above N/A N/A N/A 1% 47 7% 28 8%

Loan Type as percentages of above hF
Fixed Rate N/A N/A N/A 36.6% 98.4% 89.2%

ARMs N/A N/A N/A 63.4% 1.6% 8.5%

2/28 Hybrid ARMs N/A N/A N/A 0% 00% 0%

Specific Portfolio Characteristics as percentages

of above hF

Above 97s N/A N/A N/A 37.0% 0.1% 3.0%

AutoStates Loans N/A N/A N/A 16.7% 4.5% 6.5%

California Loans N/A N/A N/A 11.2% 22.4% 20.9%

Florida Loans N/A N/A N/A 9.9% 7.6% 7.6%

Alt-A Loans N/A N/A N/A .4.3% 70.5% 73.6%

Interest Only Loans N/A N/A N/A 3.2% 42.7% 6.6%

Avg Loan Size N/A N/A N/A $153 153 $193 329 $123 289

Avg LTV N/A N/A N/A 94% 75% 78%

Avg FICO N/A N/A N/A 648 718 693

Specific portfolio
characteristics are not necessarily mutually exclusive

Auto States includeMichiganindiana Ohio and Illinois

Total may not equal 100% due to unreported FICO scores

N/A We did not write any modified pool without deductibles in the 2009 2008 and 2007 book years

Persistency Policy Cancellations significant percentage of PMI insurance in force is compnsed of

polices written in previOus years and our premiums earned are generated by the policies that remain in force

over time Consequently the level of policy cancellations and resulting length of time that insurance remains in

force are key determinants of PMI revenue and net income and with current capital constraints 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 12-month period that

remains in force at the end of that period The following graph and table show average annual mortgage interest

rates and MICs primary portfolio persistency rates from 1999 to 2009 As shown in the table and graph PMIs

primary persistency rate has been increasing since 2007 Typically higher persistency rates stabilize PMI

18



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 capital position and limit

its ability to write new business

U- Persistency Interest Rate

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Interest Rate 7.4% 8.1% 7.0% 65% 5.8% 5.8% 5.9% 6.4% 6.3% 6.0% 5.0%

Persistency Rate 71.9% 80.3% 62.0% 56.2% 44.6% 60.9% 61.9% 69.6% 75.5% 822% 84.3%

Average annual thirtyyear fixed mortgage interest rate derived from Freddie Mac data

As shown above until 2006 there was close correlation between low or declining interest rate

environments and lower persistency rates Between 2001 and 003 declining interest rates resulted in heavy

mortgage refinance activity causing PMI policy cancellations to increase thereby negatively impacting earned

premiums during those years From 2004 through 2006 the rate of policy cancellation declined partly as result

of stabilizing or rising interest rates which caused our primary persistency rate to mcrease dunng 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 higher levels of refinance activity

during those
years Between 2007 and 2009 interest rates have declined however refinance activity decreased

primarily as result of nationwide home price depreciation coupled with reduced consumer access to credit

particularly for borrowers who obtained low-down payment mortgage loans As result even in relatively low

interest rate environment PMIs 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 persistency rate will likely remain high and therefore limit the rate at

which PMIs risk in force runs off over the next few years

Risk Management

Risk Management Approach

We utilize our loan level database in addition 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

Persistency and Interest rates

100.0%
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60.0%
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40.0%
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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 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 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 pmiAURAsm System and the PMI Market Risk Indexsm The pmiAURAsm System is proprietary risk scoring

tool we developed over 20 years ago that assigns unique risk score to each loan in PMrs 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 Indexsm is proprietary statistical model that

predicts the probability of 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 affordability 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 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 paid and lender paid mortgage

insurance products PMI no longer offers custom lender-paid premium products As 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 underwriting profits

PMI also has Distressed Markets Policy with loan to-value and loan product limitations on loans

originated in certain distressed markets Under our current Distressed Markets Policy for those 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 regular basis

Underwriting Process

To obtain mortgage insurance on an individual mortgage loan customer submits an application to us If

the loan is approved for mortgage insurance we issue commitment to the customer The significant majority of

our primary flow business is conducted through our electronic delivery channel

More than 86% of PMI flow NIW is underwritten pursuant to 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 lender

participating in the program commits us to insure 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 insureds 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 result of

significant variancefrom our quality control standards we terminated 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 Underwriting

In early 2009 we announced the discontinuation of contract underwriting services provided by our wholly-
owned subsidiary PMI Mortgage Services Co orMSC MSC performed contract underwriting services for PMI
and CMG MI New insurance policies processed by MSC contract underwriters in 2009 were 7.7% of PMIs
primary NIW compared to 11.0% in 2008 and 10.8% in 2007 As part of its contract underwriting services

MSC provided to its customers monetary and other remedies including loan indenmifications under certain

circumstances in the event that MSC failed to properly underwrite 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 obligated to pay
remedies in the future even though it has ceased providing contract underwriting services

Defaults and Claims

Defaults Our claims process begins with notification by the insured or servicer to us of default on an

insured loan Default is defined in PMIs primary master policies as the borrowers 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 default no later than the last business day of the month following the month in

which the borrower becomes three payments in default For reporting and internal tracking purposes we do not

consider loan to be in default for the
purposes of reporting defaults and default rates until borrower has failed

to pay two regularly scheduled payments Depending upon its scheduled payment date when borrower fails to

make two consecutive payments the loan default could be reported to us between the 31st and 60th day after the

first missed payment due date Borrowers default for variety of reasons including reduction of income

unemployment divorce illness inability to manage credit rising interest rate levels and declining home prices
In 2009 PMI primary default inventory increased as result of number of factors including declining home

prices higher rates of unemployment diminished access to credit weak performance in certain geographic areas

where PMI has higher concentration of risk-in-force higher than expected levels of default on Above 97 Alt-A
and Interest-only loans and decline in the rate at which defaults cure thecure rate

PMI Homeownership Preservation 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 fIPI team supplements loan servicers outreach efforts through the use of our own loss

mitigation professionals through the engagement of pecialty vendors non-profit housing counseling agencies
and through our participation in community outreach events including HOPE NOW homebwæership

preservation forums

Borrowers may cure defaults by making all of the delinquent loan payments or by satisfying in full all

amounts due under theirmortgages The cure rate is influenced by borrowers financial resourcs 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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PMI default inventory and we do not factor in such loans when calculating our ioss reserves PMI cure rate

declined in 2009 as result of among other things rising unemployment diminished refinancing opportunities

as result of declining home prices and unavailability of certain loan products 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 Treasurys HAMP program With traditional loan modification loan

default is typically cured within 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 23180 delinquent loans in our default inventory are subject to RAMP trial

periods compared to approximately 12700 loans at September 30 2009 We do not remove from our default

inventory loan subject to 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 cure rate has been partially offset by PMI 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 PMIs 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 result PMI is reviewing and investigating

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 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 reduÆed 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 weare 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

Q4 2009 Q3 2009 Q2 2009 Qi 2009 Q4 2008 Q3 2008 Q2 2008 Qi 2008

Dollars in millions

Delinquent risk in force rescinded

per quarter
$123.6 $148.4 $170.3 $200.6 $187.6 $240.8 $95.1 $34.6

Upon receiving PMI 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 expenenced an increase in the number of such 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 Item Legal Proceedings and

Item 1A Risk FactorsWe 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 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 servicers 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 Item 1A Risk FactorsWe 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 table below shows the risk in force of claims denials including primary and

pool in each quarter in 2008 and 2009

Q4 2009 Q3 2009 Q2 2009 Qi 2009 Q4 2008 Q3 2008 Q2 2008 Qi 2008

Dollars in millions

Claims denials
per quarterdelinquent risk in

force $93.4 $80.1 $184.8 $63.6 $51.7 $17.7 $12.8 $8.4

Claims and Policy Servicing As result of the portion of delinquent 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 claim

principally depends on the borrowers

equity in the underlying property at the time of default and the borrowers or the insureds ability to sell the home
for an amount sufficient to satisfy all amounts due under the mortgage loan When the likelihood of defaulted

loan being reinstated is minimal we work with the servicer to explore the possibility of liquidation workout
such as pre-foreclosure sale or early disposal of the underlying property usually in an amount less than what is

owed or deed in lieu where the borrower conveys title to the lender in satisfaction of their debtboth
avoiding the lengthy foreclosure process which can result in lower claim size to PMI

Generally our master policies provide that within 60 days after an insured or servicer files valid primary

insurance claim and supporting documentation we have the option of

paying 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 prearranged sale paying the lesser of 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 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 PMIs balance sheet in other assets as residential properties from claim

settlements also referred to as real estate owned or REO

If we do not settle 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 claim 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 December31
2008 and $20.3 million 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 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 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

PMI average primary claim severity is for given period primary
claims paid as 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 seventy reflects regional as well as

national market conditions PMI 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 discussion of claims denials see Rescission Activity above

Average Primary Claim Severity

2009 2008 2007 2006

Region

Great Lakes
96.8% 105.2% 104.4% 101.7%

Mid-Atlantic
84.1% 91.1% 75.8% 71.5%

New England
79.6% 94.8% 90.6% 76.9%

North Central
89.7% 98.7% 93.8% 86.1%

Northeast
81.2% 98.1% 83.0% 84.2%

Pacific
82.7% 95.7% 88.2% 53.5%

Plains
89.3% 93.5% 92.9% 88.2%

South Central
79.4% 1.9% 87.7% 80.6%

Southeast
87.3% 92.1% 87.2% 83.0%

Average Primary Claim SeverityU.S
85.5% 95.6% 91.5% 86.1%

Includes Indiana Kentucky Michigan and Ohio

Includes Delaware Maryland Virginia Washington D.C and West Virginia

Includes Connecticut Maine Massachusetts New Hampshire Rhode Island and Vermont

Includes Illinois Minnesota Missouri and Wisconsin

Includes New Jersey New York and Pennsylvania

Includes California Hawaii Nevada Oregon and Washington Alaska and Guam

Includes Idaho Iowa Kansas Montana Nebraska North Dakota South Dakota and Wyoming

Includes Arizona Colorado Louisiana New Mexico Oklahoma Texas and Utah

Includes Alabama Arkansas Honda 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 reserves

Primary Claims Paid for the Year

Ended December 31

2009 2008 2007

In thousands

Flow Channel $615670 $483988 $222273

Structured Finance Channel 218171 288355 104144

Other 3005 29392 3230

Total Primary Claims paid
$830836 $742951 $329647

Includes supplemental payments and reversals including $34.0 million recovered from certain terminated captive trust accounts during

2008 which reduces the total claims paid and $3.3 million in 2009 for captive recoveries
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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 PMIs 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 PMIs 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
primary risk in force Default rates are shown by region based on location of the underlying property

Percent of

nary Ri Primary Default Rate by Region

cene531 as of December 31

2009 2009 2008 2007

Region

Pacific 15.13% 27.84% 17.24% 7.16%
New England 4.53% 15.87% 10.47% 6.44%
Northeast 10.64% 18.45% 11.70% 7.26%
South Central 17.11% 16.53% 10.93% 6.14%

Mid-Atlantic 6.40% 19.53% 12.12% 5.96%

Great Lakes 9.07% 20.01% 14.85% 11.23%

Southeast 24.08% 26.95% 17.88% 9.00%
North Central 10.03% 20.85% 13.32% 7.99%
Plains 3.0 1% 13.23% 8.80%

Total Primary Portfolio 100.00% 1.40% 14.12% 7.93%

Includes California Hawaii Nevada Oregon and Washington Alaska and Guam
Includes Connecticut Maine Massachusetts New Hampshire Rhode Island and Vermont

Includes New Jersey New York and Pennsylvania

Includes Arizona Colorado Louisiana New Mexico Oklahoma Texas and Utah

Includes Delaware Maryland Virginia Washington D.C and West Virginia

Includes Indiana Kentucky Michigan and Ohio

Includes Alabama Arkansas Florida Georgia Mississippi North Carolina South Carolina Tennessee and Puerto Rico
Includes Illinois Minnesota Missouri and Wisconsin

Includes Idaho Iowa Kansas Montana Nebraska North Dakota South Dakota and Wyoming

Primary Default Rates for Top Ten
Percent of States by Primary Risk in Force

Primary Risk in
Default Rates

December31
as of December 31

2009 2009 2008 2007

Florida 10.1% 41.14% 27.79% 10.56%
California 7.7% 36.68% 24.68% 10.92%
Texas 7.5% 12.97% 9.44% 6.03%
illinois 5.2% 24.96% 14.80% 8.19%

Georgia 4.7% 23.15% 14.62% 9.50%

New York 4.0% 18.50% 11.27% 6.78%

Ohio 39% 18.04% 13.50% 10.83%

Pennsylvania 3.4% 15.46% 10.75% 7.47%

New Jersey 3.3% 24.06% 14.17% 7.53%

Washington 3.2% 16.50% 8.15% 3.58%

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 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 PMIs portfolio may contain one more than one or none of the loan

characteristics identified in Section above and in the table below which shows default rates for PMI flow and

structured finance channels and for loans that contain certain of the characteristics identified by PMI as having

heightened risk

Primary Default Rates as of

December 31

2009 2008 2007

Flow Channel

Loan Type
Alt Loans

Less-than-A Quality

Above 97s

ARMs

2/28 Hybrid ARMs

Payment option ARMs

Interest Only

Total Flow Channel

Structured Finance Channel

Loan Type
Alt-A Loans

Less-than-A Quality

Above 97s

43.2%

40.6%

28.3%

ARMs excluding 2/28 Hybrid ARMs 42.5%

2/28 Hybnd ARMs 54 3%

Payment option ARMs

Interest Only
.43.1%

Total Structured Finance Channel 28.8%

Loan types are not mutually exclusive

The higher default rates exhibited by PMI structured finance channel are primarily the result of larger

concentration of loans insured through that channel that have layered risk characteristics

Primary Default Rates and the Aging of PMI Insurance Portfolio Default and claims activity are not

spread evenly throughout the coverage period of primary
insurance book of business Based upon our

experience we generally expect the majority of default and claims activity on insured loans in PMIs current

portfolio to occur in the second through fourth years after loan origination Primary insurance written from the

period of January 2005 through December 31 2008 represented
71.2% of PMI 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

30.0%

30.4%

18.3%

32.8%

11.6%

18.6%

8.8%

15.1%

44.1%

40.9%

28.8%

43.2%

53.1%

44.0%

20.2%

38.9% 14.5%

28.2% 96%

13.0% 6.7%

32.4% 20.8%

1.6% 23.6%

18.1% 10.2%

30.4% 16.4%

48.5% 38.6%

30.1% 15.9%

20.7% 13.9%

Total Primary

Loan Type
Alt-A Loans

Less-than-A Quality
40.8%

Above 97s
28.7%

ARMs excluding 2/28 Hybrid ARMs 43.0%

2/28HybridARMs ....
54.3%

Payment option ARMs 53.1%

Interest Only
43 8%

Total Primary
21 4%

30.6%

30.8%

18.3%

32.0%

48.5%

38.9%

28.6%

14.1%

13.9%

20.2%

9.1%

15.5%

38.6%

14.5%

11.0%

7.9%
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Percent of Primary
PMI Average Risk in Force as of

Book Year Fixed Rate December 31 2009 Default Rates

Book Year

2002 and prior

2003

2004

2005

2006

2007

2008

2009

Total

4252

$1740691

7.9% 5.6% 5.7% 4.9%

Pool Claims Pool claims are generally filed after the
underlying property is sold We settle pooi claim

in accordance with the terms of the applicable pool insurance policy which includes stop loss limit and in

some cases specified deductible Subject to such stop loss limit and any deductible our modified pool
insurance generally covers 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 propertyand any primary claim proceeds Other pool insurance policies may
include maximum

coverage percentage or defined benefit Claims relating to policies with maximum

coverage percentage are settled at the lesser of the actual loss or themaximum 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 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 above sunmiarize the loss development of PMIs
modified pool portfolio

2002 and prior

003

2004

2005

2006

2007

2008

2009

Total

7.72%

6.00%

6.15%

6.31%

7.10%

7.17%

6.37%

5.16%

2009 2008 2007 2006 2005 2004

3% 16 4% 12 3% 7% 95% 10 7% 2%
7.6% 15.3% 9..6% 6.4% 5.3% 5.1% 3.1%

8.4% 17.6% 11.4% 7.8% 5.9% 4.7% 1.6%

12.4% 23.3% 16.0% 9.6% 4.9% 2.3%

15.7% 31.4% 21.2% 10.8% 2.5%

28.0% 30.9% 18.3% 5.1%

15.0% 11.7% 3.9%

6.6% 0.6%

100.0% 21.4% 14.1%

Average PMI fixed annual mortgage interest rate

The following table sets forth for each of the years 2007 2008 and 2009 the dispersion of PMIs 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

2009 2008 2007

Dollars in thousands

48924

94432

137362

411932

469590

455108

119091

64629

79310

142950

324842

555607

5805 16

87866

$1835720

76327

72104

119522

262247

349265

216628

$1096093

27



Loss Reserves

117987

87713

119017

238077

345918

224368

period of time may elapse between the occurrence of the borrower default on mortgage payments the

event triggering 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 PMI 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 àf 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 PMIs 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 full discussion of our loss reserving policy

and process see Item .7 Managements Discussion and Analysis of Financial Condition and Results of

OperationsCritical Accounting Estimates Reserves for Lcsses and LAE For reconciliation of the beginning

and ending reserve for losses and loss adjustment expenses on consolidated basis see Item Financial

Statements and Supplementary DataNote Reserve for Losses and Loss Adjustment Expenses LAE

The table belOw shows PMI total risk in force and loss reserves as of December 31 2009 2008 and 2007

Risk In Force and Loss Reserves

as of December 31

2009 2008 2007

Dollars in thousands

Total Primary and Pool Risk In Force $28867036 $33327248 $34431473

Gross Loss Reserves by Book Year

2002 and prior
135572 137136

2003 144066 118672

2004 194421 166420

2005 450343 406224

2006 850322 774871

2007 1214096 928065

2008 22Q657 93116

2009 4258

Total Loss Reserves 213 735 624 504 1133 080

The higher loss reserve balance for 2009 shown in the table above reflects among otherfactorsaccelerated

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 result of increasingly higher delinquency and claim rates higher claim

severity and slowdown in delinquency resolution partially offset by reductions in our loss reserve estimates

resulting from projected future rescission activities
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Loan Performance

The table below shows cumulative losses paid by PMI at the end of the
year of onginal policy issuance

policy year and each successive year thereafter expressed as percentage of the cumulative premiums
wntten on such policies

Year 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

0.1 0.0
11.8 23.3 38.1 14.8 9.8 4.5 1.5 0.4 0.1 0.3 0.7 0.8 1.1 1.0 1.0
39.2 90.4 112.1 47.3 44.0 18.7 5.2 2.0 2.0 3.6 7.1 6.6 6.9 5.5 6.5
74.2 139.3 166.3 83.0 83.1 35.2 8.7 5.1 6.1 10.8 .17.8 16.9 16.3 13.4 13.7

95.5 168.3 180.9 129.3 114.3 47.4 12.2 9.7 11.6 21.9 31.7 28.9 28.3 18.7 18.0

1008 1680 2296 1659 1271 564 156 131 185 324 418 398 361 211 201
90.8 184.8 251.0 177.5 135.9 60.7 18.5 17.5 23.1 40.3 50.5 47.4 40.3 21.9 20.9

98.5 197.3 265.4 184.6 139.3 63.0 21.3 20.7 26.2 45.7 56.2 51.3 41.5 22.0 21.3

107.8 203.6 265.7 187.7 141.9 65.0 24.1 23.0 29.1 49.6 59.2 52.7 41.3 218 21.3

10 111.4 205.6 264.4 1898 142.6 65.3 25.8 25.1 1.5 51.7 60.9 52.6 41.1 21.6 21.3

11 113.0 207.1 263.8 191.0 142.9 65.9 27.4 26.5 33.6 52.8 61.4 52.7 41.0 21.7 21.4

12 114.1 208.8 264.4 191.3 142.6 65.8 28.4 27.8 34.6 53.1 61.4 52.7 41.0 21.7 21.4

13 114.6 208.9 263.3 191.1 142.1 65.8 28.8 28.4 35.0 53.3 61.4k 52.6- 41.0 213 21.4
14 1.15.0 209.8 262.2 190.6 141.7 65.9 29.0 28.6 35.2 53.3 61.4 52.6 41.0 21.6 21.4
15 115.1 209.5 261.5 190.1 141.5 66.0 29.1 28.5 35.2 53.2 61.4 52.6 41.0 21.6 21.4
16 115.3 209.2 260.8 189.8 141.3 66.0 29.1 28.5 35.2 53.2 61.5 52.6 41.0 21.7 21.5
17 115.5 208.9 .260.4 189.5 141.0 66.0 29.1 28.6 35.2 53.2 61.5 52.6 41.0 21.7

18 1155 2085 2598 1895 1409 660 291 286 352 532 615 527 410
19 1155 2081 2596 1895 1408 660 291 285 352 532 615 527
20 115 208.1 259.6 189.4 140.8 66.0 29.1 28.5 35.2 53.2 615
21 115.4 208.0 259.5 189.5 140.7 65.9 29.1 28.5 35.2 53.2

22 115.3 208.0 259.5 189.5 140.7 65.9 29.1 28.5 35.2

23 115.3 208.0 259.5 189.4 140.6 65.9 29.1 28.5

24 115.3 208.0 258.6 189.5 140.5 65.9 29.1

25 115.3 206.6 .258.1 189.5 140.5 65.9

26 114.5 .206.3 28.1 189.5 140.5

27 114.0 206.3 .258.1 189.5

28 1140 2063 2581

29 1140 2063

30 1140

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

01 00 00 01 12 11 01 01 01 01 03 02 01
28 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
15.4 11.9 8.7 5.7 8.6 35.2 34.1 23.3 13.9 21.2 60.0 86.4

18.2 14.2 10.4 6.7 11.1 43.0 42.0 27.7 17.4 30.8 84.1

19.2 15.3 11.1 7.7 12.7 48.0 45.8 30.5 20.5 37.9

20.1 15.8 11.9 8.3 13.9 50.3 47.9 32.5 23.1

203 161 124 88 144 517 491 339
204 163 128 90 147 523 498

10 205 165 130 92 150 528
11 206 166 130 94 152
12 20.7 16.7 13.2 9.5

13 20.8 16.8 13.3

14 20.9 16.9

15 20.9

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 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 lower level of claims and higher persistency
2004 has 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 conditions 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 rnarets as

well as result of loan products
that have experienced higher levels of losses In particular

the cumulative loss

ratio from book year
2007 reflects significant exposure to insurance written on Alt-A loans as well as loans with

higher LTVs with greater exposure to home price declines We do not expect
business written in the 2005-2007

book years to be profitable

The 2008 book year is still in its early stages
of development with loss ratio of in its second year

which is similar in performance to the 2004 book year As 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

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 conununity-based organizations that offer

homebuyer education programs and through our HPI department endeavor to facilitata loan servicers efforts to

keep families in their homes PMI and through the PMI Foundation is committed to cr6ating sustainable

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 HopeNow AREAA Asian Real Estate Association of America NAHREP

National Association of Hispanic Real Estate Professionals NHC National Housing Conference Consumer

Credit Counseling Services of San Francisco NeighborWorks America and others

Reinsurance does not discharge PMI as the primary insurer from liability to policyholder The

reinsurance company indemnifies PMI for the reinsurance company share of losses incurred under specific

insurance policies
unlike an assumption

and novation agreement where the assuming company liability to the

policyholder is substituted for that of PMI PMI 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

Reinsurance
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Captive Reinsurance

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 Under captive reinsurance agreement PMI reinsures portion of its

risk written on loans originated by certain lender with the captive reinsurance company affiliated with such

lender In return commensurate amount of PMI gross premiums received is ceded to the captive reinsurance

company less in some instances ceding commission paid to us for underwnting and administenng the

business

Ceded premiums as well as capital deposits required of the captive reinsurer are held in bankruptcy
remote trust for PMI benefit to secure the payment of potential future claims Captive reinsurers must comply
with applicable insurance regulations 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 penods 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 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

minimum time period typically three years Because captive trust assets are not segregated by book or policy

year ceded premiums deposited into 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 given that PM1 is no longer seeking reinsurance under XOL captive reinsurance

agreements on new business

PMIs captive reinsurance agreements primarily provide for XOL reinsurance in which PMI .retains first

loss position on defined set of mortgage insurance risk reinsures 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 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 share captive reinsurance

arrangements under which the captive reinsurance company assumes pro rata share of all losses in return for

pro rata share of the premiums collected less 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 Item 1A. Risk FactorsThe U.S mortgage insurance

industry and PMI are subject to regulatory risk and have been subject to iiicreased scrutiny by insurance and
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other regulatory authorities and Item Managements Discussion and Analysis of Financial Condition and

Results of OperationsU.S Mortgage Insurance Operations Premiums written and earned below

Reinsurance with Affiliates

Certain states limit the amount of risk mortgage insurer may retain on single loan to 25% of the

indebtedness to the insured and as 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 PlC 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 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

affiliates risk-to-capital ratio By entering into these agreements MIC 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
All states have enacted legislation that requires each insurance

company in 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

32



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 Insurances 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 entitys
voting securities In addition all material transactions involving MIC PlC 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 companys ultimate controlling person We
must also submit and update biographical information about the executive officers and directors of the holding

companys 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 1C Business
Certain Regulatory and Other Issues Facing PM in sixteen states 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 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 result of
its high losses MICs risk-to-capital ratio has increased and its excess minimum policyholders position has
decreased As of December 31 2009 MICs risk-to-capital ratio was 22.1 to 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 MICs 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 FactorsUnless 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

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 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 insurers 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 PlC 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
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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 10% of policyholders surplus as of the preceding
calendar

year end or ii the preceding calendar years net investment income 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 insurers policyholders surplus is reasonable in relation to its liabilities and

adequate to its financial needs See Item Managements Discussion and Analysis of Financial Condition and

Results of Operations_Liquidity
and Capital ResourcesThe PMI Group LiquidityDividends to The PMI

Group

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 dividend or any other payments to

an affiliate such as payments under tax-sharing agreement payments for employee or other services or

payments pursuant to surplus note would because of the financial condition of the paying insurance company

or otherwise be hazardous to such insurance companys 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 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

financial examination of insurance companies domiciled in Arizona In 2008 and 2009 the Department

conducted its regularly scheduled financial examination of MIC PMG PRC PlC and RIC for the five year

period between January
2003 and December 31 2007 and filed its report 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 claims examination
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however the California Department has not yet commenced such examination In addition as mentioned in

Item 1C BusinessCertain Regulatory and Other Issues Facing PMI above the Department notified MIC in

the third quarter of 2009 of its initiation of 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

Arizona nnrnmum policyholders position On February 10 2010 MIC received 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 Anzona 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 1C BusinessCertain Regulatory and Other Issues Facing PMI The waiver letter also states

that the Department may conduct examinations and/or analyses to confirm that MIC continues to operate within

limits of the approved business plan and to ensure that its financial condition has not become financially

hazardous to its policyholders and the public See Item 1A Risk FactorsUnless we raise substantial additional

capital or achieve signficant 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 In lieu of examining foreign insurer i.e an insurer licensed but not

domiciled in state the insurance supervisors may accept an examination
report by state that has been

accredited by the National Association of Insurance Commissioners 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 supervisor The final examination reports are public records and may be obtained from

the applicable state department of insurance

GSEs In order to be eligible to insure loans purchased by the GSEs mortgage insurers must meet Fanme

Mae and Freddie Mac mortgage insurer eligibility requirements These requirements among other things

impose standards for immmum ratings legal compliance use of reinsurance including captive reinsurance policies

and procedures risk sharing and reporting requirements As discussed in Item 1C BusinessCertain Regulatory

and Other Issues Facing PMIContinued 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 FactorsThe 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 the GSEs role in the mortgage industry as well as their treatment of mortgage insurers hi addition in 2009

each of the GSEs released drafts of their respective revised ehgibility requirements which principally focused on

capital management and GSE review and consent of wide array of operational fisÆal and product matters The

GSEs aru expected to finalize their revised eligibility requirements during the first half of 2010 See
Item 1D1a BusinessU Mortgage Itisurance OperationsProducts Primary Mortgage Insurance

Primary Flow Channel and Item 1A Risk FactorsIf the role of the GSEs in the US housing market is changed

or the GSEs change other pohcies or practices the amount of insurance that PMI writes could further decrease

which could result in decrease of our future revenue In addition as discussed in Item 1C Businesscertain

Regulatory and Other Issues Facing PMI in connection with the approval by Fannie Mae of PMAC as direct

issuer of mortgage guaranty insurance MIC and PMAC are restricted from taking variety of actions

National Association of Insurance Commissioners The National Association of Insurance Commissioners

or NAIC is Organization of the state insurance regulators of all 50 states the District of Columbia Puerto

Rico Guam and U.S Territories 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 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

operating withiii their respective states IRIS cOnsiSts of key financial ratios which are intended to indicate

unusual fluctuations in an insurers statutory financial position and/or operating results State insurance

regulators apply NAIC IRIS financial ratios to MIC and its insurer affiliates on continuing basis in order to

monitor their financial condition The NAICs Financial Analysis Working Group has been facilitating the

exchange of information among regulators of mortgage guaranty insurers
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Federal Laws and Regulation

Certain federal laws such as the Homeowners Protection Act discussed below directly affect private

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 material adverse effect on

PMI As noted in Item 1D2 BusinessUS Mortgage Insurance OperationsCompetitionU and State

Government Agencies above the FHA has substantially increased its market share of the 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 material adverse effect on our ability to compete with

the FHA or VA In November of 2009 the President signed into law provision extending the current loan limits

for the FHA through 2010

The placement of the GSEs into the conservatorship of the FHFA increases the likelihood that the

Congress will examine the role and purpose
of the GSEs in the housing market and potentially propose

certain structural and other changes to the GSEs The House Financial Services Committee recently announced

that it would begin considering the future structure and role of the 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 1D1a BusinessUS Mortgage Insurance OperationsProductPrilliarY Mortgage Insurance

Primary Flow Channel above and Item 1A Risk FactorsIf the role of the GSEs in the 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 decrease ofour future revenue

On February 18 2009 President Obama announced his administration Homeowner 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 under the Plan 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 whp remain

current on their mortgages but whose LTVs have risen because of declining home values and to aid struggling

borrowers with high mortgage debt to income ratios The Plan also includes component requiring participating

lenders to adhere to the Treasurys 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

The extent to which the HAMP and HARP programs will impact PMI 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 3594 HARP modification requests and of those 2339 were finalized

totaling approximately $509.5 million in modified insurance in force As of December 31 2009 23180

delinquent loans in our default inventorywere subject to HAMP trial periods compared to approximately 12700

loans at September 30 2009 As discussed above in Item D7 BusinessU.S Mortgage Insurance

OperationsDefaults 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 positive impact

On February 17 2009 President Obama signed the American Recovery and Reinvestment Act of 2009

which was designed to stimulate the economy through 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 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 extended the 2008 USE loan limits up to $729750 in high cost areas

through 2009 which have been further extended through 2010 and increased funding to states to rehabilitate

and dispose of foreclosed homes

In order to help stabilize the housing market and provide liquidity the Federal Reserve instituted 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 negative impact on our business

Efforts to reform the regulation of financial services more generally may have matenal impact on PMI In

2009 the House of Representatives passed 4173 which is intended to provide comprehensive reform of

financial services regulation 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 stnngent

requirements would be made applicable to mortgage onginators One potential impact of Title VII might be to

limit the availability 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 onginators to retain significant

interest in loans sold into secuntization This provision could act as disincentive to banks and other regulated

entities that want to securitize mortgage loans thereby also potentially reducing demand for PMI insurance

products The Senate is also considenng similar legislation to reform the financial services industry

We continue to evaluate the above mentioned legislation and programs The extent to which such legislation

and programs and their implementation will impact PMI operations and profitability is unknown

Mortgage origination transactions are subject to compliance with yarious 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 regulations 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 cOmpanies

may obtain and use consumer credit information and define the manner in which companies may pursue
collection activities Changes in these laws or regulations could adversely affect the operations and profitability

of our mortgage insurance business

The Homeowners Protection Act of 1998 or HOPA provides for the automatic termination or cancellation

upon borrowers request of private mortgage insurance upon satjsfaction of certain conditions HOPAapplies
to owner-occupied residential mortgage loans regardlessof 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% borrower who has good payment

history as defined by HOPA may generally request cancellation of mortgage insurance once the LTV reaches

80% of the homes original value or when actual payments reduce the loan balance to 80% of the homes 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 settlement service for
purposes

of loans subject to RESPA Subject to limited exceptions RESPA prohibits persons from giving or accepting any

thing ofvalue 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

37



Home Mortgage Disclosure Act of 1975 Most originators of mortgage loans are required to collect and

report data relating to mortgage loan applicants race nationality gender marital status and census tract to

HUD or the Federal Reserve under the Home Mortgage Disclosure Act of 1975 orHMDA 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 Granim-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 implementing 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 Pnvacy Rule limits financial

institution disclosure of nonpublic personal
information to unaffihated third parties

unless certain notice

requirements are met and the consumer does not elect to prevent or opt out of the disclosure The Privacy Rule

also requires
that privacy notices provided to customers and consumers describe the financial institutions

policies and practices to protect the confidentiality and security of the information With respect to PMI GLB is

enforced by the 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 compliance obligations beyond GLB including obligations

to provide notification in the event that security breach results in 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

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

require mortgage insurance companies to provide adverse action notices to consumers in the event an

application for mortgage insurance is declined on the basis of review of the consumer credit

International Operations

Our International Operations segment includes the results of PMI Europe and PMI Canada and our former

subsidiarias 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 foÆusing 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 Managements Discussion and Analysis of Financial

ConditiOn and Results of OperationsIntrnationai Operations and Item Financial Statements and

Supplementary DataNote 18 Business Segmeits for aaditional information about geographic areas Excluding

revenue from the discontinued operations of PMI Australia and PMI Asia our International Operations segment

generated 4.8% of our consolidated revenues in 2009 compared to 1.7% in 2008 and we expect revenue frOm our

International Operations to continue to be minimal in 2010

Europe

PMI Europe is mortgage insurance and credit enhancement company incorporated and located in Dublin

Ireland PMI Europe is authorized to provide credit suretyship and miscellaneous financial loss insurance by

Irelands 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

$1813 million compared to $261.8 million at December 31 2008 PMI Europes insurer financial strength ratingisB Negative Outlook from SP

PMI Europes insured portfolio consists of capital markets products reinsurance and primary insurance all

of which are related to credit default risk on residential mortgage loans As of December31 2009 PMI Europes
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 Europes risk in force by country as of December 31 2009

Risk in Force Percent of

Country December 312009 Total

USD in millions

France $2607.2 53.5%

Italy 166.4 34%
Germany 1404.6 28.8%

United Kingdom U.K 576.9 11.8%

United States 121.0 2.5%

Total Portfolio $4876.1 100.0%

By country in which insured mortgage loan was originated

Capital Markets Transactions/CDS

Primary Mortgage Insurance

Reinsurance

Approximately 81% of PMI Europes 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 Europes investment grade coverage attaches at mezzanine or remote
loss level and is rated at least BBB- by SP BBB- by Fitch and/or Baa3 by Moodys PMI Europes

European portfolio does not include any credit impaired insured mortgages as commonly understood in

Europe...Approximately 3% of PMI Europes risk in force consists of U.S credit impaired mortgages i.e
mortgages granted to borrowers whose credit history and/or application type is not sufficient to get
conventional mortgage at the prevailing mortgage rate

Capital Markets Products PMI Europes capital markets products were designed 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 Europes risk in force was
derived from nine CDS transactions In five of these transactions PM1 Europe assumed sub-investment grade

or an uurated risk position In the remaining transactions PMI Europes risk position was rated at AAA
inves1ment grade PMI may incur losses on its CDS exposures if losses on the underlying mortgage loans reach

PMI risk layer Losses on underlying mortgages may only occur following 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 result PMI Europes 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 material impact

on our results of operations or financial condition

The table below summarizes PMI Europes credit enhancement portfolio by transaction type

Risk in Force

December 312009

USD in millions

$4007.4

747.7

121.0

$4876.1
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Certain of PMI Europes CDS contracts contain collateral support provisions which under certain defined

circumstances including downgrade of PMI Europes 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 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 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 FactorsWe are exposed to risk in the winding down of our European

and Canadian operations and the MDA

Reinsurance As of December 31 2009 approximately 2.5% of PMI Europes 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 pan passu with the financial

guarantor As of December 31 2009 approximately
2% of PMI Europes risk in force stemmed from reinsurane

of financial guaranty companies PMI Europe established loss reserves of $17 million as of December 31 2009

in respect of its reinsurance portfolio which includes reinsurance transaction with FGIC wholly-owned

subsidiary of FGIC Corporation company in which we are the largest shareholder As disclosed in Item 1F
BusinessCorporate and OtherFGIC Overview FGICs 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 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 2010 the posted collateral balance was $8.1 million PMI Europe may be

required to post additional collateral on these reinsurance transactions asa result of future loss developments

Primary Insurance As of December 31 2009 approximately 15% of PMI Europes risk in force consisted of

pimary insurance written in Italy Germany and the UK PMI Europes primary insurance is structured similarly to the

primary mortgage insurance products written in the U.S majority of PMIEuropes primary insurance in force stems

from its acquisition of 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 managements estimation of the expiration of the portfolios risk We expect the premiums

earned and risk in force associated with the portfolio
tocontinue 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

Percentage of Risk in Force
Default Rates by Product Line as of December 31

December 312009 2009 2008 2007

82.2% 1.5% 1.2% 0.8%

15.3% 4.4% 3.2% 1.6%

32.0% 4.7% 3.6%

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 substantial portion of the remaining reserves in 2010 For

discussion on PMI Europes loss reserves refer to Item Managements Discussion and Analysis of Financial

Condition and Results of Operations Critical Accounting Estimates Reserves for Losses and LAE
International Operations

PMI Europes 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

Capital Markets

Primary Mortgage Insurance

Reinsurance 2.5%

Total 10JO%

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 books concentration of credit impaired U.S loans PMI Europes reserves for losses and LAE are

shown below for the years 2007 through 2009

Reserves for losses and LAE

2009 2008 2007

USD in Thousands

Capital Market Transactions 6095 $11156 $19295

Primary Mortgage Insurance 12353 8900 3024
Reinsurance 17509 64447 19260

Total reserves for losses and LAE $35957 $84503 $41579

Excluding credit default swap transactions classified as derivatives
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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 Europes CDS contracts and spreads remain at their

current levels mark-to-market losses could be material and there will be 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

PMI 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 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 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

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 Canadas risk in force and

obtain regulatory approvals

Discontinued Operations in PMI Australia 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 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 claims paid between June 30 2008 and June 30 201 with respect to PMI Australias policies

in force at June 30 2008 ii increases in reserves with respect to such policies at June30 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 in the 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 Asiain each case if such claims are not otherwise satisfied by April 2010 QBE has not

asserted any such warranty claims to date See Item 1A Risk FactorsIf the value of the contingent note we

received in connection with our sale of PMlAustralia 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 Australias losses do not exceed certain loss amount specified in the PMI

Australia sale agreement PMI Australia is recorded as discontinued operations
in the international segment for

allperiods
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On December 17 2008 we sold PMI Asiafor cash purchase price of approximately $51.6 million which

is 92.5% of PMI Asias net tangible asset value under U.S GAAP as of June 30 2008 plus pre-completion

adjustment of $0 million PMI Asia is recorded as discontinued operations in the international segment for all

periods presented

Foreign Currency Exchange

We are subject to foreign currency exposure due to operations in Europe and Canada whose currencies

fluctuate relative to the dollarthe basis of our consolidated financial reporting Such exposure falls into

two general categories economic exposure and transaction exposure

Economic exposure is defined as the change between anticipated net cash flows in currencies other than the

U.S. dollar and the actual results 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 our 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 Operations will be magnified by translation gains We did not hedge our

economic exposure to PMI Europe or PMI Canad4 in 2009

.We do not currently hedge foreign currency exposures of net investments in our foreign operations If the

spot exchange rates of the US 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 gain benefits MICs

statutory surplus as PMI Europe is its whollyowned subsidiary

Transaction exposure .refers to currency risk related to specific transactions and occurs between the time

firm commitment in foreign currency is entered into and the time the cash is actually paid Under our

Derivative Use Plans 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 hedging

activities of transaction risk in 2009

Corporate and Other

FGIC Overview We are the largest shareholder of FGIC Corporation with common equity ownership

interest of approximately 42% FGIC Corporations wholly-owned subsidiary Financial Guaranty Insurance

Company FGIC is 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 Accounting Principles Board APB Opinion No 18 and accordingly the investment is not

consolidated

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 result of the downgrades in FGIC financial

strength ratings and FGICs 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 FactorsIt 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 202009 FGIC filed with its primary regulator the New York State rnsurance Department

the NYID its Quarterly Statement for the period ending September 30 2009 in which FGIC reported

surplus to policyholders
deficit at September 30 2009 of $865834577 and an impairment of its required

minimum surplus to policyholders at September 30 2009 of $932234577 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 FGICs 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 NYIDs ability to seek

rehabilitation or liquidation of FGIC prior to such date The NYID order further requires FGIC to provide the

NYID proposed surplus restoration plan to remove FGIC capital impairment and return FGIC to compliance

with its minimum surplus to policyholders .requirement On January 2010 FGIC announced that it had

submitted to the NYID proposed surplus restoration plan In February 2010 FGIC released its 2009 year-end

statutory-basis financial statements that reported surplus to policyholders deficit at December 31 2009 of

$1281420000 and an impairment of its required minimum surplus to policyholders at December 31 2009 of

$1347820000

As of December 31 2009 FGIC Corporation had $261895000 of principal amount of senior notes

outstanding net of senior notes held by FGIC Corporation and $46000000 of principal amount of debt

outstanding under its credit facility In addition FGIC Corporation had preferred stock outstanding with

redemption price as of December 31 2009 of approximately $344774000 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 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 Corporations credit facility as result of FGIC failure to

pay claims when due following the NYID 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 result of

FGIC Corporations 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 successful restructuring of its debts

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 2010 FGIC had not concluded plan that would

remove FGIC capital impairment and return FGIC to compliance with its minimum surplus to policyholders

requirement ..

Sale of RAM Re In 2009 MIC sold its entire investment in RAM Re which benefited MIC liquidity and

capital position MIC previously reduced its carrying value of its investment in RAM Re to zero

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 Groups 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
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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

December 31

2009 2008

AAA or equivalent 48% 59%

AA 24% 24%

-A 24% 14%

BBB 4% 3%

Total 100% 100%

Our ten largest holdings at December 31 2009 appear in the table below

Market Value

Dollars in thousands

New York NY 76 713

Metropolitan Transportation Authority NY 59895

Chicago IL Hare International Airport 51145

California St 49976

5. Florida St Board of Education Lottery Revenue 45571

Miami Dade County FL School Board 43 156

Westchester Tobacco Asset 41 233

Louisville Jefferson County KY Sewer 40 020

New York NY City Transitional Financing Authority 38184
10 Chicago IL 37370

$483263

We manage the U.S.Portfolio to achieve the goals of providing 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 emphasis is given to credit quality pnce volatility and diversification for each investment

category as well as for the portfolio as whole As of December 31 2009 based on market value and excluding

cash and cash equivalents approximately 100% of the Portfolio was invested in fixed income secunties and

preferred stocks Dunng 2009 we recorded realized loss of $10 million related to preferred secunties held in

our investment portfolio We may have additional impairments for preferred or other secunties if they meet

the cntena for other than-temporary impairment due to continuing stress in the capital markets We do not invest

in non agency mortgage backed secunties

Investments held by The PMI Group insurance subsidianes 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 policyholders 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 single issuer e.g 10%

under Arizona law

PMI Europe and PMI Canada 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 strategies and performances The

investment policies specify that the portfolios must be invested predominantly in intermediate 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 portfolios option-adjusted duration including cash and cash

equivalents was 4.0 as of December 31 2009 PMI Europes portfolio 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 portfolios option-adjusted duration including cash and cash equivalents was 1.7 at

December 31 2009 PMI Canadas portfolio did not contain investments in equity securities as of December 31

2009

We review the investment portfolios and strategies of our unconsolidated subsidiaries on quarterly

basis Through our representation on their boards of directors we have limited ability to influence their

investment management decisions

Employees

As of December 31 2009 The PMI Group together with its wholly owned subsidiaries and CMG MI had 600

full time and part time employees of which 567 persons performed services primarily for PMI were employed

by PMI Europe and 28 performed services primarily for CMG MI Our employees are not umomzed and we

consider our employee relations to be good In addition we had 113 temporary workers as of December 31 2009

ITEM 1A RISK FACTORS

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

We currently have outstanding borrowings of $125 million under our credit facility At December 31 2009

The PMI Group held cash and marketable securities of $61 million The PMI Group ts holding company and

conducts its business operations through various subsidiaries Historically The PMI Group principal sources of

funds have been dividends from its insurance subsidiaries and mcome from its investment portfolio State

insurance regulations restrict the amount of dividends that may be paid by The PMI Group insurance

subsidiaries without the consent of the applicable regulator As result of among other things MIC 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 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 sigmficant 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

Under the terms of our credit facility we are required to maintain minimum Adjusted Consolidated Net Worth

as defined in the facility of at least $700 million at December 31 2009 and $500 million from January 2010

through the maturity date of the facility of October 24 2011 Our Adjusted Consolidated Net Worth as defined the

credit facility was $1 billion as compared to net worth requirement of $700 million at December 31 2009 Our

Adjusted Consolidated Net Worth will be adversely affected by our continued losses and other factors negatively

affecting our financial position Absent sigmflcant 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 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 seek to sell certain assets including the QBE Note prior to maturity for an amount sufficient to repay

the credit facility and 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 timely manner or at all In adtion even if we are able to sell certain assets or execute

corporate initiatives there can be no assurance that we will maintain the minimum Adjusted Consolidated Net Worth

required under the credit facility thereafter

In addition under our credit facility 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 reduction and
repay 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 decreases including as result of quarterly estimates

prepared by an independent actuary See MDALiquidity and Capital ResourcesSources and Uses of

FundsThe PMI Group LiquidityThe QBE Note The value of the QBE Note will depend on number of

factors that are beyond our control and difficult to predict including judgments by the independent actuary as to

ultimate projected 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 required to repay the credit facility in whole or in part as result of

decline in the value of the QBE Note or otherwise

Failure to comply with the covenants including 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 required to repay all outstanding indebtedness under the credit facility and the lenders

under the credit facility would have the nght 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 credit facility or the senior notes

Unless we raise substantial additional capital or achieve significant capital relief in the first quarter 012010
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

At December 31 2009 MIC excess minimum policyholders position was $63 million and MIC
nsk to capttal ratio was 22 to Unless we raise substantial additional capital or achieve significant additional

statutory capital relief in the first quarter of 2010 MIC excess minimum policyholders position will decline

and risk-to-capital ratio will increase beyond levels necessary to meet regulatory capital adequacy requirements

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 adequacyrequirements of one or more states could have

material adverse impact on our financial condition results of operations and business See Our plan to write

certain new mortgage insurance in 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 mortgage insurer does not meet required minimum policyholders position which amount

fluctuates and is calculated in accordance with applicable state statutory formulae or exceeds maximum

permitted risk-to-capital ratio generally 25 to 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 mortgage insurer to immediately cease writing new
business if and so long as it fails to meet the applicable capital adequacy re4uirements 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 states 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 mortgage insurer to immediately cease writing new business if capital adequacy

requirements are not met the potential adoption of legislation similar to the laws enacted in Arizona California

and North Carolina

MICs principal regulator is the Arizona Department of Insurance the Department The Department

notified MIC in the third quarter of 2009 of its initiation of 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 Arizonas minimum policyholders position requirement On February 10 2010 MIC received

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 1C Businesscertain

Regulatory and Other Issues Facing PMI

If the Department were to withdraw the waiver and MIC fails to maintain Arizona minimum

policyholders position we would likely be required to suspend writing new business in all states In addition we

believe that certain insurance regulators could interpret their respective states statutes to require 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 position that MIC must suspend writing new business nationwide In states that

do not have capital adequacy requirements it is not clear what actions the applicable insurance regulators would

take if we failed to meet the capital adequacy requirement 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 requirements there is risk that certain of our customer relationships 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 stateshas 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 financially hazardous condition MIC

may be required to cease writing new business 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 Under the runoff support agreement among

other things if MIC risk-to-capital ratio equals or exceeds 23 to 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 MICs risk-to-capital ratio were to exceed 23 to Allstate Insurance

Company were to make any payments on account of specified third party claims or if M1Cs risk-to-capital ratio

were to exceed 24.5 to the runoff support agreement requires MIC to transfer substantially all of its liquid

assets to trust account for the payment of MICs 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 runoff 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 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 material adverse impact on our

financial condition results of operations and bUsiness

Our plan to write certain new mortgage insurance in 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

In the event that MIC is unable to continue to write new mortgage insurance in one or more states we are

working on plan to enable us to write new mortgage insurance in those states by PMI Mortgage Assurance Co
PMAC PMAC is 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 applymg to revise the line of insurance business it is authonzed 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 direct

issuer of mortgage guaranty insurance Fannie Mae 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 number of detailed conditions and restnctions on our business as discussed in Item 1C 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

becoming an eligible insurer under Freddie Mac cntena

In the event MIC is prohibited from wnting new business in certain states there is no assurance that PMAC
would be able to obtain in 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 wnting new mortgage
insurance in certain states could have material adverse impact on our financial condition results of operations

and business

There is no assurance that we will be able to raise needed capital on timely basis and on favorable terms or

at all

As 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 wntings in 2009 In addition we implemented 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 PlC to MIC and the sale of RAM Re
We are also explonng other alternatives to enhance our liquidity and

capital including debt or equity offenngs

and/or other capital relief initiatives at PMI

The amount and timing of capital we require could depend on number of factors such as

the performance of our U.S mortgage insurance operations which .is affected by among other things

the economy unemployment default and cure rates and losses and LAB

levels of new insurance written

our ability 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 result of deteriorating capital markets

financial and other covenants and event of default tnggers in our credit facility

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

which are discussed inWe have been and will continue to be negatively impacted by downgrades of

MIC insurer financial strength ratings and Item Dlc BusinessU Mortgage Insurance

OperationsProductsJoint VentureCMG Mortgage Insurance Company

Many of these factors are outside of our control and difficult to predict In addition some of these factors

such as the views and requirements
of the rating agencies

and GSEs are subjective and not subject to specific

quantitative
standards

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 pnvate

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 capital raising transaction is undertaken in an effort to

avoid an adverse action by third party we cannot be sure that the transaction could be completed in timely

manner to avoid such action The terms of 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

secunties 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 obtain 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 significant

portion of our capital needs any such financing would likely be significantly dilutive to our existing shareholders

or result in the issuance of secunties that have nghts preferences
and pnvileges that are senior to those of our

common stock or both Further any capital initiatives in the form of reinsurance or other risk trÆæsfer

transactions of our existing portfolios
would have dilutive effect on our future earnings if any

We have been and will continue to be negatively impacted by downgrades of MICs insurer financial strength

ratings

SP and Moody insurer financial strength ratings
of MIC are and B2 respectively As result

of the downgrades of MIC PMI Europe has also been downgraded and has an insurer financial strength rating of

from SP PMI Europe rating is dependent in part upon the capital support
of MIC

MIC insurer financial strength ratings have had negative effect on our eligibility to insure mortgage

loans from the GSEs and other pnvate mortgage lenders who condition our eligibility 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 the amount of or eliminated all mortgage insurance they purchase from us

as result of the ratings downgrade If we become ineligible to provide insurance to portion or all of the

mortgage loans from the GSEs or mortgage lenders our financial conditionand 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 MI
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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 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 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 flexibility

The GSEs have established approval requirements for eligible mortgage insurerS covering substantially all

areas of PMIs 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 eligibility guidelines that

include greater limitations and restrictions on mortgage insurers

In 2008 in order to maintain its eligibility with the GSEs MIC was required to submit remØdiation plans to

each GSE outlining among other things the steps we are taking or plan to take to bolster MICs 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 Dla U.S Mortgage Insurance OperationsProducts-Primary Mortgage InsurancePrimary Flow

Channel

The GSEs in their own discretion could require MIC to limit certain activities and practices in order to

remain an eligible mortgage insurer with them Such 1imitations could include among other things maximum

risk-to-capital ratios and limitations on our ability to pay dividends or make other 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 variety of actions

subject to enumerated exceptions without Fannie Maes 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 transferring 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 courseof business or in excess of specified levels

Either or both of the GSEs could determine that MICis no longer an eligible mortgage insurer The GSEs
as major purchasers of conventional mortgage loans in the United States are the primary beneficiaries of MICs

mortgage insurance coverage If either or both of the GSEs were to cease to consider MIC an eligible mortgagç
insurer and therefore cease accepting our mortgage insurance products our consolidated financial condition and

results of operations would be significantly harmed

downgrade of our senior unsecured debt ratings could increase our borrowing ºosts and therefore

adversely affect our liquidity

Our senior unsecured debt is rated CCCby SP andCaa2 by Moodys Our access to external sources

of financing as well as the cost of financing is dependent on various factors and would be adversely affected by
continued deterioration of our unsecured debt ratings Debt ratings are influenced by 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
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or 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 thenear future As discussed above

if we cannot obtain adequate capital on favorable terms or at all our business operating results and financial

condition would be adversely affected

As result of significant volatility and uncertainty in the market we impaired the value of certain securities

held in our investment portfolio and there is risk that additional impairments may occur in the fulure

In 2009 we determined that certain preferred securities held in our U.S investment portfolio were Other

than-temporarily impaired and incurred $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 secunties remaining in our portfolio Any decision to impair securities held in our

investment portfolio would be based on our assessment pf 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

sufficient period oftime 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 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 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.

Risks Relating to Risk Management and Loss Reserving

Past rescission activity has materially reduced our loss reserve estimates and our loss reserves will increase if

we are required to reverse rescissions beyond expected levels orfuturerescission 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 borrower lender or

an agent of the lender Based on PMIs recent investigations andindustry 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 believe that mortgage investors are requiring

significantly higher levels of mortgage repurchases by mortgage criginators as result of the unexpectedly high

levels of fraudulent negligent or otherwise noncompliant mortgage loan origination As result PMI is

reviewing and investigating 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 including primary and pool with an aggregate risk in force of approximately $643 milhon

As 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 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 requiredto reverserescissions 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 servicers 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
2Q08 and December 3.1 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 loan ongination 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 offuture 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 mortgage insurance subsidiaries only for loans in default We establish reserves for losses and loss

adjustment expenses of LAE based upon our estimate of unpaid losses and LAE on reported mrtgagŁ 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 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

modelscould lead to insufficient loss reserving which could increase our ultimate losses in thefuture

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

We perform premium deficiency analyses quarterly on single book basis for the Mortgage 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 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 arid 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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premium deficiency analysis was performed on 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 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 anticipate all risks and/or the

magnitude of potentialfor 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 risk is unforeseen or is underestimated 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

U.S Mortgage Insurance Operations

Current market volatility combined with falling home prices and rising unemployment have materially and

adversely 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 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 we significantly increased PMIs loss reserves in 2009 as result of the

increase in PMIs default inventory higher claim rates higher average
claim sizes and worsened severity which

is the ratio ofthe 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 increase in PMIs average

claim size was driven by

higher average loan sizes and coverage levels in PMIs portfolio as well as declines in home prices which limit

PMIs loss mitigation opportunities We had significant losses in 2009 and we expect lossesto continue in 2010

as 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 capital support agreement MIC has an obligation under specified conditions to maintain CMG

MI risk to-capital ratio at or below 19 to CMG MI risk to capital ratio as of December 31 2009 was 17

to and there is risk that MIC would be required to make contributions to CMG MI if its risk-to capital ratio

increases SeeCapital and Liquidity Constraints and Item 1D1c BusinessUS Mortgage Insurance

OperationsProductsJoint VentureCMG Mortgage Insurance Company
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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 decrease of

our future revenue

The GSEs are the beneficiaries of significant portion of the insurance policies we issue as result of their

purchases statutorily required or otherwise of qualifying mortgage loans from lenders or investors Accordingly

changes in the following or other USE policies
and practices with respect to mortgage credit enhancement could

significantly affect our business

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 mortgage

insurance coverage percentage
that was the minimum required by the GSEs charters or charter coverage

rather than higher or standard coverage with the GSEs paying 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 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

2010 Fannie Mae began giving lenders the option of selecting charter coverage on 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 2010 and the effect of the program changes on PMI 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 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 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 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 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 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

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

mortgage insurer in runoff obtained licenses in 45 states anticipates obtaining licenses in all states in 2010 and

is approved as 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 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 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

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

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

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 PM were to lose the business of major customer

PMI 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 earned premiums in 2009 The

loss of 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 forfuture losses from these loans

We charge premium rates in effect at the time 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 mortgage insurance policy As 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

PMI primary new insurance written and risk in force includes

Loans with LTVs exceeding 97% known as Above-97s As of December 31 2009 20.4% of PMIs

primary risk in force consisted of Above-97s We no longer intend to insure loans with LTVs exceeding

95%

ARMs As of December 31 2009 7.5% of PMIs primary risk in force consisted of ARMs excluding

2/28 Hybrid ARMs

2/28 Hybrid ARMs As of December 31 2009 1.8% of PMIs primary risk in force consisted of 2/28

Hybrid ARMs through PMIs structured finance channel

Alt-A loans As of December 31 2009 17.0% of PMIs primary risk in force consisted of Alt-A loans

In June 2008 we eliminated Alt-A loan eligibility altogether

Interest only loans As of December 31 2009 10.9% of PMIs primary risk in force consisted of

interest only loans

Payment option ARMs As of December 31 2009 approximately 3.1% of PMIs primary risk in force

consisted of payment option ARMs In April 2008 we eliminated future coverage of

negatively-amortizing ARM products

Less-than-A quality mortgage loans As of December 31 2009 6.8% of PMIs 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 primary risk in force consisted of Above-97s that are less-than-A quality loans

approximately 2.4% of PMIs primary risk in force consisted of Alt-A loans that are also Above-97s and

approximately 3.1% of PMI 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 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 andlor 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

PMIs loss experience may increase as its policies continue to age

Generally we expect the majority of losses and LAE on insured loans in PMIs current portfolio to occur

during the second through the fourth years after loan origination 58.8% of PMIs primary risk in force as of

December 31 2009 is on insurance written from the period of January 2006 through December 31 2008

Accordingly significant percentage of the primary portfolio is in or approaching its peak claim years
In

addition PM 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 PMIs 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 USEs 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 1D1a BusinessU.S Mortgage

Insurance OperationsProductsPrimary Mortgage InsurancePrimary 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 90 to 150 days trial period in order to

complete the modification process As of December 31 2009 23180 delinquent loans in our default inventory

were subject to HAMP trial periods compared to approximately 12700 loans at September 30 2009 We do not

remove from our default inventory loan subject to 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 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 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 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 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 PMI
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Geographic concentration of PMIs 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

large portion of our U.S business is concentrated As of December 31 2009 10.1% of PMIs 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 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 PMIs flow new insurance written is underwritten pursuant to 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 detennines that lender

participating in the delegated program commits PMI to insure 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 insureds 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

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 1D5 BusinessU.S Mortgage Insurance OperationsBusiness Composition
Persistency PMIs persistency rate has increased in recent years rising to 84.3% in 2009 from 82.2% and 75.5%

in 2008 and 2007 respectively PMIs persistency rate has been positively impacted by lower borrower refinance

activity of PMI insured loans primarily as 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 PMIs persistency rate will remain high and

therefore limit the rate at which PMIs 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 PMIs capital position and its ability to write new business which may adversely

impact our future revenues and results of operations

We reinsure 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 portion of the risks

associated with the lenders insured mortgage loans in exchange for 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 1D9a BusinessU.S

Mortgage Insurance Operations__ReinsuranCeCaPtive Re insurance 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 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 andfinancial 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

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 master policies Part Item 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 PMIs rescissions of large groups of

loans that in the aggregate are material and as 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 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 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 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 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 industiy 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 business

We have been subject to increased scrutiny by the Arizona Department of Insurance the Department and
other state insurance regulatory authorities as 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 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 the Department notified MIC in the third
quarter of 2009 of its initiation of 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 Arizonas minimum policyholders position requirement
On February 10 2010 MIC received letter from the Department waiving until December 31 2011 the

requirement that MIC maintain Arizonas 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 1C BusinessCertain 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 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 OIGs 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 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 PMIs 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 1D1a U.S Mortgage

Insurance Operations__ProductsPrimarY 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 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 Base II Capital Accord may affect the use of mortgage insurance

The Basel II Accord establishes 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 postponement in the mandatory implementation date and such 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 II 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 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 II or

how any such benefits may affect the opportunities
for growth of the mortgage insurance industry If Basel II is

implemented in manner that does not provide
sufficient capital relief to lenders using mortgage insurance our

business could be negatively impacted

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 claims paid between June 30 2008 and June 30 2011 with respect to PMI Australias

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 with respect to the loss performance
of PM Australias 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 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 MDALiquidiiy and Capital ResourcesSources and Uses of FundsThe PMI Group
LiquidityThe 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 result of the sustained adverse
economic conditions in the United States and to lesser degree the European Union As result of PMI
Europes 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 material adverse
effect on our results and financial condition

Certain of PMI Europes 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 result of changes in the fair value of its CDS contracts PMI Europes 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 Europes 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 Europes 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 Europes CDS contracts and spreads remain at their

current levels mark-to-market losses could be material and there will be 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

seventies or the acceleration in the timing of claim payments would likely result in an increase in PMIs 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 PM Europe in our winding down of its operations

and if significant enough in the aggregate could require MIC to make additional capital contributions to PM

Europe pursuant to its capital support agreements which could harm the financial condition of MIC

PMI Canadas 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 PM
Canadas portfolio approximately $31 million of risk in force as of December 31 2009 will mature in the

second half of 2010 As 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 Canadas portfolio may when

their loans become due be unable to qualify for renewal or refinancing of such loans If greater than expected

percentage of borrowers holding short-term loans insured by PMI Canada default in 2010 PM Canadas losses

could significantly increase in 2010 and 2011 However we do not expect
PMI Canadas 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 full or partial

valuation allowance against our net deferred tax assets

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 valuation allowance with 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 valuation allowance against

deferred tax assets on 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 valuation allowance

against our deferred tax assets As result we may be required to record full or an increase to the current

partial valuation allowance against our remaining net deferred tax assets with corresponding charge to net

income which could result in material adverse effect on our results of operations and financial condition See

MDACritical Accounting EstimatesValuation 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 5% shareholder or any equity structure shift

the percentage of ownership by one or more 5% shareholder 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 382s 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 result of significant trading in our stock or 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 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 variety of other factors including

the following

our operating and financial performance and prospects

our capital and liquidity constraints

increases in our loss experience including as 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 NYSEs 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 NYSEs 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

65



It is unlikely we will recover our investment in FGIC

We made 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 lB UNRESOLVED STAFF COMMENTS

None

ITEM PROPERTIES

We currently own approximately 200000 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 LEGAL PROCEEDINGS

As previously disclosed in March 2008 The PMI Group and certain of our executive officers were named

in securities class action complaint filed in the United States District Court for the Northern District of

California Lori Weinnb The PMI Group Inc Stephen Smith David Katkov and Donald Lofe Jr.

Also in March 2008 The PMI Group and the same executive officers were named in second securities fraud

class action complaint
also filed in the United States District Court for the Northern District of California

Kimberly Holt The PMI Group Inc Stephen Smith David Katkov and Donald Lofe Jr.

On April 17 2008 the court issued an order consolidating the two actions for pretrial purposes The

plaintiffs filed consolidated complaint on September 2008 naming as defendants The PMI Group Inc

Stephen Smith David Katkov Donald Lofe Jr and Bradley Shuster On October 14 2008 we filed

motion to dismiss the consolidated complaint

On July 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 first amended complaint in

the consolidated actions On September 2009 the defendants filed motion to dismiss the amended complaint

On November 2009 the Court issued an order denying the defendants motion to dismiss as result of which

the consolidated actions are no longer stayed The consolidated actions are now in the discovery phase and

case management conference was held on February 19 2010 at which 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 Stephen Smith Roger Haughton David Katkov Donald

Lofe JrMariann Byerwalter
Dr James Castle Carmine Guerro Wayne Hedien Louis Lower IT Raymond

Ocampo Jr John Roach Kenneth Rosen Steven Scheid Jose Villarreal Mary Lee Widener Ronald

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 08-0 1068 Jorge Torres Derivatively on Behalf of The PMI Group

Inc Stephen Smith Victor Bacigalupi Bradley Shuster Joanne Berkowitz David Katkov Lloyd

Porter Daniel Roberts Thomas Jeter Donald Lofe Jr Kenneth Rosen John Roach James Castle

Ronald Zech Wayne Hedien Mary Lee Widener and Raymond 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 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 2010 and the defendants response is due by April 15 2010

On January 26 2009 PM was served with 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 group of what PM believes to be approximately 39 loans which

Bayview acquired from Alliance Bancorp PMI filed an answer to Bayviews complaint in March 2009 Both

parties reported to the court in connection with required case management conference statement filed in early

June 2009 that they would be willing to engage in mediation as form of alternative dispute resolution To date

PM 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 PMIs master policies which could potentially impact significant number of rescinded

loans As result we expect that PM 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 FactorsWe 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 officers as of February 26 2010

STEPHEN SMITH 60 has served as Chairman of the Board of The PM Group Inc since May 2007

and has been one of our directors since February 2002 He has been the Chief Executive Officer since June

2006 and President and Chief Operating Officer since September 1998 of The PMI Group Inc He has served as

Chief Executive Officer of PM Mortgage Insurance Co PM 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 PM in May 1994 and elected to the same positions with The PM 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 PM Group Inc in 1979 He has served as President of the

Mortgage Insurance Companies of America and as 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 member of the Financial Services Roundtable and the National

Association of Home Builders Roundtable

JOANNE BERKOWITZ 49 has been Executive Vice PresidentChief Insurance Operations Officer of

The PM Group Inc since November 2008 From January 2008 to November 2008 Ms Berkowitz served as

Executive Vice PresidentRisk Management and Operations and from October 2005 to January 2008 she

served as Executive Vice PresidentChief Enterprise Risk Officer for The PM Group Inc She served as Senior

Vice PresidentChief Risk Officer for PM Capital Corporation from January 2004 until October 2005

Ms Berkowitz joined the PM 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 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 PM 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 KATKOV 54 has served The PMI Group nc 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 PM Group Inc in July 1992 and prior to August 2001 he

held variety of executive management positions in Sales Structured Transactions Product Development and

Portfolio Management of PM Prior to joining The PM Group Inc Mr Katkov was Vice President of US

Bank Corporation Minneapolis Minnesota

DONALD 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 certified public accountant

LLOYD pORTER 49 has been Executive Vice PresidentChief Risk Officer of The PM Group nc

since December 2008 Mr Porter has also served as Executive Vice President and Managing Director

International Mortgage nsurance 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 PM

Group Inc since February 1999 Mr Porter joined The PM Group Inc in 1983 and has held variety of

positions relating to marketing capital markets strategy
and corporate development
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PART II

ITEM MARKET FOR THE REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER
MA TTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Common Stock

The PMI Group is listed on the New York Stock Exchange under the trading symbol PMI 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

First quarter $2.79 $0.26 $0.62 $13.46 $4.82 $5.82

Second quarter $2.99 $0.60 $1.98 6.53 $1.87 $1.95

Third quarter $4.96 $1.27 $4.25 5.43 $1.20 $2.95

Fourth quarter $4.24 $1.81 $2.52 3.36 $1.15 $1.95

Preferred Stock

Our Board of Directors is authorized to issue up to 5000000 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 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 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 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 2008 through December 31

2008 and $0.0125 per share in each of the quarters in the period from January 2008 through June 30 2008

We do not expect that our Board of Directors will declare 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 Groups credit agreement places certain limitations

on our ability to pay dividends including per year cap of $0.01 per share subject to an annual aggregate limit

of $5 million and 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 common shares in 2010

Securities Authorized for Issuance under Equily Compensation Plans

See Part III Item 12 below
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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 Poors 500 Index the Russell 1000 Financial Services Index

and 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 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 stockholders 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

2004 2005 2006 2007 2008 2009

PMI

A- SP 500

Ml Index
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Total Return

12/31/04 12/31/05 12/31/06 12/31/07

PMI $100.00 98.86 $114.07 32.37

MI Index $100.00 $102.22 96.62 28.81

SP 500 $100.00 $104.90 $121.43 $128.09

Russell 1000 FIN SVS $100.00 $106.75 $126.63 $105.34

Total Return Capital Appreciation Dividend Income for the period 12/31/04 12/31/09

Total Rate of Return Total Return 1001 100

12/31/08

4.80

6.12

$80.77

$51.62

Total

Rate of

Return

12/31/09

93.79%
89.03%

2.08%

39.42%

12/31/09

6.21

10.97

$102.08

60.58
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ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF F1NANCIAL COND1TION AND
RESULTS OF OPERATIONS

Financial Results for the Year Ended December 31 2009

For the year ended December 31 2009 we recorded consolidated net loss of $659.3 million compared to

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 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 PMIs joint venture CMG Mortgage

Insurance Company and its affiliated companies collectively CMG MI U.S Mortgage Insurance

Operations recorded net loss of $655.9 million in 2009 and $709.5 million in 2008

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 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 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 PMIs 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 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 number of changes to PMIs underwriting guidelines and customer management

strategies in 2008 and 2009 all of which had the effect of limiting PMI 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 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

mortgage insurer does not meet required minimum policyholders position or exceeds maximum permitted

risk-to-capital ratio generally 25 to 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 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 states insurance regulators
such discretion

Thirty-four other states do not have specific capital adequacy requirements for mortgage insurers

MICs principal regulator is the Arizona Department of Insurance the Department On February 10

2010 MIC received 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 1C BusinessCertain Regulatory and Other Issues

Facing PMI If the Department were to withdraw the waiver and MIC fails to maintain Arizonas 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 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 plan to enable us to write new mortgage insurance in those states by PMI Mortgage Assurance Co

PMAC PMAC is 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 direct issuer of mortgage

guaranty insurance Fannie Maes 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 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 variety of actions subject to

enumerated exceptions
without Fannie Maes 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

Macs criteria See Part Item 1A Risk FactorsCapital and Liquidity Constraints

Losses and LAE PMIs 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 result of increases in PMI 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 PM 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

PMIs losses and LAE See Part Item 1A Risk FactorsWe 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 offuture 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 primary default inventory increased to 150925 as of December 31 2009 from

109580 as of December 31 2008 PMIs primary default rate increased to 21.4% as of December 31

2009 from 14.1% as of December 31 2008 PMI modified pool default inventory decreased to 46024

as of December 31 2009 from 46600 as of December 31 2008 PMI 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 higher default inventory and fewer

policies
in force The increase in modified pool default rate is due primarily to decrease in the number

of policies in force We expect
PMI 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 PMIs default inventories and default rates in

2009 were driven by 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 PMIs default inventories

and default rates

Decline in Cure RateThe percentage
of defaults that cure has declined primarily

due to rising

unemployment diminished refinancing opportunities and implementation of the U.S Treasurys

Home Affordable Modification Program HAMP Typically with traditional loan

modification loan default is cured within 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 default inventory have entered

the HAMP trial period We do not remove from PMI inventory loan subject to 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

PMIs 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 LoansWe define Alt-A loans as loans where the borrowers FICO score is 620 or higher

and the borrower requests
and is given the option of providing reduced documentation verifying

the borrowers 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 PMIs 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 poo1 default rate for Alt-A loans was 30.8% as of December 31 2009 compared to

19.4% as of December 31 2008

Above-97sPMI 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 result none of our

total primary NIW for 2009 consisted of Above-97s compared to 4.8% in 2008 As of February

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 primary risk in force

compared to 21.5% as of December 31 2008 As of December 31 2009 of the 20.4% of PMIs

primary risk in force consisting of Above-97s approximately half was from our 2007 book year

The default rate for Above-97s in PMI primary portfolio was 28.7% as of December 31 2009

compared to 18.3% as of December 31 2008

Interest Only LoansInterest 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 PMIs 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 8.6% as of December 31 2008

The above categories or risk characteristics are not mutually exclusive and PMI portfolio may

contain loans 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 result of our underwriting

guideline changes and the corresponding composition of NIW

Geographic FactorsDeclining home prices and weak economic conditions particularly in

California Florida Illinois New Jersey and Georgia have negatively affected the development of

PMI portfolio PMI default rates in California and Florida continue to exceed PMI 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 PMIs primary risk in force respectively See

Item D7Defaults 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 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

PMIs 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 PMIs

modified poo1 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 PMIs modified pooi exposure
results in maximum loss amount

equal to PMIs modified pooi 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 discount of the expected future claim

payments for the particular pool When we restructure our modified pOoi contracts at discount to the

level of our associated recorded reserves we realize capital benefit on both 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 PM 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 PMI 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 result PMI is reviewing and investigating 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 PMIs 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 current levels or future rescission activity is lower than projected we would be

required to increase loss reserves in future periods The tabie below shows the aggregate risk in force of

delinquent loans including primary and pool rescinded by PMI in each quarter in 2008 and 2009

Q4 2009 Q3 2009 Q2 2009 Qi 2009 Q4 2008 Q3 2008 Q2 2008 Qi 2008

Dollars in millions

Delinquent risk in force rescinded per

quarter $123.6 $148.4 $170.3 $200.6 $187.6 $240.8 $95.1 $34.6
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Upon receiving PMI 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 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 Item Legal Proceedings and

Item 1A Risk FactorsWe 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 to 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 servicers 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

Item 1A Risk FactorsWe 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

Q4 2009 Q3 2009 Q2 2009 Qi 2009 Q4 2008 Q3 2008 Q2 2008 Qi 2008

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 PMIs primary NIW decreased by 60.3% in 2009 compared to 2008

The decrease in PMIs primary flow NIW in 2009 compared to 2008 was principally due to PMIs

capital preservation initiatives as well as changes to PMIs pricing and underwriting guidelines that

reduce the types of loans that PMI would insure PMIs 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 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 PMIs 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 PMIs competitive position in some markets

Policy Cancellations and Persistency PMI persistency rate which is based upon the percentage of

primary insurance in force at the beginning of 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 PMIs

persistency rate reflects home price declines and to 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 PMIs persistency rate will likely remain high and therefore limit

the rate at which PMIs 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

PMI capital position and limit its ability to write new business

Other-than-Temporary Impairment of Investments During 2009 we recorded 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

PM Europe PMI Europe recorded net income of $19.8 million in 2009 compared to 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 Europes 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 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

result of development in the performance of the underlying risk referenced in such transactions PM
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

PM Canada PMI Canada recorded net loss of $2.1 million compared to 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 Canadas risk in force and obtain regulatory approvals

Discontinued Operations of PM Australia and PM Asia In the fourth quarter of 2008 we sold PMI

Australia and PM 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 PM Australia due to refinement of foreign tax

credits related to the sale of PMI Australia In the third quarter of 2009 we recorded tax benefit of

$1.3 million for PMI Asia The adjustment also related to finalization of tax calculations related to PMI

Asia

As result of the changes in our International Operations described above our International Operations will

generate 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 ResourcesThe QBE Note

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

include

Fair Value Measurement of Financial nstruments Effective January 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 contract-by-contract basis As result in 2008 our net losses were partially

offset by gains representing decline in fair value of $123.6 million related to the subsequent

measurement of fair value for these debt instruments 2009 we also experienced net gains

representing decline in fair value of $16.5 million due largely to the widening of credit spreads in

the period See Item 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 lower

number of share grants

Holding Company Liquidity Our holding companys 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 PM Group in 2009 and we do not expect that

MIC will be able to pay dividends in 2010 Our holding companys 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 discussion of the

status of The PMI Groups revolving credit facility please see Liquidity and Capital ResourcesCredit

Facility

Deferred Tax Assets As of December 31 2009 we have tax valuation allowance of $248.3 million

against $423.9 million deferred tax asset for 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 Item lA Risk FactorsWe may not be able to realize all of our deferred

tax assets and may be required to record 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 PM 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

81



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
Premiumsearned

716.8 786.2 815.4 8.8% 3.6%

Net investment income
119.2 138.7 132.6 14.1% 4.6%

Net realized investment gains losses
37.5 139.5 24.6 126.5%

Change in fair value of certain debt instruments 16.5 123.6 86.7% 100.0%

Other income loss
339 1.2 0.2

Total revenues
923.9 907.8 923.2 1.8% l.7%

LOSSES AND EXPENSES
Losses and loss adjustment expenses

1756.8 1899.3 1122.9 7.5% 69.1%

Amortization of deferred policy acquisition

costs
17.8 18.3 87.7 2.7% 79j%

Other underwriting and operating expenses
155.2 218.6 192.9 29.0% 13.3%

Interest expense
43.0 41.0 33.4 4.9% 22.8%

Total losses and expenses
1972.8 2177.2 1436.9 9.4% 51.5%

Loss before equity in losses from unconsolidated

subsidiaries and income taxes
1048.9 1269.4 513.7 17.4% 147.1%

Equity in losses from unconsolidated subsidiaries 12.0 51.8 741.5 76.8% 93.0%

Loss from continuing operations bfore taxes 1060.9 1321.2 1255.2 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 1008.7 26.3% 12.0%

Loss income from discontinued operations net of

tax
5.3 41.3 93.4 87.2% 144.2%

Net loss
t159.3 928.5 915.3 29.0% 1.4%

Diluted loss from continuing operations per share 7.94 10.90 11.92 27.2 8.6

Diluted loss income from discontinued operations

per share
0.07 0.50 1.11 86.0% 145.0%

Diluted net loss per share
8.01 11.40 10.81 29.7% 5.5%

For the year
ended December 31 2009 we recorded consolidated net loss of $659.3 million compared to

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 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 levels 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 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 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 PMIs investment portfolio The increase in our investment portfolio was partially

offset by 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 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 $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 2008 Credit spread fluctuations were the primary driver

of changes in fair value of our debt in 2009 In 2009 we experienced net gains representing 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 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

PMIs higher default inventories and higher average claim rates and claim sizes in PMIs 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 Europes 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 PMIs 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 PMIs deferred policy acquisition costs associated with PMIs 2007 book year

The decrease in other underwriting and operating expenses in 2009 compared to 2008 was primarily due to

reduction of expenses in response to the rationalization of our workforce associated with refocusing on our U.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 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 Res 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 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 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 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 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 vs

2009 2008 2007 2008 2007

Dollars in millions

U.S Mortgage Insurance Operations $655.9 $709.5 190.8 7.6%

International Operations
17.7 87.0 35.3 120.3% 146.5%

Corporate and Other 15.8 90.6 782.6 82.6% 88.4%

Loss from continuing operations $654.O $887.2 $1008.7 26.3% 12.O%

International Operations
5.3 17.2 90.3 69.2% 19.0%

Corporate and Other 24.1 3.1 l00.0%

Loss income from discontinued operations 5.3 41.3 93.4 87.2% 144.2%

Net loss $659.3 $928.5 915.3 29.O% 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 685.4 750.6 799.7 8.7% 6.l%

Premiums earned 705.9 772.2 800.9 8.6% 3.6%

Netinvestmentincome 110.7 115.2 110.4 3.9% 4.3%

Net realized investment gains losses 40.2 47.6 4.6 184.5%

Other income loss 0.0 0.4 0.1

Total revenues 856.8 839.4 916.0 2.1% 8.4%

Losses and LAE 1740.7 1835.7 1096.1 5.2% 67.5%

Underwriting and operating expenses
143.3 139.1 179.9 3.0% 22.7%

Total losses and expenses 1884.0 1974.8 1276.0 4.6% 54.8%

Loss before equity in losses earnings from

unconsolidated subsidiaries and income taxes 1027.2 1135.4 360.0 9.5%

Equity in losses earnings from unconsolidated

subsidiaries 11.5 6.5 17.1 62.0%

Loss before income taxes 1038.7 1128.9 342.9 8.0%

Income tax benefit 382.8 419.4 152.1 8.7% 175.7%

Net loss 655.9 709.5 190.8 7.6%

Premiums written and earnedPMIs net premiums written refers to the amount of premiums recorded

based on effective coverage during 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 PMIs gross premiums written are ceded to those captive reinsurance companies

PMIs premiums earned refers to the amount of net premiums written net of changes in unearned

premiums The components of PMIs net premiums written and premiums earned are as follows

Percentage

Change

2009 2008

vs vs

2009 2008 2007 2008 2007

Dollars in millions

Gross premiums written 919.5 $1007.8 $1001.4 8.8% 0.6%

Ceded and refunded premiums net of assumed 234.1 257.2 201.7 9.0% 27.5%

Net premiums written 685.4 750.6 799.7 8.7% 6.1%

Premiums earned 705.9 772.2 800.9 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 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 2009 as discussed below The increase in ceded premiums in 2008 compared to 2007 was

primarily due to 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 PMs primary risk in force was subject to captive reinsurance

agreements compared to 49.5% as of December 31 2008 In 2009 PM ceased seeking reinsurance under

excess-of-loss XOL reinsurance agreements on new business with lender affiliated captive reinsurers As

result in-force XOL contracts were placed into runoff and will mature pursuant to the existing terms and

conditions PM 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 incomeNet investment income decreased in 2009 primarily due to decline in PMI

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 higher allocation of

cash and cash equivalent investments and 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 PM investment portfolio in 2008 compared to 2007 partially offset by decrease

in
average pre-tax book yield

Net realized investment gains lossesThe 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 PMIs investment portfolio

Losses and LAEPMs 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 PMIs future claim

payments and costs to process claims relating only to PMI current inventory of loans in default Claims paid

including LAE includes amounts paid on primary and pool insurance claims and LAE PMIs losses and LAE
and related claims data are shown in the following table

Percentage

Change

2009 2008

vs vs
2009 2008 2007 2008 2007

Dollars in millions except

claim size

Total primary claims paid 704.8 725.3 328.3 2.8% 120.9%

Total pool claims paid 619.2 54.6 20.4 167.6%

LAE supplemental and other 48.3 34.1 13.6 41.6% 150.7%

Change in net loss reserves 368.4 1021.7 733.8 63.9% 39.2%

Losses and LAE $1740.7 $1835.7 $1096.1 5.2% 67.5%

Number of primary claims paid 19948 17466 10262 14.2% 70.2%

Average primary claim size in thousands 35.5 43.5 32.0 18.4% 35.9%

Amount includes claims denials which are settled without payments Additionally 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 discussion of the changes in net loss reserves in 2009 and 2008 see Conditions and Trends

Affecting our BusinessU.S Mortgage Insurance OperationsLosses and LAE above For discussion of the

impact of our rescission activities on losses and LAE see Conditions and Trends Affecting our BusinessU.S

Mortgage Insurance OperationsRescission 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 decrease in the percentage

of the default

inventory that is returning to current status The decreases in PMI 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 BusinessU.S Mortgage Insurance OperationsRescission 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 average

claim sizes in 2008 and 2007 were driven by higher loan sizes and coverage levels in PMIs portfolio
and

declining home prices which limited PMI 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

DefaultsPMI primary mortgage
insurance master policies define default as the borrowers 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 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 loan to be in default until the borrower has missed two consecutive

payments Depending upon its scheduled payment date loan in default for two consecutive monthly payments

could be reported to PMI between the 31St and the 60th day after the first missed payment due date

PMI primary default data are presented in the table below

Percentage Change
Variance

As of December 31
2009 2008

2009 2008 2007 2008 2007

Flew channel

Loans in default
122365 86060 44931 42.2% 91.5%

Policies in force
606240 662199 666216 8.5% 0.6%

Default rate
20.18% 13.00% 6.74% 7.l8pps 6.26pps

Structured channel

Loans in default
28560 23520 18266 21.4% 28.8%

Policiesinforce
99177 113642 131203 12.7% 13.4%

Default rate
28.80% 20.70% 13.92% 8.lopps 6.78pps

Total primary

Loans in default
150925 109580 63197 37.7% 73.4%

Policies in force
705417 775841 797419 9.l% 2.7%

Default rate
21.40% 14.12% 7.93% 7.28pps 6.l9pps
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PMIs primary delinquent roll forward is presented in the table below

Percentage

Change

2009 2008

vs vs

2009 2008 2007 2008 2007

Number of policies

Beginning delinquent inventory January 109580 63197 39997 73.4% 58.0%

Plus New notices 161023 163701 113104 l.6% 44.7%

Less Cures 92052 93356 78461 l.4% 19.0%

Less Paids 19948 17466 10262 14.2% 70.2%

Less Rescissions 7678 6496 1181 18.2%

Ending delinquent inventory December31 150925 109580 63197 37.7% 73.4%

Claims paid are net of claim reversals and reinstatements

PMI modified pool default data are presented in the table below

Percentage Change
Variance

As of December 31
2009 2008

2009 2008 2007 2008 2007

Modified pooi with deductible

Loans in default 35661 36477 17013 2.2% 114.4%

Policies in force 129472 210150 234694 38.4% 10.5%

Defaultrate 27.54% 17.36% 7.25% 10.l8pps 10.llpps

Modified pool without deductible

Loans in default 10363 10122 7441 2.4% 36.0%

Policies in force 48628 55438 66421 12.3% 16.5%

Default rate 21.31% 18.26% 11.20% 3.O5pps 7.O6pps

Total modified pool

Loans in default 46024 46600 24454 1.2% 90.6%

Policies in force 178100 265588 301115 32.9% 11.8%

Default rate 25.84% 17.55% 8.12% 8.29pps 9A3pps

The changes in PMIs primary and modified pool default inventories and default rates in 2009 are discussed

in Conditions and Trends Affecting our BusinessU.S Mortgage Insurance OperationsDefaults 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 BusinessU.S Mortgage Insurance OperationsModified Pool above Total pool

loans in default which includes modified and other pool products as of December 31 2009 2008 and 2007

were 51104 50772 and 29143 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 expensesPMI 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 acquisition costs 15.2 15.6 84.2 2.6% 81.5%

Other underwriting and operating expenses
128.2 123.5 95.7 3.8% 29.0%

Total underwriting and operating expenses $143.4 $139.1 $179.9 3.1% 22.7%

Policy acquisition costs incurred and deferred 24.2 37.4 51.2 35.3% 27.0%

PMIs 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 result of higher persistency levels PMI 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 PMIs deferred policy acquisition costs associated with PMIs 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 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 result of lower expense
allocations to the Corporate

and Other segment in 2009 Our change in
expense

allocation beginning January 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 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 PMIs 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 subsidiariesU.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 MIs default inventory

Income taxesU.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

RatiosPMI loss expense
and combined ratios are shown below

Variance

As of December 31
2009 2008

2009 2008 2007 2008 2007

Loss ratio
246.6% 237.7% 136.9% 8.9pps lOO.8pps

Expense ratio
20.9% 18.5% 22.5% 2.4 ppS 4.0 pp5

Combined ratio
267.5% 256.2% 159.4% ll.3pp5 96.8

PMI loss ratio is the ratio of losses and LAE to premiums earned The loss ratio increased in 2009

compared to 2008 as 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 result of higher losses and LAE and

somewhat lower premiums earned

PMIs expense
ratio is the ratio of total underwriting and operating expenses to net premiums written The

increase in PMIs expense ratio in 2009 compared to 2008 was primarily due to 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 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 NI WT he components of PMI primary
NIW are as follows

Percent

Change

2009 2008

vs vs

2009 2008 2007 2008 2007

Dollar in millions

Primary NIW
Flow channel

$8993 $22197 $37584 59.5% 40.9%

Structured finance channel
442 8549 99.8% 94.8%

Total primary NIW $8994 $22639 $46133 60.3% 50.9%

The decrease in PMIs primary flow NIW in 2009 compared to 2008 was principally
due to PMIs capital

preservation initiatives as well as changes to PMI 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 PMIs primary flow NIW in 2008 compared to 2007 was principally due to

changes to PMI underwriting guidelines that were implemented during 2007 and 2008 that decreased the types

of loans that PMI would insure and to lesser extent the continuing slowdown in the mortgage origination and

non-agency mortgage capital markets as well as increased competition from the Federal Housing

Administrations mortgage insurance programs since early 2008
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Insurance and risk in forcePMI primary insurance in force and primary
and pool

risk in force are

shown in the table below

Percentage Change
Variance

As of December31
2009 2008

___________________________________
vs VS

2009 2008 2007 2008 2007

Dollars in millions

Primary
insurance in force

$113694 $124265 $123623 8.5% 0.5%

Primary
risk in force

27794 30605 30967 9.2% 1.2%

Pool risk in force
1073 2722 3464 60.6% 21.4%

Policy cancellationsprimary year-to-date
19565 21997 25145 11.1% 12.5%

persistency_primary
84.3% 82.2% 75.5% 2.lpps 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 result of policy terminations exceeding NIW partially offset by higher persistency
The increase in

PMI 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 result of higher persistency Primary risk in force as of December 31 2008

decreased from December 31 2007 primarily as 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 2008 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 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 PMI 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 312007

Florida

10.1% 10.3% 10.8%

California
7.7% 8.0% 8.1%

Texas
7.5% 7.3% 7.2%

Illinois

5.2% 5.2% 5.0%

Georgia

4.7% 4.7% 4.7%

New York
4.0% 3.9% 3.6%

Ohio
3.9% 3.8% 3.8%

Pennsylvania

3.3% 3.3%

New Jersey

3.2% 3.0%

Washington
3.2% 3.1% 3.1%
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Credit and portfolio characteristicsLess-than-A quality loans generally include loans with credit scores

less than 620 In 2009 PM NIW consisted of significantly lower percentages of less-than-A quality and Alt-A

loans than in 2008 primarily as result of PM pricing and underwriting guideline changes The following table

presents PM less-than-A quality and Alt-A loans as percentages of primary NIW from its flow and structured

finance channels

2009 2008 2007

Dollars in millions

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

Primary NIW- flow channel 0.0% 296 1.3% 3067 8.2%

Primary NIW- structured finance channel 0.0% 26 5.8% 1605 18.8%

Total primary NIW $3 0.0% 322 1.4% 4672 10.1%

Alt-A loan amounts and as percentage of

Primary NIW- flow channel 14 0.2% $1195 5.4% $11242 29.9%

Primary NIW- structured finance channel 0.0% 16 3.6% 1397 15.9%

Total primary NIW $14 0.2% $1211 5.3% $12639 27.4%

The following table presents PMI 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 percentage of

Primary NIW- flow channel 25 0.3% 261 1.2% 1907 5.1%

Primary NIW- structured finance channel 0.0% 34 7.7% 2238 26.2%

Total primary NIW $25 0.3% 295 1.3% 4145 9.0%

Above-97 loan amounts and as percentage of

Primary NIW- flow channel 0.0% 974 4.4% $11757 31.3%

Primary NIW- structured finance channel 0.0% 113 25.6% 2821 33.0%

Total primary NIW 0.0% $1087 4.8% $14578 31.6%

The decreases shown above in the percentages of PMIs NIW consisting of ARM and Above-97 loans were

driven primarily by changes in PMIs pricing and underwriting guidelines We no longer insure loans with LTVs

in excess of 95%

The following table presents
PMI interest only loans as percentages of primary NIW from its flow and

structured finance channels and payment option ARMs as percentage of its primary NIW from its flow channel

2009 2008 2007

Dollars in millions

Interest only loan amounts and as percentage of

Primary NIW- flow channel 14 0.2% $1173 5.3% $8296 22.1%

Primary NIW- structured finance channel 0.0% 11 2.5% 1025 12.0%

Total primary NIW $14 0.2% $1184 5.2% $9321 20.2%

Payment option ARMs amounts and as percentage of

Primary NIW- flow channel $3 0.0% 54 0.2% $1252 3.3%

Total primary NIW $3 0.0% 54 0.2% $1252 2.7%
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The year over year decreases shown above in the percentage of PMI NIW consisting of interest only and

payment option ARM loans were driven primarily by changes in PMIs pricing and underwriting guidelines

The following table presents PMIs 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

7.1%

1.8%

18.8%

8.0%

2.3%

21.5%

11.8%

3.4%

6.8%

1.7%

17.0%

7.5%

1.8%

20.4%

10.9%

3.1%

8.1%

2.2%

22.8%

9.5%

3.3%

24.6%

14.2%

3.8%

International Operations results include continuing operations of PM Europe and PMI Canada and

discontinued operations of PMI Australia and PM Asia

PM Europe

PM Canada

Income loss from continuing operations

Loss income from discontinued operations

Net income loss

May not total due to rounding

2009 2008 2007

USD millions

$19.8 80.3 $33.4

2.1 6.7 1.9

17.7 87.0 35.3

5.3 17.2 90.3

$12.4 $104.2 55.0

Percentage

Change

2009 2008

vs vs
2008 2007

124.7% 140.4%

68.7%

120.3% 146.5%

69.2% 119.0%

111.9%

2009 2008 2007

As percentage of primary risk in force

Less-than-A Quality loans FICO scores below 620

Less-than-A Quality loans with FICO scores below 575

Alt-A loans

ARMs excluding 2/28 Hybrid ARMs
2/28 Hybrid ARMs
Above-97s above 97% LTVs
Interest Only

Payment Option ARMs

Less-than-A quality loans with FICO scores below 575 is subset of PMIs less-than-A quality loan portfolio

2/28 Hybrid ARMs are loans whose interest rate is fixed for an initial two year period and floats thereafter

International Operations
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PM 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 $7.3 15.9 14.1 145.9% 12.8%

Premiums earned $10.3 $13.5 14.4 23.7% 6.3%
Net gains losses from credit default swaps 31.6 11.3 14.4 21.5%
Net investment income 4.9 10.4 8.6 52.9% 20.9%

Netrealizedlosses 1.7 4.2 0.2 59.5%
Other loss 0.1 l00.0%

Total revenues 45.1 8.4 8.3 1.2%

LossesandLAE 14.1 63.2 26.8 77.7% 135.8%

Other underwriting and operating expenses 12.4 28.8 17.5 56.9% 64.6%

Total losses and expenses 26.5 92.0 44.3 71.2% 107.7%

Income loss before taxes 18.6 83.6 36.0 122.2% 132.2%

Income tax benefit ft2 3.3 2.6 63.6% 26.9%

Net income loss $19.8 $80.3 $33.4 124.7% 140.4%

The average USDIEuro currency exchange rate was 1.3949 in 2009 1.4712 in 2008 and 1.3709 in 2007 The

changes in the average USDIEuro currency exchange rates from 2008 to 2009 negatively impacted PM Europes

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 Europes financial results by $5.5 million in 2008

Premiums written and earnedNet 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 swapsPM Europe is 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 net gain of $31.6 million in 2009 compared to net loss of $11.3 million for

2008 on these CDS contracts Net gains in 2009 from CDS contracts were primarily result of changes in the fair

value of the derivative contracts in 2009 and the negotiated termination of 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 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 incomePM Europes 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 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 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 LAEPMI Europes losses and LAE includes claim payments changes in reserves and

premium deficiency reserve of $2.4 million on PMI Europes primary portfolio The premium deficiency reserve

relates to commutation transaction that resulted in decrease in unearned premium reserves Losses and LAE

in 2009 were primarily driven by reserve increases relating to new defaults in PMI Europes 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 Europes reinsurance of U.S sub-prime exposures

Underwriting and operating expensesPMI Europes 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 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 taxesPMI 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 result of preparing our 2008 income tax return which resulted in additional tax benefits for 2009

Risk in forcePMI Europes 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 number of CDS and reinsurance transactions and as result of counterparty exercising

call option in respect of two CDS transactions The decrease in 2008 was primarily due to number of credit

default swap contracts being called as scheduled limited new business writings and weakening of the Euro

against the U.S dollar

PM 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 revenues $0.3 $7.4 $2.2 104.1%

Losses and LAE 1.9 0.3 100.0%

Underwriting and operating expenses
1.4 13.8 4.1 89.9%

Total losses and expenses
3.3 14.1 4.1 76.6%

Loss before taxes 16 6.7 1.9 46.3%

Income tax benefit 1.5

Net loss $2.1 $6.7 $1.9 68.7%
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Total revenuesTotal revenues decreased in 2009 compared to 2008 primarily due to foreign currency

re-measurement losses as result of the weakening of the U.S dollar and decline in investment income PMI

Canada also had pre-tax loss on investments of $1.0 million in 2009 due to impairments as 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 2008 bulk

primary transaction

Losses and LAEPMI Canada recorded premium deficiency reserve of $1.4 million in 2009 as result of

the reassessment of loss projections

Underwriting and operating expensesThe decrease in underwriting and operating expenses
in 2009

compared to 2008 was primarily
due to PMI Canadas 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 PM Australia and PM 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 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
51114 $80005

PMI Asia
10435 10265

Income from discontinued operations
61549 $90270

Loss from sale of discontinued operations net of taxes 5335 78749

Total loss income from discontinued operations
$5335 $17200 $90270

Summarized below are the overall operating components for each entity

The following table represents PMI Australias results of operations
recorded as discontinued operations for

the periods presented

2009 2008 2007

Dollars in thousands

Premiums earned

Net investment income

Other loss income

Total revenues

Losses and loss adjustment expenses

Other underwriting and operating expenses

Income before income taxes from discontinued operations

Income tax expense

Income from discontinued operations ______ _______ _______

Loss on sale of PM Australia before income tax

Income tax expense

Loss on sale of PMI Australia ______ _______ _______

$151018

68178

28391

190805

73296

44105

73404

22290

51114

$25389

6594 39178

$6594 64567

$167106

72501

1139

240746

77500

48632

114614

34609

80005
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In the third quarter of 2009 we recorded tax expense of $6.6 million due to 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 Asias results of operations recorded as discontinued operations for the

periods presented

Total revenues

Losses and loss adjustment expenses

Other underwriting and operating expenses

Income before income taxes from discontinued operations

Income taxes

Income from discontinued operations

Loss on sale of PMI Asia before income tax

Income tax benefit expense

Gain loss on sale of PMI Asia
______

In the third quarter of 2009 we recorded tax benefit of $1.3 million The benefit was due to 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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2009 2008 2007

Dollars in thousands

15147 $13669

23 43
3316 1989

11808 11723

1373 1458

10435 $10265

23 $l0000

1282 4182

1259 $14182



Corporate and Other

Effective December 31 2009 we combined the Financial Guaranty segment into 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 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 FGCs losses if any Having completed its runoff

activities in 2008 we now report the results of operations
of PM 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 vs

2009 2008 2007 2008 2007

Dollars in millions

Net investment income
3.4 10.3 11.4 67.0% 9.6%

Net realized investment losses gains
1.0 9.4 100.0% 10.6%

Impairment of unconsolidated subsidiaries 90.9 38.5 100.0% 136.1%

Change in fair value of certain debt instruments 16.5 123.6 86.7%

Other income
2.4 10.5 14.4 77.1% 27.1%

Total revenues expenses
22.3 52.5 3.3 57.5%

Share-based compensation expense
3.4 8.8 16.1 61.4% 45.3%

Other operating expenses
12.6 46.5 63.2 72.9% 26.4%

Total other operating expenses
16.0 55.3 79.3 71.l% 30.3%

Interest expense
43.0 40.8 33.3 5.4% 22.5%

Totalexpenses
59.0 96.1 112.6 38.6% 14.7%

Loss before equity in losses from unconsolidated subsidiaries

andincometaxes
36.7 43.6 115.9 15.8% 62.4%

Equity in losses from unconsolidated subsidiaries 0.6 58.3 758.6 99.0% 92.3%

Net loss before income taxes 37.3 101.9 874.5 63.4% 88.3%

Income tax benefit
21.5 11.3 91.9 90.3% 87.7%

Loss from continuing operations
15.8 90.6 782.6 82.6% 88.4%

Loss income from discontinued operations net of taxes 24.1 3.1 100.0%

Net loss
$15.8 $1 14.7 $779.5 86.2% 85.3%

Net investment incomeNet 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 decrease in book yield on our fixed income securities as

well as lower rates on cash and cash equivalents

Impairment of unconsolidated subsidiariesThe 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 instrumentsThe 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

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 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 expenseThe 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 expensesOther operating expenses decreased in 2009 compared to 2008 primarily due to

our change in expense allocation beginning on January 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 decrease in contract underwriting remedies paid in

2008

Interest expenseAs 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 subsidiariesThe 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 Res 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 LiquidityThe PMI Group is holding company and conducts its business operations

through various subsidiaries Historically The PMI Groups liquidity is primarily dependent upon The PMI

Groups 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 PM Groups investment portfolio and

iv receivables from MIC with respect to tax sharing agreements The PMI Groups ability to access dividend

and financing sources is limited and depends on among other things the financial performance of The PMI

Groups subsidiaries regulatory restrictions on the ability of The PMI Groups insurance subsidiaries to pay

dividends The PMI Groups 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

Groups 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 Item IA Risk FactorsWe

may face liquidity issues at our holding company The PM Group and if an event of default were to occur under

our credit facility our business would suffer

The PMI Groups 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 Groups available funds consisting of cash and cash
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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 Groups 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 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 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 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 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 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 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 negotiate with the

lenders under our credit facility to amend or waive compliance with the covenant seek to sell certain assets

including the QBE Note prior to maturity for an amount sufficient to repay the credit facility and 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 $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 Item IA Risk FactorsIf 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 per year cap of $0.01 per share subject to an annual aggregate limit of $5 million and

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 Market for the Registrants Common Equity Related Stockholder

Matters and Issuer Purchases of Equity SecuritiesPayment of and Policy on Dividends we do not expect that

our Board of Directors will declare 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 claims paid between June 30 2008 and June 30 2011 with respect to PMI Australias

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 PM
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

PM 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 PM Asia in each case if such claims are not otherwise satisfied by April 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 detennined

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 PM Australias 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 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

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 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 actuarys conclusions will be consistent with our expectations See Part Item IA Risk FactorsIf

the value of the contingent note we received in connection with our sale of PM Australia is reduced our

financial condition could suffer
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Dividends to The PMI Group

MIC 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 MICs 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 years net investment income

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 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 MICs ability to pay

dividends is also subject to restriction under the terms of runoff support agreement with Allstate Insurance

Company Allstate described below under Capital Constraints

MICs 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 Maes 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 1C BusinessCertain Regulatory

and Other Issues Facing PMI

U.S Mortgage Insurance Operations LiquidityThe 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 LiquidityThe principal uses of this segments liquidity are the payment of

operating expenses claim payments taxes and growth of its investment portfolio
The principal sources of this

segments liquidity are written premiums investment maturities and net investment income

Capital Constraints

As result primarily
of higher losses and LAE we require additional capital The amount and timing of

capital required is affected by variety of factors many of which are difficult to predict and may be outside of

our control These factors include among others

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

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

result of deteriorating capital markets
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financial and other covenants and event of default triggers in our credit facility

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 in

timely manner or at all

Unless we raise substantial additional capital or achieve significant statutory capital relief in the first quarter

of 2010 MICs policyholders position will decline and risk-to-capital ratio will increase beyond levels

necessary to meet capital adequacy requirements For discussion of regulatory issues related to capital

constraints and requirements see See Part Item 1C 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 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 or if such dividend

would cause its risk-to-capital ratio to equal or exceed 23 to In addition if MICs risk-to-capital ratio equals or

exceeds 23 to 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 risk-to-capital ratio were

to exceed 24.5 to the runoff support agreement requires MIC to transfer substantially all of its liquid assets to

trust account for the payment of MIC obligations to policyholders
therefore negatively affecting MIC and

The PMI Groups 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 MICs total loss reserves as of the same date The remaining business has an average LTV of less than

40% See Part Item 1A Risk FactorsUnless we raise substantial additional capital or achieve sign jficant

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 MICs risk-to-capital ratio was 22.1 to compared to 16.6 to at December 31

2008 and 10.8 to 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 managements 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 Years

Year 1-3 Years 3-5 Years or more Total

Dollars in thousands

Reserves for losses and LAE $1862739 $1214423 $152918 20020 $3250100

Debt obligations
30566 183198 58448 753804 1026016

Credit default swaps2 4972 3074 1225 742 10013

Operating lease obligations 1761 2421 402 4584

Purchase obligations
1546 226 1772

Total $1901584 $1403342 $212993 $774566 $4292485

Includes $576343 million of principal debt and $449673 million of scheduled interest

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 customer we issued to the customer loan indemnification Such an indemnification

is in lieu of paying monetary remedy to the customer at the time the underwriting error was discovered and was

usually issued on 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

result of the borrowers 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

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 we generally only indemnify performing loans

ii we expect only portion of the indemnified loans to default iii loans in default may not necessarily cause

our customers to incur losses and iv we expect 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 informations accuracy and

completeness and its compliance with applicable U.S securities laws and regulations

Certain of PMI Europes credit default swap contracts and reinsurance agreements
contain collateral support

provisions which upon certain circumstances including downgrade of PMI Europes 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 2010 with respect to credit

default swap transactions PMI Europe has also posted collateral related to certain reinsurance transactions and

as of March 2010 the posted collateral balance was $8.1 million PMI Europe may be required to post

additional collateral on credit default swaps as 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 securities 99001 $103770 97517

Equity securities 15085 21583 19725

Short-term investments cash and cash equivalents and other 6835 14965 17000

Investment income before expenses 120921 140318 134242

Investment expenses 1755 1941 1690

Net investment income $119166 $138377 $132552

The decrease in net investment income in 2009 compared to 2008 was primarily due to decrease in our

pre-tax book yield Our consolidated pre-tax book yield was 3.4 1% 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 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 investment portfolio The increase in our investment portfolio was partially

offset by 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

Gross gains 48587 30585 2273

Gross losses 6239 8439 974

Net gains 42348 22146 1299

Equity securities

Gross gains 13691 24092 14632

Gross losses 20050 99397 14612

Net losses gains 6359 75305 20

Short-term investments

Gross gains 6695

Gross losses 1745 1878 129

Net losses gains 1745 4817 129
Investment in unconsolidated subsidiaries

Settlement gain on sale of unconsolidated subsidiary 12670

Impairment of unconsolidated subsidiaries 90868 38499

Sale of unconsolidated subsidiary 3227

Net gains losses 3227 90868 25829

Net realized investment gains losses before income taxes 37471 139210 24639

Income tax expense benefit 13115 48724 8624

Total net realized investment gains losses after income taxes 24356 90486 $16015
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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 2009 we recognized 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 $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 $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 $12.7 million settlement gain related to 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 securities $65848 98557 $48358

Equity securities 26515 9464 26543
Investments in unconsolidated subsidiaries 1196 17721 12973

Short-term investments

Changes in unrealized investment gains losses net of deferred

taxes $93559 $125742 $61937

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 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 PM Europe and PMI Canada Amounts shown under Corporate and Other consist of

the investment portfolio of The PM Group As of December 31 2008 PMI Guarantys assets and liabilities

were merged into our U.S Mortgage Insurance Operations

December 31 2009

Fixed income securities

U.S Municipal bonds

Foreign governments

Corporate bonds

U.S government and agencies

Mortgage-backed securities

Total fixed income securities

Equity securities

Common stocks

Preferred stocks

Total equity securities

Short-term investments

Total investments

400

4265

2391

1722432

5593

216256

221849

980

$1945261

$13221 $2065395

46033

226868

11140

_______
5752

2355188

98893 $1814269

50361

121776

4419

_______ 6641

1997466

5593

216256

221849

1300 2280

$136530 $2221595

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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U.S

Mortgage
Insurance

Operations

International Corporate

Operations and Other

Dollars in thousands

Consolidated

Total

146

2473

15840

46033

90553

7013

143599

23

$143622

$2052174

136315

3981

3279

2195749

29090

186023

215113

999

$2411861

U.S

Mortgage
Insurance

Operations

29090

186023

215113

1210 2232

$17050 $2572533

International Corporate

Operations and Other

Dollars in thousands

Consolidated

Total

$1715376

December 31 2008

Fixed income securities

U.S Municipal bonds

Foreign governments

Corporate bonds

U.S government and agencies

Mortgage-backed securities

Total fixed income securities

Equity securities

Common stocks

Preferred stocks

Total equity securities

Short-term investments

Total investments

31933

154

4250

135230

50361

89443

139804

$139804



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

AAA or equivalent 46% 66% 92% 48%

AA 26% 6% 6% 24%

24% 22% 1% 24%

BBB 4% 4% 1% 4%

Below investment grade 2%

Total 100% J07

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 307362 9.4%

FGIC 246926 7.6%

FSA 193603 5.9%

AMBAC 114880 3.5%

Other 216542 6.6%

Total $1079313 33.0%

We do not rely on the financial guarantees as principal source of repayment when evaluating securities for

purchase Rather securities are evaluated primarily based on the underlying issuers credit quality During 2008

several of the financial guarantors listed above were downgraded by one or more of the rating agencies

downgrade of 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 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 SP or Moodys when an underlying rating exists from either rating agency

U.S Mortgage International Corporate and Consolidated

Insurance Operations Operations Other Total

AAA or equivalent
34% 66% 88% 38%

AA 26% 6% 8% 25%

35% 22% 3% 33%

BBB 5% 4% 1%

Below investment grade __%

Total
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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

2009 3.53% 2.65% 0.98% 3.41%

2008 3.49% 3.31% 3.27% 3.46%

2007 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 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 $250000 $149063 $149063 $153027

6.625% Senior Notes due September 15 2036 150000 64585 64585 77144
Revolving Credit Facility due October 24 2011 124750 124750 124750 200000
8.309% Junior Subordinated Debentures due

February 2027 51593 10061 51593 51593

Total debt $576343 $348459 $389991 $481764

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 NotesIn 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 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 PM 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 100% of the principal amount of the 6.000% and 6.625% Senior Notes to be redeemed and the

sum of the present values of the remaining scheduled payments thereon discounted to the date of redemption on

semi-annual basis assuming 360-day year consisting of twelve 30-day months at 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 or any interest accrued but not paid to but excluding the date of

redemption In connection with the issuance of these Senior Notes The PM 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 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 Note 10 Fair Value Disclosures for

further discussion

8.309% Junior Subordinated DebenturesThe Junior Subordinated Debentures bear interest at the rate of

8.309% per annum paid semiannually and mature on February 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 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 discussion of our revolving credit facility see Liquidity and Capital ResourcesCredit Facility

above

Capital Support Obligations

MIC has capital support agreement with PMI Europe with 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 Europes minimum capital requirements
Under the PMI Europe capital support

agreement MIC also guarantees timely payment of PMI Europes obligations MIC also has capital support

agreement whereby it agreed to contribute funds under specified conditions to maintain CMG MIs

risk-to-capital ratio at or below 19.0 to MICs obligation under the CMG MI capital support agreement is

limited to an aggregate of $37.7 million As of December 31 2009 CMG MIs risk-to-capital ratio was 17.2 to

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 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 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 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 eventof 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
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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 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 PM 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 discussion of the status of The PMI

Groups revolving credit facility please see Liquidity and Capital ResourcesCredit 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

Poors Moodys Fitch

Insurer Counterparty Credit and Financial Strength Ratings

PM Mortgage Insurance Co B2 NR
PMI Insurance Co NR NR

PMI Europe NR NR

CMG Mortgage Insurance Company BBB NR BBB

FGIC NR NR NR

Issuer Credit Ratings

The PM Group Inc CCC Caa2 NR

Senior Unsecured Debt CCC Caa2 NR

Junior Subordinated Debentures CC Caa3 NR

Recent Developments Relating to Mortgage Insurance Companies Ratings

In July 2009 PMI requested Standard Poors SP and Moodys Investors Service Moodys to

withdraw ratings on PM Insurance Co and PM Europe On July 30 2009 SP 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 SP commented that the
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CreditWatch placement reflected managements decision to discontinue writing new business in PM Insurance

Co effective August 2009 As result SP commented that it may reclassify PMI Insurance Co as

nonstrategic entity of our mortgage insurance operations

On July 29 2009 SP lowered its counterparty credit and financial strength ratings on CMG Mortgage

Insurance Company to BBB from The outlook remained negative SP 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

Companys operating results in the first quarter of 2009 were below expectations

On October 27 2009 SP placed its ratings for several participants in the U.S mortgage insurance industry

on CreditWatch with negative implications On December 22 2009 SP concluded their CreditWatch which

resulted in downgrade to PMI Mortgage Insurance Co PMI Insurance Co and PM Europe to from

BB- and to The PMI Group Inc to CCC from B- The ratings were removed from CreditWatch and

assigned negative outlook

On December 2009 Fitch downgraded CMG Mortgage Insurance Companys insurer financial strength

rating to BBB from 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 2010 Moodys took action on the industry which resulted in downgrade to The PM

Group Inc and its mortgage insurance subsidiaries as 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 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 SP downgraded CMG Mortgage Insurance Company to BBB from BBB with

negative outlook and removed the company from CreditWatch

On February 18 2010 Moodys withdrew the ratings for PM Insurance Co and PM Europe and we expect

that SP will withdraw their ratings for these two companies during the first quarter of 2010

Determinations of ratings by the rating agencies are affected by 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

Managements 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 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 consolidated basis

As of December 31 2009 As of December 312008

Low High Recorded Low High Recorded

Dollars in millions Dollars in millions

U.S Mortgage Insurance Operations $2650.0 $3850.0 $3213.7 $2175.0 $3075.0 $2624.5

International Operations
22.6 42.4 36.4 73.4 91.3 84.8

Consolidated loss and LAE reserves $2672.6 $3892.4 $3250.1 $2248.4 $3166.3 $2709.3

U.S Mortgage Insurance OperationsWe establish PMI reserves for losses and LAE based upon our

estimate of unpaid losses and LAE on 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 reserves for losses and LAE is derived primarily from our analysis of PMI

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 historical patterns

of claim payments loss experience in past and current economic environments the seasoning of PMI various

books of business PMI coverage levels the credit quality profile of PMI portfolios and the geographic mix

of PMIs 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 PMIs reserves at December 31 2009 based on among other factors our evaluation of

PMIs estimated future claim rates and average claim sizes Managements 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 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 discussion of the increases in PMIs default inventory see

Conditions and TrendsU.S Mortgage Insurance OperationsDefaults The increase in PMIs 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 decrease in the percentage of the default inventory that returns to current status

referred to as cure rate The table below provides 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 2624.5 $1133.1 366.2

Reinsurance recoverables 482.7 35.9 2.9

Net balance at January
2141.8 1097.2 363.3

Losses and LAE incurred principally with respect to defaults occuring in
Current year

1552.7 1688.0 894.4

Prior years
187.9 147.7 201.7

Total incurred 1740.6 1835.7 1096.1

Losses and LAE payments principally with respect to defaults occuring in

Current year
308.7 100.9 43.6

Prior years
1063.6 713.1 318.6

Total payments 1372.3 814.0 362.2

Transfer of PMI Guaranty loss reserves to U.S Mortgage Insurance 22.9

Net balance at December 31 2510.1 2141.8 1097.2

Reinsurance recoverables 703.6 482.7 35.9

Balance at December31 3213.7 $2624.5 $1133.1

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 managements 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 PMIs

reserve balance at January 2009 includes $22.9 million of PMI Guarantys 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

Accident Year

year in which default occurred

2002 and
prior

2003

2004

2005

2006

2007

2008

2009

Total

2009

vs
2009 2008 2007 2006 2008

Dollars in millions

$8.6
226.5 225.9 226.8 220.2 0.6

241.1 241.2 241.3 229.1 0.1
271.9 272.0 270.8 240.4 0.1
414.3 409.9 410.3 260.9 4.4

1114.7 1041.6 893.1 73.1

1829.5 1710.9 118.6

1552.8

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 managements periodic review of estimated claim amounts in light of

actual claim amounts loss development data and ultimate claim rates Future declines in PMIs cure rate or

higher default and claim rates or claim sizes could lead to further increases in losses and LAE

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

Primary insurance

Pool insurance

Other

Total reserves for losses and LAE

December 31 December 31
2009 2008

Dollars in millions

$2931.1 $2340.0

261.8 261.6

20.8 22.9

$3213.7 $2624.5

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

Losses and LAE Incurred Change in Incurred

2008 2007

vs vs
2007 2006

0.6 3.1

0.9 6.6

0.1 12.2

1.2 30.4

0.4 149.4

148.5

$187.9 $147.7 $201.7
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The following table shows breakdown of reserves for losses and LAE by loans in default incurred but not

reported or BNR and the cost to settle claims or LAE

December 31 December 31
2009 2008

Dollars in millions

Loans in default
$3017.1 $2452.6

IBNR 109.5 91.3

Cost to settle claims LAE 66.3 57.7

Other 20.8 22.9

Total reserves for losses and LAE $3213.7 $2624.5

Other relates to PMI Guarantys loss reserves related to the agreement between PMI Guaranty FGIC and AG Re under which PMI

Guaranty commuted certain risks with FGIC

To provide measure of sensitivity of pre-tax income to changes in loss reserve estimates we estimate that

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 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 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 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 variation in 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 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 OperationsPMI Europe establishes loss reserves for all of its insurance and reinsurance

business and for CDS transactions entered into before July 2003 Revenue losses and other expenses

associated with CDS contracts executed on or after July 2003 are recognized through derivative accounting

treatment PMI Europes loss reserving methodology contains two components case reserves and BNR reserves

Case and BNR 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 range for PM Europes loss reserves at

December 31 2009 of $22.4 million to $41.9 million PMI Europes recorded loss reserves at December 31

2009 were $36.0 million which represented our best estimate and decrease of $48.5 million from PM

Europes loss reserve balance of $84.5 million at December 31 2008 The decrease to PMI Europes loss

reserves in 2009 was primarily due to claim payments of $55.3 million made in respect of PMI Europes

reinsurance of certain U.S subprime exposures The remaining loss reserves within our International Operations

segment relate to PM Canada which ceased writing new business in 2008
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The following table shows breakdown of International Operations loss and LAE reserves

Loans in default

IBNR

Cost to settle claims LAE
Total loss and LAE reserves

The following table provides reconciliation of International Operations beginning and ending reserves for

losses and LAE for the years ended December 31 2009 2008 and 2007

Balance at January

Reinsurance recoverables

Net balance at January

Losses and LAE incurred principally with respect to defaults occurring in

Current year

Prior years

Total incurred

Losses and LAE payments principally with respect to defaults occurring in

Current
year

Prior
years

Total payments

Foreign currency translation

Net balance at December 31

Reinsurance recoverables

Balance at December 31

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

December 31 December 31
2009 2008

Dollars in millions

$33.1 $66.3

2.2 17.8

1.1

$36.4

0.7

$84.8

2009 2008 2007

Dollars in millions

84.8 41.6 $17.9

1.0 0.9

84.8 40.6 17.0

3.4 18.4

8.9 45.1

12.3 63.5

0.1

19.9

6.9

26.8

59.6 14.4 5.1

59.7 14.4 5.1

1.0 4.9 19

36.4 84.8 40.6

1.0

36.4 84.8 $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 loss provision related to deteriorating

performance of several U.S exposures on which PMI Europe provided reinsurance coverage
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PM may incur losses on its CDS exposures if losses on the underlying mortgage loans reach PMIs risk

layer Losses on underlying mortgages may only occur following 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 Europes 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 result of rating agency actions and other contractual requirements PM 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 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 PM Europe could be required to post under these contracts is

approximately $37.1 million including the $14.7 million already posted See Item lA Risk FactorsWe 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 PMI PMI Europes 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 BBB grade Total

Dollars in millions

2000 $_ 18 18

2003

2004
10 10

2006 1268 84 1352

2007 2147 218 142 65 35 2607

Total Notional $3415 $302 $142 $65 $35 $35 $3994

Posted collateral $13 15

Maximum collateral
$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 BBB grade Total

Dollars in millions

France $2147 $218 $142 65 35 $2607

Germany
1268 84

35 1387

Total Notional $3415 $302 $142 $65 $35 $35 $3994

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

PMIs CDS contracts in an asset/liability position as of December 31 2009

Original and Current Credit Rating

AAA Non-investment

Super Senior AAA AA BBB grade Total

Dollars in millions

Weighted average expected life in

years
0.17 0.17 0.17 0.17 0.17 1.95 0.33

Components of fair value

Expected discounted future net cash

inflows outflows 0.8 0.2 0.2 0.1 0.3 $11.3 9.7

Market spread/cost of capital

adjustment
1.3 0.7 0.3 0.3 0.6 4.4 7.6

Fair value 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 PMIs cost of capital will result in additional cash outflows PMIs expected future net cash

flows could vary over time Higher than expected defaults higher loss seventies or the acceleration in the timing

of claim payments would likely result in an increase in expected discounted future net cash outflows and PMI

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 years
PMI has

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 PMIs 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

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

PM Europes CDS contracts which could be counteracted by PMI Europes counterparties assessments of its

creditworthiness If CDS contract is extended beyond its expected call date PM 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

Europes CDS contracts and spreads remain at their current levels mark-to-market losses could be material and

there will be greater likelihood of incurring higher than currently expected realized losses in the form of paid

claims on the contracts To date all of PM Europes 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 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 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 security is other-than-temporary

Relevant facts and circumstances considered include but are not limited to

decline in the market value of security below cost or amortized cost for 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 sufficient period of time to allow for

anticipated recoveries in fair value

Once 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 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 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 sufficient

time to allow for anticipated recoveries in value the equity securitys 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 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 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 continuous unrealized loss position as of

December 31 2009 and December 31 2008

December 31 2009

Fixed income securities

U.S municipal bonds

Foreign governments

Corporate bonds
________ _______ ________ _______ _________ _________

Total fixed income securities

Equity securities

Common stocks

Preferred stocks
_________ ________ __________ _________

Total equity securities
________ ________ ________ ________ __________ _________

Total ______ _____ ______ _____ _______ ______

At December 31 2009 we had gross unrealized losses of $23.6 million on investment securities including

fixed maturity and equity securities that had fair value of $768.0 million In addition included in the gross

unrealized losses are securities that we detennined 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 currency other than the functional currency as

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses

Dollars in thousands

$559817 $11494$ 62032

7270 237 7151

41041 1709 7031

608128 13440 76214

28955 594

4455 621849

898 14421

924 48072

6277 684342

28955

$637083

54706

594 54706

$14034 $130920

15949

1135
2633

19717

594
3322

3916

23633

28955

3322 54706

3322 83661

9599 768003

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 municipal bonds

Foreign governments

Corporate bonds

Total fixed income securities

Equity securities

Common stocks

Preferred stocks

Total equity securities

Total

$801039

6664

25903

833606

5576

20365

25941

$859547

$49171 $460962

1780
1977 30423

52928 491385

3698
27 12 99294

6410 99294

$59338 $590679

$49416 $1262001

6664

5371 56326

54787 1324991

5576

17489 119659

17489 125235

$72276 $1450226

98587

1780
7348

107715

3698
20201

23899

$131614
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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 result of an overall improvement in the preferred

sector as well as change in the composition of our holdings as 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 loss position or management determined that it would not hold the security

for 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 regular basis and any adjustments made to the estimates are reflected in the current

periods 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 result of higher persistency levels PMI

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 single book basis for the U.S Mortgage Insurance

Operations and International Operations premium deficiency analysis was performed as of December 31

2009 on GAAP basis We determined that there was premium deficiency in our International Operations

segment and recorded 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

PMIs management reviews the need to establish valuation allowance against deferred tax assets on

quarterly basis In the course of its review PMI management analyzes several factors including the severity

and frequency of operating or capital losses PM capacity for the carryback or canyforward of any losses the

expected occurrence of future income or loss and available tax planning alternatives As discussed below PMIs

valuation allowance as of December 31 2009 was approximately $248.3 million

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 831e 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 capital

nature totaling approximately $241.3 million that could expire before being utilized As 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 managements 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 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 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 managements expectations

regarding
realization of tax benefits which could have 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 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

300 basis point decline

200 basis point decline

100 basis point decline

100 basis point rise

200 basis point rise

300 basis point rise

Estimated Increase/

Decrease in

Fair Value

Dollars in thousands

321673

245805

142606

132367

$292459

$438622

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

Change in foreign currency exchange rates

15% decline

10% decline

5% decline

5% rise

10% rise

15% rise

Estimated Increase Decrease

Foreign Currency Translation

Europe Canada Consolidated

USD in thousands

$2375 $19617

$l583 $13078

792 6539
792 6539

1583 13078

2375 $19617

$17242

$l 1495

5747
5747

$11495

17242
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U.S Dollar 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 31 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 PMIs expected future net cash flows could
vary

over time Higher than expected defaults higher loss seventies or the acceleration in the timing of claim

payments would likely result in an increase in PMIs 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 DecreaseIlncrease in Liability

USD in thousands
35% decline

$l477
25% decline

$l047
10% decline

415
10% rise

409
25% rise

1013
35% rise

$1409
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Estimated

DecreaseIlncreaSe in

Change in market spread
Liability

USD in thousands

95% decline
$3129

75% decline
$2470

50% decline
$1647

50% rise
1647

75% rise
2470

95%rise
$3129

Debt instruments

Effective January 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 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 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

DecreaseIlncrease in

Change in credit spreads
Liability

USD in thousands

300 basis point decline
37414

200 basis point decline
23795

100 basis point decline
11374

100 basis point increase
$10454

200 basis point increase
$20094

300 basis point increase
$29009

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 hypothetical broad-

based decline in equity market prices of 20% With all other factors remaining constant we estimated that such

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 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 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 PM 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 ControlIntegrated 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 Managements Report on Internal Control Over Financial Reporting Our responsibility is to

express an opinion on the companys 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

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 reasonable basis for our opinion

companys internal control over financial reporting is 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 companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company 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 provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the

companys assets that could have 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 2010 expressed an unqualified opinion thereon

Is Ernst Young LLP

San Francisco California

March 2010
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THE PM GROUP INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31

2009 2008 2007

Dollars in thousands except per share data
REVENUES

Premiums earned 716841 786159 815440
Net investment income 119166 138701 132552
Net realized investment gains losses 37471 139534 24639
Change in fair value of certain debt instruments 16522 123595
Other income loss 33909 1134 168

Total revenues 923909 907787 923185

LOSSES AND EXPENSES
Losses and loss adjustment expenses 1756755 1899264 1122898
Amortization of deferred policy acquisition costs 17781 18285 87683
Other underwriting and operating expenses 155211 218583 192917
Interest expense 43013 41007 33391

Total losses and expenses 1972760 2177139 1436889

Losses before equity in losses from unconsolidated subsidiaries and

income taxes 1048851 1269352 513704
Equity in losses from unconsolidated subsidiaries 12019 51802 741500
Loss from continuing operations before income taxes 1060870 1321154 1255204
Income tax benefit from continuing operations 406879 433966 246522
Loss from continuing operations 653991 887188 1008682

Loss income from discontinued operations net of taxes 5335 41320 93356

NET LOSS 659326 928508 915326

PER SHARE DATA
Basic loss from

continuing operations 7.94 10.90 11.92
Basic loss income from discontinued operations 0.07 0.50 1.11

Basic net loss 8.01 11.40 10.81

Diluted loss from continuing operations 7.94 10.90 11.92
Diluted loss income from discontinued operations 0.07 0.50 1.11

Diluted net loss 8.01 11.40 10.81

See accompanying notes to consolidated financial statements
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THE PML GROUP INC AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31 December 31

2009 2008

Dollars in thousands

except per share data

ASSETS
Investments_available-for-Sale at fair value

Fixed income securities
2355188 1997466

Equity securities

Common
29090 5593

Preferred
186023 216256

Short-term investments
2232 2280

Total investments
2572533 2221595

Cash and cash equivalents
686891 1483313

Investments in unconsolidated subsidiaries
139775 150377

Related party
receivables

1254 1526

Accrued investment income
35028 36323

Premiums receivable
56426 58573

Reinsurance receivables and prepaid premiums
52444 22569

Reinsurance recoverables
703550 482678

Deferred policy acquisition costs
41289 34791

Property equipment and software net of accumulated depreciation and

amortization
101893 125346

Prepaid and recoverable income taxes
50250 9562

Deferred income tax assets
175585 148184

Other assets
21561 49562

Total assets
4638479 4824399

LIABILITIES

Reserve for losses and loss adjustment expenses
3250100 2709286

Unearned premiums
72089 111656

Debt includes $213647 and $230171 measured at fair value at December 31 2009

and 2008
389991 481764

Reinsurance payables
36349 42442

Related party payables
1865 1853

Other liabilities and accrued expenses
160998 199173

Total liabilities
3911392 3546174

Commitments and contingencies Notes and 13

SHAREHOLDERS EQUITY
Preferred stock$0.01 par value 5000000 shares authorized none issued or

outstanding

Common stock$0.Ol par value 250000000 shares authorized 119313767

shares issued 82580410 and 81687583 shares outstanding
1193 1193

Additional paid-in capital

873010 892213

Treasury stock at cost 36733357 and 37626184 shares 1317252 1341037

Retained earnings
1104728 1761535

Accumulated other comprehensive income loss net of deferred taxes 65408 35679

Total shareholders equity
727087 1278225

Total liabilities and shareholders equity
4638479 4824399

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

Net loss

Less loss income from discontinued operations net of taxes

Adjustments to reconcile net loss to net cash provided by operating activities

Equity in losses from unconsolidated subsidiaries

Net realized investment gains losses

Change in fair value of certain debt instruments

Depreciation and amortization

Realized gain from sale of unconsolidated subsidiary

Deferred income taxes

Compensation expense related to share-based payments

Excess tax benefits on the exercise of employee stock options

Deferred policy acquisition costs incurred and deferred

Amortization of deferred policy acquisition costs

Changes in

Accrued investment income

Premiums receivable

Reinsurance receivables and prepaid premiums net of reinsurance payables

Reinsurance recoverables

Prepaid and recoverable income taxes

Reserve for losses and loss adjustment expenses

Unearned premiums
Related party receivables net of payables

Liability
for pension benefit

Other

Net cash used in provided by operating activities from continuing operations

CASH FLOWS FROM IN VESTING ACTIVITIES FROM CONTINUING OPERATIONS
Proceeds from sales and maturities of fixed income securities

Proceeds from the sale of PMI Australia

Proceeds from the sale of PMI Asia

Proceeds from sales of equity securities

Proceeds from sale of unconsolidated subsidiary

Proceeds from sale of equity investment held for sale

Investment purchases Fixed income securities

Equity securities

Net change in short-term investments

Distributions from unconsolidated subsidiaries net of investments

Capital expenditures and capitalized software net of dispositions

CASH FLOWS FROM FINANCING ACTIVITIES FROM CONTINUING OPERATIONS
Net proceeds from issuance of long-term debt

Repayment and extinguishment of long-term debt and credit facility net of expenses

Purchases of treasury stock

Proceeds from issuance of treasury stock

Excess tax benefits on the exercise of employee stock options

Dividends paid to common shareholders

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 operationsheld for sale

Net decrease increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Less cash and cash equivalents of discontinued operationsheld for sale at the end of the year

Cash and cash equivalents of continuing operations at end of year

SUPPLEMENTAL CASH FLOW DISCLOSURES
Cash paid during the year

Interest paid net of capitalization

Income taxes refunded net of payments

See accompanying notes to consolidated financial statements

Year Ended December 31

2009 2008 2007

Dollars in thousands

659326 928508 $915326

5335 41320 93356

12019

34741
16522
34699

3227
26773

3205

24265
17781

51802

138544

123595
28084

100015
8815

38803
18285

741500

24456

21247

158339
16652

4001
55054
87683

1350 5161 1059
2227 3600 625

35968 12673 11739

220872 445752 33082
40692 74758 73248
539961 1538804 787367

39960 17253 489

257 1809 2096
27452 45735 12660
27089 2643 57097

540053 277153 400634

992735

61030

3227

1211643
21791

49

222
2473

578664
697470

51571

112958

3375

745634
7849

29
968

3517

258158

126500

292660
201632

22
23561

15916

Net cash used in provided by investing activities from continuing operations 179088 686041 102011

200000

75250 45000
214996

754 2777 31260

4001

2451 17703

74496 155326 197438

5335 22472 158013

46439 359776
424

5335 23967 201339
2550 13686 9890

12094

796422 1128805 78170
1483313 354508 506082

73404

686891 $1483313 354508

39853 36469 32096

6837 32580 40928
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THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE BASIS OF PRESENTATION

The accompanying consolidated financial statements include the accounts of The PMI Group Inc The
PM Group TPG or the Company 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 PM Mortgage Insurance Company
Limited and its holding company PM Europe Holdings Limited the Irish insurance companies collectivelyPM Europe PMI Mortgage Insurance Company Canada and its holding company PMI Mortgage Insurance

Holdings Canada Inc collectively PM 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 Guarantys 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 PM 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 PM
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 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
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 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 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

Companys investment in FGC remains zero the Company will not recognize in future periods its proportionate

share of FGIC 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 Companys results of operations and overall financial condition The Companys
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
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THE PM GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

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 MICs 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 mortgage insurer does not meet required minimum policyholders position or exceeds

maximum permitted risk-to-capital ratio generally 25 to 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 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 states insurance

regulators such discretion Thirty-four other states do not have specific capital adequacy requirements for

mortgage insurers MIC principal regulator is the Arizona Department of Insurance the Department On

February 10 2010 MIC received 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 Arizonas 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 plan to enable it to write new mortgage insurance in those states by PMAC PMAC is

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 direct issuer of mortgage

guaranty insurance Fannie Maes 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 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 variety of actions subject

to enumerated exceptions without Fannie Maes 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

Macs criteria Beginning January 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 number of changes to its underwriting guidelines and customer management strategies in 2008 and 2009

which had the effect of limiting PMIs new business writings in 2009 The Company is undertaking efforts to

maintain or slightly increase insurance writings in 2010 However the Company expects 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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mortgage insurance market conditions PMI 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 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Companys 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 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 fair

presentation for the period presented have been included

Risks and UncertaintiesThe 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 Companys ability to generate new insurance business could be adversely affected The Companys

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 large portion of its U.S business is concentrated As of December 31 2009 10.1% of

PMIs 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 ARMs 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 Companys 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 Companys 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 Companys 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 Companys
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reserves may not be adequate to cover ultimate loss development on incurred defaults The Companys

consolidated financial condition results of operations and cash flows could be harmed if the Companys reserve

estimates are insufficient to cover the actual related claims paid and loss-related expenses
incurred

Significant accounting policies are as follows

InvestmentsThe 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 component of accumulated other

comprehensive income in shareholders equity The Companys 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 OTFI in accordance with FASB ASC Topic

320 Investments-Debt and Equity Securities Topic 320 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 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

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

securitys
amortized cost basis and the present value of its expected future cash flows The remaining difference

between the securitys 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 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 EquivalentsThe Company considers all highly liquid investments purchased with an

original maturity of three months or less to be cash equivalents

Investments in Unconsolidated SubsidiariesInvestments in the Companys 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 Companys unconsolidated subsidiaries also includes the Companys

share of net unrealized gains and losses in the unconsolidated subsidiaries investment portfolios

138



THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENT5Continued

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
323 previously APB No 18 provides criteria for determining potential impairment In the event 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 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 Companys 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 current month basis and the

Companys interest in limited partnerships are reported on one-quarter lag basis Due to the impairment of the

Companys investment in FGIC in 2008 the carrying value of the Companys 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 PayablesAs 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 CostsThe 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 Companys 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 SoftwareProperty 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 Companys 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 straight-line basis over the estimated useful life of the

asset which is generally three to seven years
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DerivativesCertain credit default swap contracts entered into by PM 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 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

fair value and reflect managements 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 Companys

fair value estimate future valuations could differ materially from those reflected in the current period

Special Purpose EntitiesCertain insurance transactions entered into by PM and PM Europe require the

use of foreign wholly-owned special purpose entities principally for regulatory purposes These special purpose

entities are consolidated in the Companys consolidated financial statements

Premium Deficiency ReserveThe Company performs an analysis for premium deficiency using

assumptions based on managements 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 ExpensesThe consolidated reserves for losses and loss

adjustment expenses LAE for the Companys 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 loan to be in default until the borrower has missed two payments

Depending upon its scheduled payment date loan in default for two consecutive monthly payments could be

reported to PM between the 31st and the 60th day after the first missed payment due date The Companys U.S

mortgage insurance primary master policy defines default as the borrowers 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 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 gross basis for losses and LAE for its deductible pool policies
which contain aggregate deductible and stop-loss limits on 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 pooi 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 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 PM Europe

Changes in loss reserves can materially affect the Companys 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 Companys estimates

ReinsuranceThe Company uses reinsurance to reduce net risk in force optimize capital allocation and

comply with statutory provision adopted by several states that limits the maximum mortgage insurance

coverage that can be provided by single company to 25% of the original principle balance for
any single risk

The Companys reinsurance agreements typically provide for recovery of proportionate level of claim

expenses from reinsurers and 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 Companys 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 RecognitionMortgage guaranty insurance policies are contracts that are generally
non-cancelable by the insurer are renewable at fixed price and provide for payment of premiums on

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 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

Companys mortgage insurance operations in 2009 2008 and 2007 respectively Premiums written on an annual
basis are amortized on 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 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 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 TaxesThe 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 cash basis compared to amounts already recognized as

tax expense in the consolidated statement of operations The Companys 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 net loss for 2009 municipal bond investment

income and income from certain international operations which have lower effective tax rates increased the

Companys effective tax rate in comparison to the federal statutory rate PM 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 tax expense In addition the

Company refined certain estimates as 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 Companys 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 Companys

municipal bond investment income

The Company also evaluates the need for 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 valuation allowance is established In evaluating whether 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

tax valuation allowance of $248.3 million was recorded against $567.9 million deferred tax asset primarily

related to FGIC losses in excess of the Companys 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 managements expectations regarding realization of tax benefits See Note 12 Income Taxes for

further discussion

As of January 2007 the Company adopted FASB ASC Topic 740 Income Taxes Recognition

Topic 740 previously FASB Interpretation No 48 Accounting for Uncertainly in Income TaxesAn

Interpretation of FASB Statement No 109 FIN 48

Benefit PlansThe 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 corresponding adjustment to

accumulated other comprehensive income or loss

On May 17 2007 The PMI Groups Board of Directors approved an amendment to the Retirement Plan
The amendment changed the Plans benefit formula from final pay pension formula to 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 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 2007 For

employees hired before and were continuously employed on September 2007 the cash balance formula will

take effect on January 2011

Foreign Currency TranslationThe financial statements of the Companys 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 functional

currency other than the reporting currency are reported as

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 LossComprehensive 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 SegmentsThe Companys 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 MI International Operations includes the results from continuing operations of

PMI Europe and PM Canada and the results from discontinued operations of PM Australia and PMI Asia
Effective December 31 2009 the Company combined its former Corporate and Other and Financial

Guaranty segments into 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 ShareBasic 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 dilutive impact

were exercised or if outstanding securities were converted into common shares As result of the Companys 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 Companys 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 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
$653991 $887188 $l008682

Loss income from discontinued operations
5335 41320 93356

Net loss adjusted for diluted EPS calculation $659326 $928508 915326

Weighted-average shares for basic EPS 82317 81423 84645

Weighted-average stock options and other dilutive components

Weighted-average shares for diluted EPS 82317 81423 84645

Dividends declared and accrued to common shareholders 0.03 0.21

Share-Based CompensationThe 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 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 InstrumentsEffective January 2008 the Company adopted FASB ASC Topic

820 Fair Value Measurements and Disclosures Topic 820 previously SFAS No 157 This topic describes

three levels of inputs that may be used to measure fair value of which Level 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 Companys credit default swap contracts the Companys

methodology for determining the fair value of its credit default swap contracts is based on Level inputs See

Note New Accounting Standards and Note 10 Fair Value Disclosures for further discussion Effective

January 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 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 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 net of tax gain of $31.8 million in retained earnings as of January 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 Companys net loss included $16.5 million gain
related to the subsequent measurement

of fair value for these debt instruments compared to $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

ReclassificationSCertain
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 NEW ACCOUNTING STANDARDS

Effective July 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 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 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 changes 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

Companys consolidated financial statements

In June 2009 the FASB updated guidance
in FASB ASC Topic 810 Consolidation Topic 810

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 enterprises

variable interest gives it controlling financial interest in 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 entitys first

annual reporting period
that begins after November 15 2009 Topic 810 is not expected to impact

the Companys

consolidated financial statements

In June 2009 the FASB updated FASB ASC Topic 860 Transfers and Servicing_DerecOgfliti0n Topic

860 previously
SFAS No 166 to eliminate the concept of 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 entitys continuing involvement in and exposure
to the risks related to

transferred financial assets Topic 860 is effective as of the beginning of each reporting entitys first annual

reporting period that begins after November 15 2009 Topic 860 is not currently expected to significantly impact

the Companys 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 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

Companys 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 Companys consolidated financial statements

In April 2009 the FASB updated guidance
in Topic 320 Topic 320 provides

instruction for assessing

whether an impairment of 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

otherthan-tempOrary impairment of 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 4Investmeflts 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 Companys consolidated financial statements

In December 2008 the FASB amended FASB ASC Topic 715 CompensatiOnRetiremeh1t
Benefits to

provide guidance on an employers disclosures about plan assets of defined benefit pension or other

postretirement plan It requires companies to provide users of financial statements with an understanding of how

investment deºisions are made the major categories of plan assets inputs and valuation techniques
used to

measure fair valae 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 Companys consolidated financial statements
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NOTE INVESTMENTS

Fair Values and Gross Unrealized Gains and Losses on InvestmentsThe 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

Amortized
Gross Unrealized

Fair

Cost Gains Losses Value

Dollars in thousands

As of December 31 2009

Fixed income securities

Municipal bonds $2044600 $36744 $15949 $2065395

Foreign governments 47023 145 1135 46033

Corporate bonds 87832 1933 2305 87460

FDIC corporate bonds 137900 1836 328 139408

U.S governments and agencies
10616 524 11140

Mortgage-backed securities 5486 266 5752

Total fixed income securities 2333457 41448 19717 2355188

Equity securities

Common stocks 29684 594 29090

Preferred stocks 163324 26021 3322 186023

Total equity securities 193008 26021 3916 215113

Short-term investments 2232 2232

Total investments $2528697 $67469 $23633 $2572533

Amortized
Gross Unrealized

Fair

Cost Gains Losses Value

Dollars in thousands

As of December 31 2008

Fixed income securities

Municipal bonds $1888682 $24174 98587 $1814269

Foreign governments
49965 2176 1780 50361

Corporate bonds 127873 1251 7348 121776

U.S governments and agencies
3620 799 4419

Mortgage-backed securities 6476 165 6641

Total fixed income securities 2076616 28565 107715 1997466

Equity securities

Common stocks 9291 3698 5593

Preferred stocks
229262 7195 20201 216256

Total equity securities
238553 7195 23899 221849

Short-term investments
2280 2280

Total investments $2317449 $35760 $131614 $2221595

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 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
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translation on securities denominated in 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 result of an overall improvement in the preferred sector as well as change in the

composition of the Companys holdings as 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 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 Otherthan-Temporary-ImPairmeflt

The Company reviews all of its fixed income and equity security investments on 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 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 Companys 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 security is other-than-temporary

Relevant facts and circumstances considered include but are not limited to

decline in the market value of security below cost or amortized cost for 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 sufficient period of time to

allow for anticipated recoveries in fair value

Once 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 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 period of time sufficient

for recovery to cost or amortized cost Where the Company lacks that ability or intent the equity securitys

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

148



THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

Once the determination is made that 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 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 Companys best estimate of what the credit related portion of the

impairment is based on 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 AOCI

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 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 component of stockholders equity in the balance sheets
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Other-than-temporaty ImpairmentDuring the year
ended December 31 2009 the Company recorded

other-than-temporarY impairment
losses as follows

Year Ended

December 312009

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 required to sell 754

Less portion
of OTTI losses recognized in AOCI before taxes

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 required to sell 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
1247

Impairment losses related to equity securities
6694

Net impairment losses recognized in statement of operations
$8262

Activity related to the credit component recognized in net loss income on debt securities held by the

Company for which portion of other-than-temporary impairment was recognized in AOCI for the year
ended

December 31 2009 is as follows

Cumulative OtherThan-TemPOrarY Impairment Credit Losses

Recognized in Net Loss Income for Debt Securities

April 12009 Additions Additions Adjustments December 312009

Cumulative for OTTI for OTT Reductions to book Cumulative

OTTI credit securities where securities where due to value of credit OTT

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 2009 April 12009 securities cash flows still held

Dollars in thousands

OTTI credit losses recognized

for debt securities

Municipal Bonds $1575 $142 $1717

Corporate
Bonds 632 179 22 789

Total OTT credit losses

recognized for debt

securities _____
$2506

Scheduled MaturitiesThe following table sets forth the amortized cost and fair value of fixed income

securities by contractual maturity at December 31 2009

Amortized Fair

Cost Value

Dollars in thousands

Due in one year or less

5446 5495

Due after one year through five years
243296 244121

Due after five years through ten years
550034 555085

Due after ten years
1529195 1544735

Mortgage-backed securities

5486 5752

Total fixed income securities
$2333457 $2355188
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Actual maturities may differ from those scheduled as result of calls or prepayments by the issuers prior to

maturity

Net Investment IncomeNet investment income consists of the following

2009 2008 2007

Dollars in thousands

Fixed income securities 99001 $103770 97517

Equity securities 15085 21583 19725

Short-term investments cash and cash equivalents and other 6835 14965 17000

Investment income before expenses 120921 140318 134242

Investment expenses 1755 1941 1690

Net investment income $119166 $138377 $132552

Net Realized Investment Gains LossesNet realized investment gains losses consist of the following

2009 2008 2007

Dollars in thousands

Fixed income securities

Gross gains 48587 30585 2273

Gross losses 6239 8439 974

Net gains 42348 22146 1299

Equity securities

Gross gains 13691 24092 14632

Gross losses 20050 99397 14612

Net losses gains 6359 75305 20

Short-term investments

Gross gains
6695

Gross losses 1745 1878 129

Net losses gains 1745 4817 129

Investment in unconsolidated subsidiaries

Settlement gain on sale of unconsolidated subsidiary 12670

Impairment of unconsolidated subsidiaries 90868 38499

Sale of unconsolidated subsidiary 3227

Net gains losses 3227 90868 25829

Net realized investment gains losses before income taxes 37471 139210 24639

Income tax expense benefit 13115 48724 8624

Total net realized investment gains losses after income taxes 24356 90486 $16015

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

2009 the Company recognized 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 million $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 $96.5 million loss related
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to the Companys 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 Companys impairment of its investment in

its unconsolidated subsidiaries which includes an $88.0 million loss related to the impairment of the Companys

investment in FGIC in the first quarter of 2008 and $2.9 million loss related to the Companys impairment of

its investment in RAM Re The net investment losses in 2007 were due primarily to an other-than-temporary

impairment of the Companys investment in RAM Re of $38.5 million partially offset by $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 LossesThe following table shows the gross unrealized losses and fair value of the

Companys investments aggregated by investment category and the length of time the individual securities have

been in 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

Dollars in thousands

Fixed income securities

U.S.municipalbonds $559817 $11494 62032 4455 621849 15949

Foreign governments 7270 237 7151 898 14421 1135

Corporate bonds 41041 1709 7031 924 48072 2633

Total fixed income

securities 608128 13440 76214 6277 684342 19717

Equity securities

Common stocks 28955 594 28955 594

Preferred stocks 54706 3322 54706 3322

Total equity securities 28955 594 54706 3322 83661 3916

Total $637083 $14034 $130920 9599 768003 23633

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

December 31 2008
Fair Value Losses Fair Value Losses Fair Value Losses

Dollars in thousands

Fixed income securities

U.S municipal bonds $801039 $49171 $460962 $49416 $1262001 98587

Foreign governments 6664 1780 6664 1780

Corporate bonds 25903 1977 30423 5371 56326 7348

Total fixed income

securities 833606 52928 491385 54787 1324991 107715

Equity securities

Common stocks 5576 3698 5576 3698

Preferred stocks 20365 2712 99294 17489 119659 20201

Total equity securities 25941 6410 99294 17489 125235 23899

Total $859547 $59338 $590679 $72276 $1450226 $131614

As of December 31 2009 the Companys 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 ItemsThe 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 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%

NewYork
13.3% 12.8%

Florida
13.9% 7.5%

Illinois
11.5% 6.7%

Texas
9.7% 11.7%

District of Columbia
3.0% 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 INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES

Investments in the Companys unconsolidated subsidiaries include both equity investees and other
unconsolidated subsidiaries The carrying values of the Companys investments in unconsolidated subsidiaries
consisted of the following as of December 31 2009 and December 31 2008

December 31 Ownership December 31
2009 Percentage 2008

Dollars in thousands

42.0%

124826 50.0% 135082

0.0%

14949 various 15295

Total
139775 150377

Other represents principally various limited partnership investments

Equity in losses earnings from unconsolidated subsidiaries is shown for the periods presented

Ownership Ownership
2009 Percentage 2008 Percentage 2007

Dollars in thousands

42.0% $763290
6456 50.0% 17119

57670 23.7% 4457

_______ 588 various 214

_______
$51802 $741500

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

FGIC

CMGMI
RAM Re

Other

Ownership

Percentage

42.0%

50.0%

23.7%

various

Ownership

Percentage

42.0%

50.0%

23.7%

various

FGIC

CMGMI 11452
RAMRe
Other 567

Total $12o19

42.0%

50.0%

0.0%

various
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CMG Mls 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

Condensed Balance Sheets

Assets

Cash and investments at fair value

Deferred policy acquisition costs

Other assets
_________ _________

Total assets
_________ _________

Liabilities

Reserve for losses and loss adjustment expenses

Unearned premiums

Other liabilities
_________ _________

Total liabilities

Shareholders equity _______ _______

Total liabilities and shareholders equity ________ ________

Year ended December 31

2009 2008 2007

Dollars in thousands

Condensed Statements of Operations

Gross revenues

Total
expenses _________ _________ ________

Loss income before income taxes

Income tax benefit expense ________ ________ _______

Net loss income

PMI ownership interest in common equity _______

Total equity in losses earnings from CMG MI
_______ _______ ______

The following table summarizes deferred policy acquisition cost activity as of and for the periods set forth

below

2009 2008 2007

Dollars in thousands

$18305 47611

34771 58377

_______
18285 87683

_______
34791 18305

December 31 December 31
2009 2008

Dollars in thousands

$399989

13801

22098

$435888

$169807

17408

5728

192943

242945

$435888

$337216

12626

19028

$368870

77076

22410

5927

105413

263457

$368870

$124588 $108808 $92878

166301 93670 44223

41713 15138 48655

18808 2225 14417

22905 12913 34238

50.0% 50.0% 50.0%

11452 6456 $17119

NOTE DEFERRED POLICY ACQUISITION COSTS

Beginning balance 34791

Policy acquisition costs incurred and deferred 24279

Amortization of deferred policy acquisition costs 17781

Balance at December 31 41289
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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

Companys 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 result of

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

NOTE 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

Software
171158 $179008

Building and leasehold improvements
96273 99659

Furniture and equipment
18511 48105

Land
5000 5000

Property and equipment at cost
290942 331772

Less accumulated depreciation and amortization
189049 206426

Total property equipment and software net of accumulated depreciation and

amortization
101893 125346

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 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 loss reserve is subject to

inherent uncertainty and requires significant judgment by management The following table provides

reconciliation of the beginning and ending consolidated reserves for losses and LAE between January and

December 31 for each of the three years

2009 2008 2007

Dollars in thousands

Balance at January
2709286 $1177309 384089

Less reinsurance recoverables 482678 36917 3741

Net balance at January
2226608 1140392 380348

Losses and LAE incurred principally with respect to defaults occurring

in

Current year
1556232 1706383 914333

Prior years
196767 192881 208565

Total incurred 1752999 1899264 1122898

Losses and LAE payments principally with respect to defaults

occurring in

Current year
308890 100795 43643

Prior years
1123159 727576 323755

Total payments 1432049 828371 367398

Foreign currency
translation effects 1008 4927 1894

Net change in PM Guarantys loss reserves 20250 2650

Net ending balance at December 31 2546550 2226608 1140392

Reinsurance recoverables 703550 482678 36917

Balance at December 31 3250100 $2709286 $1177309

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 Companys 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 Companys

primary insurance portfolio These re-estimations of ultimate loss rates are the result of managements periodic review of estimated claim

amounts in light of actual claim amounts loss development data and ultimate claim rates

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 result of

an increase in the default inventory and adverse loss development on claim rates and claim sizes from the

Companys modified pool contracts Upon receipt of default notices future claim payments are estimated

relating to those loans in default and reserve is recorded Generally it takes approximately 12 to 36 months

from the receipt of default notice to result in claim payment Accordingly most losses paid relate to default

notices received in prior years
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NOTE DEBT AND REVOLVING CREDIT FACILITY

December 31
December 312009 2008

Principal Carrying Carrying
Amount Fair Value Value Value

Dollars in thousands
6.000% Senior Notes due September 15 2016 $250000 $149063 $149063 $153027
6.625% Senior Notes due September 15 2036 150000 64585 64585 77144
Revolving Credit Facility due October 24 2011 124750 124750 124750 200000
8.309% Junior Subordinated Debentures due February

2027 51593 10061 51593 51593

Total debt $576343 $348459 $389991 $481764

The fair value and carrying value of the Companys 6.000% Senior Notes and 6.625% Senior Notes at December 31 2009 include

accrued interest

6.000% and 6.625% Senior NotesIn 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 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 100% of the principal amount of the 6.000% and 6.625% Senior Notes to be redeemed and the

sum of the present values of the remaining scheduled payments thereon discounted to the date of redemption on
semi-annual basis assuming 360-day year consisting of twelve 30-day months at 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 or 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 2008 the Company elected to adopt the fair value option presented by ASC Topic 825
for the Companys 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 penod of adoption See Note 10 Fair Value

Disclosures for further discussion

8309% Junior Subordinated DebenturesThe Junior Subordinated Debentures bear interest at the rate of
309%

per annum paid semiannually and mature on February 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% Junjor Subordinated Debentures would not have significant impact on the Companys
consolidated financial results Therefore the Company did not elect to adopt the fair value option for the 309%
Junior Subordinated Debentures
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Revolving Credit FacilityThe 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 2009 In connection with the Amended Agreement

MIC and The PMI Group entered into 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 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 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 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

2010 through the facilitys October 24 2011 maturity date As of December 31 2009 The Companys Adjusted

Consolidated Net Worth as defined in the credit facility was $1 billion as compared to net worth

requirement of $700 million The Companys 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 Companys 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 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

actions1 negotiate with the lenders under its credit facility to amend or waive compliance with the covenant

seek to sell certain assets including the QBE note prior to maturity for an amount sufficient to repay
the

credit facility and other corporate initiatives inclusive of expense
reductions within its control to maintaw

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 reinsurance subsidiaries the Company ability to make

additional investments in MIC and MICs subsidiaries is subject to dollar limitations

Pnor 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 co1latera

agent the Collateral Agent pursuant to which the Company granted 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 Companys senior notes was terminated and the security interest in the stock of

MIC was released

Thereafter MIC and the Company entered into Note Purchase Agreement dated as of May 29 2009 the

Note Purchase Agreement pursuant to which the Parent 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 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 sale of the QBE Note prior to redemption See Item 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 ºredit 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 January 2008 the Company adopted Topic 820 and the fair value option outlined in Topic 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 option be recorded as an adjustment 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 Companys 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 $149063 $254375 $105312

6.625% Senior Notes 64585 $152898 88313

Fair Value including

accrued interest

as of Principal amount and
December 31 2008 accrued interest Difference

Dollars in thousands

Long-term debt

6.000% Senior Notes $153027 $254375 $101348

6.625% Senior Notes 77144 $152898 75
Topic 820 defines fair value as the exchange price that would be received for an asset or paid to transfer

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 fair value

hierarchy which requires an entity to maximize the use of observable inputs and minimize the use of

unobservable inputs when measuring fair value The standard describes three levels of inputs that may be used to

measure fair value

Level Observable inputs with quoted prices in active markets for identical assets or liabilities Level

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 Observable inputs other than Level 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 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 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 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 assets and liabilities include financial instruments whose value is

determined 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

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

Fixed income securities

Equity securities

Short-term investments

Cash and cash equivalents

Accrued investment income

Total assets

Liabilities

Credit default swaps

6.000% Senior Notes

6.625% Senior Notes

December 312009

Fair Value Measurements Using Assets/Liabilities at

Level Level Level Fair Value

Dollars in thousands

$2352041 3147 $2355188

28955 182188 3970 215113

2232 2232

686891 686891

35028 35028

$753106 $2534229 7117 $3294452

$17331 17331

149063 149063

64585 64585

213648 $17331 230979

Assets

Fixed income securities

Equity securities

Short-term investments

Cash and cash equivalents

Accrued investment income

Total assets

Liabilities

Credit default swaps

6.000% Senior Notes

6.625% Senior Notes

Total liabilities

Assets and liabilities measured at fair value on recurring basis including financial instruments for which

the Company has elected the fair value option are summarized below

Total liabilities

December 312008

Fair Value Measurements Using

Level Level Level

Dollars in thousands

5576

2280

1483313

36323

$1527492

$1994025 3441

211809 4464

$2205834 7905

Assets/Liabilities at

Fair Value

$1997466

221849

2280

1483313

36323

$3741231

$54542 54542

153027 153027

77144 77144

230171 $54542 284713
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PMI Europes 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 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

Fair Value of Credit Default Swap Contracts

PMI Europes 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 ayailable Due to the lack of observab1e inputs required to value CDS contracts they are considered to

be Level 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 valuation of CDS contracts 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 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 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 Companys CDS contracts are affected by estimated changes in credit spreads of the

underlying obligations and/or the cost of the Companys capital As credit spreads change the values of these

CDS contracts will change and the resulting gains and losses will be recorded in the Companys 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 Companys 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 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 Europes CDS contracts which could be counteracted by PMI Europes counterparties assessments of its

161



THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

creditworthiness If 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

PM1 Europe recognizing further significant mark-to-market losses If counterparties elect to extend PMI

Europes CDS contracts and spreads remain at their current levels mark-to-market losses could be material and

there will be greater likelihood of incurring higher than currently expected realized losses in the form of paid

claims on the contracts To date all of PMI Europes CDS contracts have either been called at the Companys

expected call date or have deviated from the Companys 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 market-based estimated cost of capital that would be required by third party with similar 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 risk-free rate The market-based cost of capital is based on an estimate of PMIs cost of capital as of the

period in which the value is being determined
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The table below presents reconciliation for all assets and liabilities measured at fair value on recurring

basis using significant unobservable inputs Level for the year ended December 31 2009 Level instruments

presented in the table including credit default swaps and certain fixed income and equity securities were camed

at fair value prior to the adoption of Topic 820

Total Fair Value Measurements
Year Ended December 312009

Dollars in thousands
Credit

Fixed Default

Income Equity Swaps
Level Instruments Only Securities Securities Liabilities

Balance january 2009 $3441 4464 $54542
Total gains or losses

Included in earnings 293 494 31581

Included in other comprehensive income 391
Purchase issuance and settlements 6021

Balance December 31 2009 $3148 3970 $17331

Year Ended Deceiiiber 312008

Dollars in thousands

Balance January 12008 $3704 5706 $26921
Total gains or losses

Included in earnings 263 1242 11275
Included in other comprehensive income 889

Purchase issuance and settlements 17235

Balance December 31 2008 $3441 4464 $54542

The combined losses on equity and fixed income secunties of $0 million and $1 million for the years ended December 31 2009 and

2008 respectively are included in net investment income in the Companys 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 respectively is included in

other income in the Companys consolidated statement of operations

The loss on credit default swaps of $0 million and the gain on credit default swaps of $0 million for the years ended December 31

2009 and 2008 respectively is result of the translation from the Euro to the U.S dollar and is included in other comprehensive income

The purchase issuance and settlements of $6.0 million and $17.2 million for the years ended December 31 2009 and 2008 respectively

represent net cash paid received on credit 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 Companys operations for the years ended

Premiums written

Direct net of refunds

Assumed

Ceded _________ _________ _________

Net premiums written
_________ _________ _________

Premiums earned

Direct net of refunds

Assumed

Ceded
_________ _________ _________

Net premiums earned
_________ _________ _________

Losses and loss adjustment expenses

Direct

Assumed

Ceded _________ _________ _________

Net losses and LAE ________ ________ ________

The majority of the Companys existing reinsurance contracts are captive reinsurance agreements in the

U.S Mortgage Insurance Operations Under captive reinsurance agreements portion of the risk insured by PMI

is reinsured with the mortgage originator or investor through reinsurer that is affiliated with the mortgage

originator or investor Ceded premiums for 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 PMIs 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

Companys European operations and contract in the Companys 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

22614 27920

_________
411352 218602

_________
$433966 $246522

2009 2008 2007

Dollars in thousands

840475

8411
154006

678058

942580

15313

188998

768895

984903

10040

181021

813922

986591

7657

178808

815440

$1157378

34471

$1122898

870478 964512

2696 12851

156333 191204

716841 786159

$2105556 $2363233

1838 441

346963 464410

$1756755 $1899264

Current $107435

Deferred 299444

Total income tax benefit from continuing operations $406879
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832e 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 Thetax 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 deferred component of income tax

expense

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 tax rate 35.0% 35.0% 35.0%

Tax-exempt interest 2.8 2.2 2.1

Equity in earnings losses from unconsolidated subsidiaries 0.0 0.0 3.9
Valuation allowance 0.0 0.5 13.4

State taxes net 0.7 0.2 0.3

Foreign taxes net 0.8 2.0 0.4
Other ft9 2.1 0.1

Effective income tax rate 384% 32.8% 19.6%
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Deferred tax assets

AMT and other credits 192819

Discount on loss reserves 35558

Unearned premium reserves 4128

Unrealized net losses on investments

Basis difference on investments in unconsolidated subsidiaries 215944

Pension costs and deferred compensation 17964

Contingency reserve deduction net of tax and loss bonds

Foreign net operating loss

Basis difference in foreign subsidiaries

Other assets
_________ _________

Total deferred tax assets
_________ _________

Deferred tax liabilities

Deferred policy acquisition costs

Unrealized net gains on investments

Unrealized net gains on debt

Software development costs

Equity in earnings from unconsolidated subsidiaries

Other liabilities
_________ _________

Total deferred tax liabilities
_________ _________

Net deferred tax asset

Valuation allowance
_________ _________

Net deferred tax asset _________ _________

The Company evaluates the need for 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 Companys 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 valuation allowance of $248.3 million was required Any

future changes in managements assessment on the need for valuation allowance will be recognized as change

in estimate in future periods

The Company adopted the provisions of Topic 740 on January 2007 As result of the implementation

the Company recognized an approximately $15.6 million increase in deferred tax liabilities which was accounted

for as reduction to the January 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 Companys future tax payments In accordance with Topic 740 the

Company has recorded contingent liability of $3.0 million as of December 31 2009 which if recognized

would affect the Companys future effective tax rate Of this total approximately $2.8 million had been accrued

as of December 31 2008
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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

64901

28350

5762

67263

245339

20604

40478 182

12569 3882

25375 16834

23076 11613

567911 464730

14451

11118

77097

8499

27406

5478

144049

423862

248277

175585

11311

72857

18906

32453

6378

141905

322825

174641

148184
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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 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

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

reporting 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 the Company determined 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 million pnmanly related to the

payment of alternative minimum tax of $113 million and foreign taxes of $78 million The foreign tax credits

will
expire

if not utilized in 2018 and the alternative minimum tax credits do not expire

NOTE 13 COMMITMENTS AND CONTINGENCIES

Jurisdiction

California

Ireland

Canada

Years Affected

From 2004 to present

From 2006 to present

From 2007 to present

LeasesThe Company leases certain office space and office equipment Minimum rental payments under

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

2010 $1761

2011 1337

2012 1084

2013 209

2014 193

Thereafter

Total minimum lease payments $4584
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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 TaxesAs of December 31 2009 no tax issues from the most recently closed or pending IRS audit

would in the opinion of management give rise to material assessment or have material effect on the

consolidated financial condition results of operations or cash flows of the Company

GuaranteesThe PMI Group has guaranteed certain payments tç the holders of the privately issued debt

securities Capital Securities issued by PMI Capital 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 ObligationsThe 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 ProceedingsVarious 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

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 million PMI

Guaranty has secured its obligation by depositing $22.9 million into trust account for the benefit of AG Re

and to the extent AG Res 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 corresponding liability in losses and LAE reserves on the Companys consolidated balance

sheet

Certain of PMI Europes 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

Companys consolidated balance sheet at December 31 2009

NOTE 15 DIVIDENDS AND SHAREHOLDERS EQUITY

Common StockIn 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 468500 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 2007 through

September 30 2007 the Company repurchased 5454381 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 325000 common shares for $14.2 million under $400 million

common share repurchase program authorized by the Board of Directors in July 2006 In May 2007 upon

completion of $345 million accelerated share repurchase program entered into in 2006 The PMI Group

received the final delivery of 436152 common shares bringing the total received under the accelerated share

repurchase program to 7624700 shares The average price paid per common share upon completion of this

program was $45.25 per common share

DividendsThe payment of dividends to holders of The PMI Group common stock is subject to the

discretion of the Companys Board of Directors which will consider among other factors the Companys

consolidated operating results the Companys overall financial condition and capital requirements as well as

general business conditions In addition The PMI Groups credit agreement with Bank of America N.A and

certain lenders places certain limitations on The PMI Groups ability to pay dividends on its common stock

including cap of $0.01 per share per year subject to an aggregate per year limit of $5 million and 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 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 dividend on its common stock since 2008 The Company does not expect that the Board of Directors

of The PMI Group will declare 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 2008

through December 31 2008 and $0.0 125 per share in each of the quarters in the period from January 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 MICs 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 Basis of Presentation The laws of

Arizona MICs 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 years net investment income 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 dividends 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 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

Preferred StockThe PMI Groups certificate of incorporation authorizes the Board of Directors to issue

up to 5000000 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

Pursuant to the support agreement described in Note 21 Capital Support Agreements the Company has

agreed that in the event that Allstate the Companys former parent makes 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 liquidation preference equal to the amount of such payment Such

preferred stock will rank senior in right of payment to the issuers 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 PlanEffective January 2003 certain US employees of the Company are eligible to

participate in The PMI Group Inc Retirement Plan the Plan noncontributory defined benefit plan In

addition certain employees whose annual earnings exceed $220000 under Internal Revenue Code IRC
Section 401a17 and limits established under IRC Section 415 participate in The PMI Group Inc

Supplemental Employee Retirement Plan The SERP Plan 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 Groups Board of Directors approved an amendment to the Retirement Plan

The amendment changed the Plans benefit formula from final pay pension formula to cash balance

formula The amendment took effect immediately for employees hired or rehired on or after September 2007

For employees hired before and continuously employed on September 2007 the amendment will take effect on

January 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 rate equal to the 30-year Treasury

Bond rate

In the third quarter of 2008 the Company initiated Voluntary Early Retirement Program VERP The

Program was made available to employees other thanCEO 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 result of this Program PMI incurred expenses

of $33.1 million in 2008 as 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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Funded Status

Proj ected Benefit Obligation

Benefit obligation at January

Service cost

Interest cost

Actuarial gain loss

Benefits paid

Effect of plan amendments

Effect of curtailments

Effect of settlements

Special termination benefits

Benefit obligation at December 31

Fair Value of Plan Assets

Fair value of plan assets at January

Actual return on plan assets

Company contribution

Benefits paid

Settlements

Fair value of plan assets at

December 31

Funded status

Funded status of plan at

December 31

Accumulated benefit obligation

Amounts recognized in accumulated other

comprehensive income consist of

Net actuarial loss

Prior service credit

Effect of one-percentage-point change in

assumed health care cost trend rate on

postretirement obligation

Increase

Decrease

Pension Benefits including SERP Other Post-Employment Benefits

2009 2008 2007 2009 2008 2007

Ilollars in thousands except percentages

69359 85964 85921 15379 11046 10248

5429 7611 8278 406 451 507

4163 5454 5226 1010 738 64$

3658 1718 1696 1674 1572 27

4437 1148 3302 921 412 384
11855

77596

6576

10228

3302
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The reconciliation of the beginning and ending balances of the projected benefit obligation and fair value of

plan assets for theyears ended and the accumulated benefit obligation at year end is as follows

1312
6400 45836

16908

64456 69359

507

85964 17548

1477

15379 11046

33088

6401

15688

4437
6400

91098

28942

17916

1148
45836

$.$
921

921

.412 384

412 84

$44340 $33088 $91098 .$

$20 115

62940

17085

6014

$3627

65125

28168

7130

5134 $17548

77571 N/A

7354 7408

11058 5267

Amount recognized in accumulated

other comprehensive income 11071

$15379 $11046

N/A N/A

6223 5O72

5921 8429

$21038 3704 2141 302 3357

N/A N/A

N/A N/A

The 2008 contribution is reflected net of the $24 million refund that was nondeductible for tax purposes

N/A 826

N/A 612
239

132
215

123
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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 net underfunded status of

$20.1 million

Components of net periodic benefit

cost

Service cost

Interest cost

Expected return on assets

Prior service cost amortization

Actuarial loss recognized

Curtailment gain

Additional cost related to settlement
_______ ______ ___________ _____

Net periodic benefit cost
___________ ___________ ______ ______ ___________ _____

Cost of special termination benefits

Assumptions to determine net

periodic benefit cost

Discount rate

Expected return on plan assets

Rate of compensation increase

Health care cost trend on covered

charges

Expected benefit payments

2010

2011

2012

2013

2014

2015-2019

Effect of one-percentage-point change in

assumed health care cost trend rate on

aggregate service and interest cost

Increase

Decrease

The estimated amounts that will be

amortized from accumulated other

comprehensive income into net

periodic benefit in 2009 are as

follows

Actuarial loss

Prior service credit 1116
______

Total 72
______

Pension Benefits including SERP Other Post-Employment Benefits

2009 2008 2007 2009 2008 2007

Dollars in thousands except percentages

8278

5226

6968
964
463

5429

4163

2171
1116
2231

964

9500

406

1010

654
489

7611

5454

7591
1510

470

2441
15677

17670

16908

450 507

738 648

838 838
422 437

1163

$1251 391 754

1477

6035

6.06%

8.00%

5.00%

6.08%-6.17% 6.17%-6.34%

7.00% 8.00%

3.00% 5.00%

6.12% 6.12%-6.30% 5.89%

N/A N/A N/A

N/A N/A N/A

9.00% 9.00%

5065

8508

6287

6399

9678

40200

N/A

N/A

N/A N/A N/A 8.50%

932

942

931

925

953

$5357

N/A N/A 71 23 18

N/A N/A 51 10

1188 484

__________
654

__________
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 Companys 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 Companys 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

PMIs 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 to 30 percent

International stocks 20 to 50 percent U.S fixed income securities and to 10 percent U.S cash and cash

equivalents

The fair values of the assets in the Companys pension plan at December 31 2009 by asset category are as

follows

Fair Value Measurements at

December 312009

Dollars in thousands

Quoted Prices

in Active Significant Significant

Markets for Observable Unobservable

Identical Assets Inputs Inputs

Total Level Level Level

U.S stocks $17556 $17556
International stocks 1749 1749

U.S fixed income funds 23502 23502
U.S cash and cash equivalents 1533 1533

$44340 $20838 $23502

The strategic asset allocationranges represent long-term perspective Rapid unantiŁipated 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 higher than target level of liquidity on short

term basis These divergences should be of relatively short-term nature unless the circumstances warrant

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 long-term horizon

of consistent competitive total returns that ultimately minimizes reliance on contributions from the plan sponsor

At the same time strong emphasis 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 whole Plan assets are invested in manner consistent with

ERISA fiduciary standards and in accordance with all other relevant legislation and governing documents
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Defined Contribution PlanCertain 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 participate in the PMI Alternate Savings

Plan under which there are no matching Company contributions

Deferred Compensation PlanIn addition to the Sayings 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 PlanThe 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 fixed dollar subsidy towards the cost of coverage under one of

PMIs existing benefits options Retirees are expected to pay all amounts in excess of the Companys 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 PlanThe 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 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 Companys common stock Under the Equity Incentive Plan non-employee

directors receive quarterly non-discretionary grants of stock units Pursuant to November 2008 plan

amendment the units have had an initial value of $4000 subject to limit of 2500 units per quarter The

number of units granted depends on the fair market value of the Companys 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 Companys common stock The total number of non-employee director stock

units outstanding is 405483 and 436364 on December 31 2009 and 2008 respectively

Non-Employee Director Phantom Stock PlanNon employee directors also receive quarterly shares of

phantom stock under The PMI Group Inc Non-Employee Director Phantom Stock Plan which became effective

January 15 2009 The phantom share grants are initially valued at $8500 with the number of phantom shares

being determined based on the fair market value of the Companys cqmmon shares at the grant date In addition

to these grants if under the Equity Incentive Plans 2500-unit cap on the amount of stock units they can receive

on quarterly basis the directors receive stock units with grant date fair value of less than $4000 the directors
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will receive phantom stock in an amount that represents the difference between $4000 and the 2500-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 Companys 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 stock shares outstanding under the plan

is 218475 and on December 31 2009 and 2008 respectively

Employee Stock Purchase PlanThe PMI Group Inc Employee Stock Purchase Plan ESPP allows

eligible employees to purchase shares of the Companys stock at 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 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 Topic 718

Under the ESPP the Company issued 381333 treasury shares in 2009 470671 treasury shares in 2008 and

98038 treasury shares in 2007 Topic 718 requires expense recognition of the amount of the discount to current

fair value of ESPP shares purchased by employees

Impact of Topic 718The 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 Companys share price as well as assumptions regarding number of complex and subjective

variables These variables include the Companys 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 nctual 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 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 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 fot 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

Valuation AssumptionsThe 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

Companys 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 assuthption 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 diffrrent 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 value 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
88.3% 76.5% 22.9%

Expected dividends 0.00% 0.95% 0.48%

Expected term in years 1.9 3.8 4.2

Risk-free rates 1.50% 2.12% 4.59%

Since the Companys employee restricted stock units do not participate in dividends during their vesting

period their fair value is determined using the closing price of the Companys 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

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 ExerŁise

Option Price Option Price Option Price

Outstanding at beginning of
year 7122096 $36.32 6972488 $38.89 6326883 $35.26

Granted 880000 0.61 553800 5.25 1587047 $4693

Exercised 894710 $26.97

Forfeited/expired 2345551 $37.53 404192 $38.02 46732 $43.63

Outstanding atend of year 5656545 $30.38 7122096 $36.32 6972488 $38.89

Vested and Exercisable at year end 386 600 $36 78 846 683 $36 82 589 129 $35 44

Weighted-average fair value of options

granted 0.42 2.81 $11.89

Reserved for future grants 2210098 1299522 2923

The total intnnsic value of options exercised dunng 2009 2008 and 2007 was $0 million $0 million

and $19 million respectively The weighted average remaining contractual life of options outstanding as of

December 31 2009 and vested and exercisable as of December 31 2009 was 4.9 and 3.7 years respectively The

aggregate inthnsic value for the options outstanding as of December 31 2009 or for the options vested and

exercisable as of December 31 2009 was $1 million and $0 million respectively

summary of the restncted stock unit activity under the Equity 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 1100700 $5.13

Granted 635000 $0.61

Vested 514196 $5.13

Forfeited/expired 149070 $4.46

Outstanding at end of year 1072434 $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

177



THE PM GROUP INC AND SUBS1DIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

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

Granted 227867 $2.52

Vested 392 $1 01

Outstanding at end of year
218475 $2.52

As phantom shares are cash settled the shares are valued at the closing price of the Companys stock The

weighted average fair value of outstanding and granted shares is the closing price of the Companys stock as of

December 31 2009 The weighted aerage fair value of vested shares is based on the closing price of the

Companys stock when participant vested the shares and was paid

NOTE 18 BUSINESS SEGMENTS

Reporting segments are based upon the Companys internal organizational structure the manner in which

the Company operations are managed the criteria used by the Company 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 Corporate and Other segment for all periods presented The Companys 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 312009

Revenues

Premiums earned

Net investment income

Net realized investment gains losses

Change in fair value of certain debt instruments

Net gain from credit default swaps

Other loss income

Total revenues

Losses and expenses

Lossesand loss adjustment expenses

Amortization of deferred policy acquisition costs

Other underwriting and operating expenses

Interest expense

Total losses and expenses

Loss income before equity in losses from unconsolidated

subsidiaries and income taxes

Equity in losses from unconsolidated subsidiaries

Loss income from continuing operations before income

taxes

Income tax benefit from continuing operations

Loss income from continuing operations

Loss from discontinued operations net of taxes

Net loss income

U.S

Mortgage
Insurance International Corporate Consolidated

Operations Operations and Other Total

Dollars in thousands

$10880 21 716841

5074 3362 119166

2737 19 37471

16522

__________ _______
2379

__________

__________ _______
22265

__________

31581

13

44785

16064

2543

11081

29688

15097

16522

31581

2328

923909

1756755

17781

155211

43013

1972760

705940

110730

40227

38

856859

1740691

15238

128097

55

1884081

1027222

11452

1038674

382726

655948

655948

16033

42958
___________

58991
__________

36726 1048851

567 12019

15097 37293 1060870

2645 21508 406879

17742 15785 653991

5335 5335

$12407 $15785 659326
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THE PM1 GROUP1NC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

Year Ended December 31 2008

Consolidated Total

U.S Mortgage
Insurance International Corporate and

Operations Operations Other

Dollars in thousands

Revenues

Premiums earned 772173 13942 44 786159

Net investment income 115219 13237 10245 138701

Net realized investment losses 47600 63 1003 48666

Impairment of unconsolidated subsidiaries 90 868 90 868

Change in fair value of certain debt instruments 123595 123595

Net loss from credit default swaps 11275 11275

Other loss income 351 10487 10141

Total revenues 839441 15846 52500 907787

Losses and expenses

Losses and loss adjustment expenses 1835720 63544 1899264

Amortization of deferred policy acquisition

coSts 15586 2699 18285

Other underwriting and operating expenses 123368 39903 55312 218583

Interest expense
139 40868 41007

Total losses and expenses 1974813 106146 96180 2177139

Loss before equity in earnings losses from

unconsolidated subsidiaries and income taxes 1135372 90300 43680 1269352

Equity in earnings losses from unconsolidated

subsidiaries 6456 58258 51802

Loss from continuing operations before income

taxes 1128916 90300 101938 1321154

Income tax benefit from continuing operations 419371 3264 11331 433966

Loss from continuing operations 709545 87036 90607 887188

Loss from discontinued operations net of

taxes 17200 24120 41320

Net loss 709545 $104236 $114727 928508
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THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

Year Ended December 31 2007

U.S Mortgage
Insurance International Corporate and

Operations Operations Other Consolidated Total

Dollars in thousands
Revenues

Premiums earned 800937 $14446 57 815440
Net investment income 110355 10848 11349 132552
Net realized investment gains losses 4587 164 9437 13860

Impairment of unconsolidated subsidiary 38499 38499
Net loss from credit default swaps 14447 14447
Other income loss 85 114 14308 14279

Total revenues expenses 915964 10569 3348 923185

Losses and expenses

Losses and loss adjustment expenses 1096093 26805 1122898
Amortization of deferred policy acquisition

costs 84214 3469 87683
Other

underwriting and operating expenses 95557 18104 79256 192917
Interest expense 108 33283 33391

Total losses and expenses 1275972 48378 112539 1436889

Loss before equity in earnings losses from

unconsolidated subsidiaries and income taxes 360008 37809 115887 513704
Equity in earnings losses from unconsolidated

subsidiaries 17119 758619 741500
Loss from continuing operations before income

taxes 342889 37809 874506 1255204
Income tax benefit from continuing operations .. 152073 2529 91920 246522
Loss from continuing operations 190816 35280 782586 1008682
Income from discontinued operations net of

taxes 90270 3086 93356

Net loss income 190816 54990 $779500 915326
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

December 312009

U.S Mortgage International Corporate and Consolidated

Insurance Operations Operations Other Total

Dollars in thousands

Assets

Cash and investments at fair value $2979683 $190975 88766 $3259424

Investments in unconsolidated

subsidiaries 124826 14949 139775

Reinsurance recoverables 703550 703550

Deferred policy acquisition costs 41289 41289

Property equipment and software net of

accumulated depreciation and

amortization 35606 27 66260 101893

Other assets 320483 11755 60310 392548

Total assets $4205437 $202757 230285 $4638479

Liabilities

Reserve for losses and loss adjustment

expenses $3213735 36365 $3250100

Unearned premiums 61758 10328 72089

Debt 389991 389991

Other liabilities assets 169032 38483 8303 199212

Total liabilities 3444525 85176 381691 3911392

Shareholders equity deficit 760912 117581 151406 727087

Total liabilities and shareholders

equity $4205437 $202757 230285 $4638479
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THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENT5Continued

Assets

Cash and investments at fair value

Investments in Unconsolidated

subsidiaries

Reinsurance recoverables

Defened policy acquisition costs

Property equipment and software net of

accumulated depreciation and

amortization

Other assets

Total assets

Liabilities

Reserve for losses and loss adjustment

expenses

Unearned premiums

Debt

Other liabilities assets

Total liabilities

Shareholders equity deficit

December 312008

U.S Mortgage International Corporate and Consolidated

Insurance Operations Operations Other Total

Dollars in thousands

$3184751 $264322 $255835 $3704908

135082 15295 150377

482678 482678

32317 2474 34791

48365 948 76033 125346

268031 14424 43844 326299

$4151224 $282168 $391007 $4824399

$2624504 84782 $2709286

86187 25449 20 111656

481764 481764

190348 78436 25316 243468

2901039 188667 456468 3546174

1250185 93501 65461 1278225

Total liabilities and shareholders

equity $4151224 $282168 $391007 $4824399

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 summary of the composition of
operating results

included in discontinued operations is as follows

Year Ended December 31

2009 2008 2007

Dollars in thousands

PMlAustralia $51114 $80005

PMI Asia 10435 10265

PMI Guaranty 24120 3086

Income from discontinued operations 37429 $93356
Loss from sale of discontinued operations net of taxes 5335 78749

Total loss income from discontinued operations $5335 $41320 $93356

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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THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

Summarized below are the overall operating components for each entity as well as certain asset and liability

information

Sale of PMI AustraliaOn October 22 2008 the Company completed the sale of PM Australia and received

approximately $746 million in cash including certain adjustments for pre-completion interest and changes in the

value of PM Australias investment portfolio and 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

performance of PMI Australias 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 Australias 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

Net investment income

Other loss income
_______ ________ ________

Total revenues

Losses and loss adjustment expenses

Other underwriting and operating expenses

Income before income taxes from discontinued operations

ncome tax expense

Income from discontinued operations

Loss from sale of discontinued operations

Tax expense on sale of discontinued operations

Total loss income from discontinued operations

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 AsiaOn 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 Asias book value as of June 30 2008 The following

table represents PMI Asias results of operations which were recorded as discontinued operations

Year Ended December 31

2009 2008 2007

Dollars in thousands

Total revenues 15147 $13669

Losses loss adjustment expenses and other underwriting and operating

expenses

Income before income taxes from discontinued operations

Income tax expense

Income from discontinued operations

Loss from sale of discontinued operations 23
Tax benefit expense on sale of discontinued operations 1282

________ ________

Total income loss from discontinued operations 1259
_______ ______

$151018

68178

28391

190805

73296

44105

73404

22290

51114

25388
6594 39179

$6594 13453

$167106

72501

1139

240746

77500

48632

114614

34609

80005

80005

3339

11808

1373

10435

10000

______
4182

______
3747

1946

11723

1458

10265

$10265

184



THE PMI GROUP INC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

In the third quarter of 2009 the Company recorded tax benefit of $1.3 million due to refinement of the

tax estimate associated with the sale of PMI Asia

Discontinued Operations of PMI GuarantyPMI 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 Guarantys remaining assets and liabilities were merged into U.S Mortgage Insurance Operations

The results of operations of PMI Guaranty are as follows for the periods indicated

Year Ended

December 31

2008 2007

Dollars in thousands

2380 $10488

29856 2649

11440 6388

38916 1451

14796 1635
Total loss income from discontinued operations $24120 3086

NOTE 20 STATUTORY ACCOUNTING

The Companys domestic insurance subsidiaries prepare statutory-basis financial statements in accordance

with the accounting practices prescribed or permitted by their respective states department of insurance which is

comprehensive basis of accounting other than GAAP

The following table presents PMIs 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 loss $852707 748164 295751
Statutory surplus 772221 568019 581985

Contingency reserve liability 37182 $1035151 $2341956

Under the insurance laws of the State of Arizona and several other states mortgage insurers are required to

establish 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 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 insurers 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 2009 MIC received written approval from the Department for permitted accounting

practice allowing it to report the GAAP value of PMI Plaza LLC PMI Plaza subsidiary in MIC statutory

and annual statements without obtaining GAAP audit as required by Statements of Statutory Accounting

Principles SSAP No 97 Investment in Subsidiary Controlled and Affiliated Entities Replacement of SSAP

No 88 SSAP No 97

Total revenues

Losses and LAE

Other underwriting and operating expenses

Loss income before income taxes from discontinued operations

Income tax benefit
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NOTES TO CONSOLDATED FNANCL4L STATEMENTSContinued

NOTE 21 CAPITAL SUPPORT AGREEMENTS

MIC has capital support agreement with PMI Europe with 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 Europes minimum capital requirements MIC also has capital support agreement

whereby it agreed to contribute funds under specified conditions to maintain CMG MIs risk-to-capital ratio at

or below 19 to MIC obligation under the CMG MI capital support agreement is limited to an aggregate of

$37.7 million As of December 31 2009 CMG MIs risk-to-capital ratio was 17.2 to

MIC also has capital support agreement with PMI Canada Because the Company 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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NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

NOTE 22 QUARTERLY FINANCIAL INFORMATION UNAUDITED

summary of selected quarterly results follows

2009 First Second Third Fourth Year

Dollars in thousands except per share data

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

The revenues do not include equity in losses earnings from unconsolidated subsidiaries

Revenues from continuing operations include interest income on surplus note with PMI Guaranty which is classified as discontinued

operations

Continuing operations

Revenues 245064 202163 226859 249823 923909

Net loss $115261 $222627 87920 $228183 653991
Basic EPS 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

Asia 30 5312 5335
Basic EPS 0.07 0.07
Diluted EPS 0.07 0.07

Total operations

Revenues 245064 202163 226859 249823 923909

Net loss $115291 $222620 93232 $228183 659326
Basic EPS 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

Revenues 23 231781 259564 225461 190981 907787

Net loss $305916 $250970 $149309 $180993 887188
Basic EPS 3.77 3.09 1.83 2.22 10.90

DilutedEPS 3.77 3.09 1.83 2.22 10.90

Discontinued operations

Revenues 84851

Net income 31952

Basic EPS 0.40

Diluted EPS 0.40

Loss gain on sale of discontinued operations

Loss gain on sale of PMI Australia and PM
Asia 80490 1741 78749

Basic EPS 0.98 0.03 0.96

Diluted EPS 0.98 0.03 0.96

Total operations

Revenues2 $316632 $331327 $264226 $203935 $1116120

Net loss $273964 $246286 $229413 $178845 928508
Basic BPS 3.37 3.03 2.81 2.19 11.40

Diluted EPS 3.37 3.03 2.81 2.19 11.40

71763 38765

4684 386

0.06

0.06

12954

407

208333

37429

0.46

0.46
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

NOTE 23 COMPREHENSIVE LOSS

The following table shows the components of comprehensive loss for the years
ended December 31 2009

2008 and 2007

Net Loss

Unrealized gains losses on investments

Total change in unrealized gains losses arising during the year net

of tax benefit expense

Less realized investment gains losses net of tax benefit

expense _________

Change in unrealized gains losses arising during the period net of

tax expense benefit of $47720 $54581 and $26501

respectively

Defined benefit pension plans

Current year
actuarial gain loss

Recognition of actuarial loss

Current year prior service credit

Recognition of prior service credit

Other
________ __________ ________

Defined benefit pension plans net of tax expense benefit of

$2862 $12236 and $5389 respectively

Accretion of cash flow hedges net of tax expense
of $214 $214 and

$214 respectively

Foreign currency translation adjustments

Total change in unrealized gains on foreign currency translation

Less realized foreign currency translation gains _________

Change in unrealized gains on foreign currency
translation

Other comprehensive income loss
_________ ___________ _________

Comprehensive loss
_________ __________ _________

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 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

2009 2008 2007

Dollars in thousands

$659326 928508 $915326

116952 136326 61258

23393 34553 679

93559 101773 61937

4069 24466 1357
2395 10190 301

7706

1150 4184 627

_________
1867 2147

5314 16593 3876

398 398 398

1816 357141 108660

124353

1816 232788 108660

101087 350756 50997

$558239 $1279264 $864329
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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 Accretion of currency

gains on Defined benefit cash flow translation

investments plans hedges gains Total

Dollars in thousands

Balance January 2007 98595 1154 $5748 $172387 $264080
Current period change 61937 3876 398 108660 50997

Balance December 31 2007 36658 2722 $5350 $281047 $315077

Current period change 101773 16593 398 232788 350756

Balance December 31 2008 65115 $13871 $4952 48259 35679
Current period change 93559 5314 398 1816 101087

Balance December 31 2009 28444 8557 $4554 50075 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 reconciliation of

exit and disposal costs included in other underwriting expenses by operating segment in 2009 and 2008

U.S

Mortgage
Insurance International Consolidated

Operations Operations Total

Dollars in thousands

Balance at January 2008 299 299

Exit costs incurred

Severance 3127 8566 11693

Fringe benefits 2561 326 2887

Lease termination and fixed asset disposals
649 320 969

Other 295 173 468

Total incurred 6632 9385 16017

Exit costs payments

Severance 354 6440 6794

Fringe benefits 3640 3640
Lease termination and fixed asset disposals 300 170 470
Other 294 294

Total payments 4588 6610 11198

Balance at December 31 2008 2343 2775 5118

Exit costs incurred

Severance 3183 3183

Fringe benefits 10 10

Lease termination and fixed asset disposals
315 1793 2108

Other
451

______
451

Total incurred 3949 1803 5752

Exit costs payments

Severance 3189 2229 5418

Fringe benefits 30 30
Lease termination and fixed asset disposals 1812 1812
Other 1031 264 1295

Total payments 4220 4335 8555

Balance at December 31 2009 2072 243 2315

The expenses
in the U.S Mortgage Insurance Operations segment are primarily payroll and related expenses

from 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 Canadas 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
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ITEM 9A CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and ProceduresBased 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-15e and 15d-15e under

the Securities Exchange Act of 1934 were effective

Managements Report on Internal Control Over Financial ReportingManagements report is

contained in Item of this report

Changes in Internal Control Over Financial ReportingThere 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 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information concerning The PMI Groups 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 Groups Proxy Statement for its 2010 Annual Meeting of Stockholders under the

captions Item Election of DirectorsNominees For Director of The PMI Group Inc Section 16a

Beneficial Ownership Reporting Compliance and Corporate Governance Information regarding Executive

Officers of The PMI Group is included in separate item captioned Executive Officers of Registrant in Part

of this report which is incorporated by reference herein

The PMI Group has adopted Code of Ethics for Senior Financial Officers that applies to The PMI Groups

principal executive officer principal financial officer and principal accounting officer and controller The Code

of Ethics is available on The PMI Groups 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

provision of the Code of Ethics by posting such information on its website

Certain other documents relating to The PMI Groups corporate governance including the Code of Business

Conduct and Ethics which is applicable to The PMI Groups 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 Groups website address at httpI/www.pmi-us.com

ITEM 11 EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference from The PMI Groups 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 Groups Proxy Statement

for its 2010 Annual Meeting of Stockholders under the captions Security Ownership of Certain Beneficial

Owners and Management and Executive CompensationEquity 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 Groups 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 Groups Proxy Statement

for its 2010 Annual Meeting of Stockholders under Item Ratification of Appointment of Independent

Registered Public Accounting Firm
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PART IV

ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Financial Statements The following financial statements are included in Item

Managements 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 15d 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

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

Title Date

Is STEPHEN SMITH

Stephen Smith

Is DONALD L0FE JR

Donald Lofe Jr

Is THOMAS JETER

Thomas Jeter

Is CARMINE GUERRO

Carmine Guerro

Is WAYNE HEDIEN

Wayne Hedien

Is LOUIS LOWER II

Louis Lower II

Is RAYMOND OCAMPO JR

Raymond Ocampo Jr

Is JOHN ROACH

John Roach

Is JOSÉ VILLARREAL

JosØ Villarreal

Is MARY LEE WIDENER

Mary Lee Widener

Is RONALD ZECH

Ronald Zech

Chief Executive Officer Director

Executive Vice President Chief

Financial Officer and Chief

Administrative Officer

Group Senior Vice President Chief

Accounting Officer and Corporate

Controller

Director

Director

Director

Director

Director

Director

Director

Director

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

March 2010

THE PM GROUP INC

BY Is STEPHEN SMITH

Name

Stephen Smith

Chief Executive Officer
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THE PMI GROUP INC

SCHEDULE IlCONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTS OF OPERATIONS

PARENT COMPANY ONLY

$638538

2718

19
16522

619317

4494

42958

47452

666769

12019

678788
18203

660585

1259

$659326

See accompanying supplementary notes to Parent Company only condensed financial statements

S-i

Year ended December 31

2009 2008 2007

In thousands

REVENUES
Losses from wholly-owned subsidiaries Note

Investment income

Net realized investment losses

Change in fair value of certain debt instruments

Other losses

Total revenues

EXPENSES

Underwriting and operating expenses

Interest expense

Total expenses

Loss before equity in losses from unconsolidated subsidiaries and income

taxes

Equity in losses from unconsolidated subsidiaries

Loss before income tax benefit

Income tax benefit

Loss from continuing operations net of tax

Gain loss on sale of discontinued operations net of tax

NET LOSS

$839999 $163575

9304 10394

91871 29062

123595

1206

798971 183449

28633 41360

40918 33283

69551 74643

868522 258092

51802 741500

920324 999592

5998 84266

914326 915326

14182

$928508 $915326



THE PMI GROUP INC

SCHEDULE IlCONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED BALANCE SHEETS

PARENT COMPANY ONLY

As of December 31

2009 2008

Dollars in thousands except per share data

ASSETS

Fixed income securities available-for-sale at fair value amortized cost

of$2456and$131493 2473 122443

Total investments 2473 122443

Cash and cash equivalents 58995 113484

Investments in wholly-owned subsidiaries 860308 1318396

Investments in unconsolidated subsidiaries 139775 150377

Other assets 63175 76077

Total assets 1124726 1780777

LIABILITIES

Long-term debt 389991 481764

Other liabilities 7648 20788

Total liabilities 397639 502552

SHAREHOLDERS EQUITY
Preferred stock$0.01 par value 5000000 shares authorized none

issued or outstanding

Common stock$0.01 par value 250000000 shares authorized

119313767 shares issued 82580410 and 81687583 shares

outstanding 1193 1193

Additional paid-in capital 873010 892213

Treasury stock at cost 36733357 and 37626184 shares 1317252 1341037

Retained earnings 1104728 1761535

Accumulated other comprehensive income loss net of deferred

taxes 65408 35679

Total shareholders equity 727087 1278225

Total liabilities and shareholders equity 1124726 1780777

See accompanying supplementary notes to Parent Company only condensed financial statements
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THE PM GROUP INC

SCHEDULE IlCONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTSOF COMPREHENSIVE LOSS

PARENT COMPANY ONLY

Year ended December 31

2009 2008 2007

Dollars in thousands

NET LOSS $659326 928508 $915326

Change in unrealized gains on investments net of deferred tax expense

benefit of $47720 $54581 and $26501 respectively 93559 101773 61937
Net unrealized losses from derivatives designated as cash flow hedges

netoftax

Accretion of cash flow hedges to interest expense 398 398 398

Foreign currency translation adjustment 1816 232788 108660

Pension adjustment including plan amendments net of deferred tax 5314 16593 3876

Other comprehensive income loss net of taxes 101087 350756 50997

COMPREHENSIVE LOSS $558239 $1279264 $864329

See accompanying supplementary notes to Parent Company only condensed financial statements
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THE PM GROUP INC

SCHEDULE IlCONDENSED FINANCIAL INFORMATION OF REGISTRANT

CONDENSED STATEMENTS OF CASH FLOWS
PARENT COMPANY ONLY

638538

12019

19

16522
60

3204

17838

4370
3455

40761

128958

6810

122350
75000

839999

51802

91871

123595
206

8815

32291

47638

26188

5669

1327

278
81618

8000

163575

741500

29062

830

16652

4001
53385

2739
24659

48491

See accompanying supplementary notes to Parent Company only condensed financial statements

2756

2209

21013

165000

Year ended December 31

2009 2008 2007

Dollars in thousands

$659326 $928508 $915326
CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss to net cash used in operating activities

Losses from wholly-owned subsidiaries

Equity in losses from unconsolidated subsidiaries

Net realized investment losses

Change in fair value of certain debt instruments

Depreciation and amortization

Compensation expense
related to stock options and employee stock

purchase plan

Excess tax benefits on the exercise of employee stock options

Deferred income taxes

Changes in related party receivables net of payables

Other

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales and maturities of fixed income securities

Investments in unconsolidated subsidiaries net of distributions

Investment in subsidiaries

Purchase of QBE note from MIC

Return of capital

Dividends received from subsidiaries

Net change in captial contributions to and distributions from

consolidated subsidiaries 122350

Purchases of fixed income securities 2336

Purchases of equity securities 4930

Net cash provided used in by investing activities 60768 74905 144022

CASH FLOWS FROM FINANCING ACTIVITIES

Net proceeds from issuance of long-term debt 200000

Repayment and extinguishment of long-term debt net of expenses .. 75250 45000

Purchases of treasury stock 214996

Proceeds from issuance of treasury stock 754 2777 31260

Excess tax benefits on the exercise of employee stock options 4001

Dividends paid to shareholders 2451 17703

Net cash used in provided by financing activities 74496 155326 197438

Net decrease increase in cash and cash equivalents 54489 74752 101907

Cash and cash equivalents at beginning of year 113484 38732 140639

Cash and cash equivalents at end of year 58995 113484 38732
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THE PM GROUP INC

SCHEDULE 11CONDENSED FINANCIAL INFORMATION OF REGISTRANT

PARENT COMPANY ONLY
SUPPLEMENTARY NOTES

Basis of Presentation

The accompanying The PMI Group Inc Parent Company condensed financial statements should be

read in conjunction with Item Financial Statements and Supplementary Data of this Form 10-K The Parent

Companys 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 years

financial statement presentation

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

Investments

The Parent Company classifies its fixed income secunties as available for sale and as such they are earned

at fair value The amortized cost of fixed income securities is adjusted for amortization 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 component of other comprehensive income The Parent Company investments in

fixed income securities are comprised of corporate bonds and government agency securities

Investments in Unconsolidated Subsidiaries

Investments in the Parent Company 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 unconsolidated subsidiaries also includes the Company share of net unrealized gains and losses in

the unconsolidated subsidiaries investment portfolios
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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 312009 2008

Principal Amount Fair Value Carrying Value Carrying Value

Dollars in thousands

6.000% Senior Notes due September 15 2016 $250000 $149063 $149063 $153027

6.625% Senior Notes due September 15 2036 150000 64585 64585 77144

Revolving Credit Facility due October 24 2011 .. 124750 124750 124750 200000

8.309% Junior Subordinated Debentures due

February 2027 51593 10061 51593 51593

Total debt $576343 $348459 $389991 $481764

The fair value and carrying value of the Parent Companys 6.000% Senior Notes and 6.625% Senior Notes at December 31 2009 include

accrued interest

6.000% and 6.625% Senior NotesIn 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 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 100% of the principal amount of the 6.000% and 6.625%

Senior Notes to be redeemed and the sum of the present values of the remaining scheduled payments thereon

discounted to the date of redemption on semi-annual basis assuming 360-day year consisting of twelve

30-day months at 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 or 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 2008 the Parent Company elected to adopt the fair value option presented by ASC

Topic 825 for the Parent Companys 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 DebenturesThe Junior Subordinated Debentures bear interest at the rate of

8.309% per annum paid semiannually and mature on February 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 significant impact on the Parent

Companys 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 FacilityThe 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 2009 Among other things the

amended credit facility reduced the facility size to 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 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 2010 through the facilitys October 24 2011 maturity date See Item Financial Statements

and Supplementary Data Note 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

Companys reinsurance subsidiaries the Parent Companys ability to make additional investments in PMI

Mortgage Insurance Co MIC and MICs 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 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 Companys senior notes was terminated and the security

interest in the stock of MIC was released

Thereafter MIC and the Parent Company entered into 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 sale of the QBE Note prior to redemption See Item Conditions and Trends

Affecting our BusinessInternational 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

Net Realized Investment Losses

Included in the net realized investment losses is $16.5 million gain on the change in fair value of certain of

the Companys debt instruments

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

Discontinued Operations

During 2008 and 2009 the operations of PMI Australia PMI Asia and PMI Guaranty were reported as

discontinued operations As result the assets and liabilities of PMI Australia and PMI Asia have been presented

as discontinued operations for all periods presented in the Parent Companys 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 entered into definitive agreement to sell its wholly-owned

subsidiary PMI Australia and the Parent Company entered into 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 $5 L6 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

$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 Guarantys remaining assets and liabilities

were merged into U.S Mortgage Insurance Operations
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THE PM GROUP NC AND SUBSIDIARIES

SCHEDULE IVRENSURANCE

Premiums Earned

2009

Mortgage Guaranty

2008

Mortgage Guaranty

2007

Mortgage Guaranty

Years ended December 31 2009 2008 and 2007

Assumed

from Ceded To

Gross Other Other Net

Amount Companies Companies Amount

In thousands except percentages

2696 $156333 $716841

$12851 $191204 $786159

7657 $178808 $815440

$870478

$964512

$986591

Percentage

of Amount
Assumed

to Net

0.38%

1.63%

0.94%
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INDEX TO EXHIBITS

Exhibit

Number Description of Exhibits

Restated Certificate of Incorporation incorporated by reference to exhibit to Amendment No

to the registrants Registration Statement on Form S-i No 33-88542 filed on March 1995

la Certificate of Amendment of Certificate of Incorporation incorporated by reference to exhibit 3.1 to

the registrants quarterly report on Form 10-Q for the quarter ended June 30 2002 filed on

August 14 2002 File No 001-13664

lb Certificate Eliminating Reference to Series of Shares of Stock from the Certificate of Incorporation

of The PMI Group Inc filed with the Delawaru Secretary of State on January 29 2009

incorporated by reference to exhibit 3.i1 to the registrants current report on Form 8-K filed on

January 29 2009 File No 00 1-13664

3.2 The PMI Group Inc Amended and Restated Bylaws effective July 16 2008 incorporated by

reference to exhibit 3.2 to the registrants current report on Form 8-K filed on July 22 2008

File No 001-13664

4.1 Specimen common stock certificate incorporated by reference to exhibit 4.1 to Amendment No to

the registrants Registration Statement on Form S-i No 33-88542 filed on March 1995

4.2 Junior Subordinated Indenture dated as of February 1997 between The PMI Group Inc and The

Bank of New York Inc as Trustee incorporated by reference to exhibit 4.3 to the registrants

annual report on Form 10-K for the year ended December 31 1996 filed on March 31 1997

File No 001-13664

4.3 Senior Indenture dated as of November 2003 between The PMI Group Inc and The Bank of

New York as trustee incorporated by reference to exhibit 10 30 to the registrant annual report

on Form 10-K for the year ended December 31 2003 filed on March 15 2004

File No 001-13664

3a Form of Senior Note contained in exhibit

4.4 Supplemental Indenture No dated as of November 2003 between The PMI Group Inc and The

Bank of New York as trustee incorporated by reference to exhibit 10.31 to the registrants annual

report on Form 10-K for the year ended December 31 2003 filed on March 15 2004

File No 001-13664

4.5 Form of 6.000% Senior Note due 2016 incorporated by reference to exhibit 10.2 to the registrants

quarterly report on Form 10 for the quarter ended September 30 2006 filed on November

2006 File No 001-13664

4.6 Form of 6.25% Senior Note due 2036 incorporated by reference to exhibit 10.3 to theregistrants

quarterly report on Form l0-Q for the quarter ended September 30 2006 filed on November

2006 File No 001-13664

10 The PMI Group Inc Amended and Restated Equity Incentive Plan Amended May 21 2009

incorporated by reference to exhibit 10 to the registrant current report on Form filed on

May 26 2009 File No 001-13664

10 The PMI Group Inc Directors Deferred Compensation Plan amended and restated as of July 21

1999 incorporated by reference to exhibit 4.2 to the registrants Registration Statement on

Form No 333 32190 filed on March 10 2000

10 2a Amendment No to The PMI Group Inc Directors Deferred Compensation Plan incorporated by

reference to exhibit i0.5A to the registrants current report on Form 8-K filed on December 20

2004 File No 001 13664

10.3 The PMI Group Inc 2005 Directors Deferred Compensation Plan September 20 2007

Restatement incorporated by reference to exhibit 10.6 to the registrants quarterly report on

Form 10-Q for the quarter ended September 30 2007 filed on November 2007

File No 00 1-13664



Exhibit

Number Description of Exhibits

10.3a Amendment No 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

to the registrants annual report on Form 10-K for the year ended December 31 2007 filed on

March 17 2008 File No 00 1-13664

10.3b Amendment No 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 registrants annual report on Form 10-K for the year ended December 31

2008 filed on March 16 2009 File No 001-13664

10.4 The PMI Group Inc Officer Deferred Compensation Plan effective July 1997 incorporated by

reference to Appendix to the registrants proxy statement filed on April 22 2004

File No 001-13664

10.4a Amendment No to The PMI Group Inc Officer Deferred Compensation Plan dated December 22

2004 incorporated by reference to exhibit 10.21a to the registrants current report on Form 8-K

filed on December 22 2004 File No 001-13664

10.4b Amendment No to The PMI Group Inc Officer Deferred Compensation Plan incorporated by

reference to exhibit 4.1 to the registrants Registration Statement on Form S-8 filed on

December 2005 File No 333-130103

10.5 Thà PMI Group Inc 2005Officer Deferred Compensation Plan September 19 2007 Restatement

incorporated by reference to exhibit 10.1 to the registrants current report on Form 8-K filed on

September 25 2007 File No 001-13664

10.5a Amendment No 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 registrants current report on Form 8-K filed On February 26 2008 File No 001-13664

10.5b Amendment No 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 registrants current report on Form 8-K filed on November 25 2008 File No 001-13664

10.6 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 registrants quarterly report on

Form 10-Q for the quarter ended June 30 2008 filed on August 112008 File No 001-13664

10.7 Pre-2008 Form of Change of Control Employment Agreement incorporated by reference to

exhibit 10.4 to the registrants current report on Form 8-K filed on November 25 2008

File No 00 1-13664

10 2008 Form of Change of Control Employment Agreement incorporated by reference to exhibit 10

to the registrants current report on Form 8-K filed on November 25 2008 File No 001-13664

10.8a Form of Amendment to 2008 Change of Control Employment Agreement incorporated herein by

reference to exhibit 10.8a to the registrants annual report on Form 10-K for the year ended

December 31 2008 filed on March 16 2009 File No 001-13664

10.9 Form of Stock Option Agreement for Employees incorporated by reference to exhibit 10.24 to the

registrant current report on Form filed on February 23 2005 File No 001 13664

10.9a Form of Amendment to Stock Option Agreement for Employees incorporated by reference to

exhibit 10.5 to the registrants quarterly report on Form 10-Q for the quarter ended June 30 2005

filed on August 2005 File No 001-13664

10.10 Form of Stock Option Agreement for Directors incorporated by reference to exhibit 10.26 to the

registrants quarterly report on Form 10-Q for the quarter ended June 30 2003 filed on August 14

2003 File No 001 13664

10.11 Form of Restricted Stock Agreement incorporated by reference to exhibit 10.39 to the registrants

current report on Form 8-K filed on May 20 2005 File No 001-13664



Exhibit

Number Description of Exhibits

10.12 Form of Performance Share Agreement incorporated by reference to exhibit 10.37 to the registrants

annual report on Form 10-K for the year
ended December 31 2003 filed on March 15 2004

File No 00 1-13664

10.13a Form of Stock Unit Agreement for Non-Employee Directors incorporated by reference to exhibit

10.39 to the registrants current report on Form 8-K filed on October 15 2004

File No 001-13664

10.13b Revised Form of Stock Unit Agreement for Non-Employee Directors effective January 15 2009

incorporated herein by reference to exhibit 10 13b to the registrants annual report on Form 10-K

for the year ended December 31 2008 filed on March 16 2009 File No 001-13664

10.14 Form of Stock Unit Agreement for Employees incorporated by reference to exhibit 1Q.35 to the

registrants annual report on Form 10-K for the
year ended December 31 2007 filed on March 17

2008 File No 001-13664

10.15 Summary of Compensation Arrangements Applicable to The PMI Group Inc Non-Employee

Directors Effective May 21 2009 incorporated by reference to exhibit 10.7 to the registrants

quarterly report on Form 10 for the quarter ended June 30 2009 filed on August 10 2009

File No 001 13664

10.16 The PMI Group Inc Supplemental Employee Retirement Plan Effective April 1995 Amended

and Restated as of September 2007 incorporated by reference to exhibit 10.4 to the registrants

current report on Form filed on September 25 2007 File No 001 13664

10 16a Amendment No effective November 19 2008 to The PMI Group Inc Supplemental Employee

Retirement Plan Amended and Restated as of September 2007 incorporated by reference to

exhibit 10.3 to the registrants current report on Form 8-K filed on November 25 2008

File No 001 13664

10 17 The PMI Group Inc Additional Benefits Plan September 2007 Restatement incorporated by

reference to exhibit 10.5 to the registrants current report on Form 8-K filed on September 25

2007 File No 001-13664

10 17a Amendment No effective November 19 2008 to The PMI Group Inc Additional Benefits Plan

September 2007 Restatement incorporated by reference to exhibit 10 to the registrant

current report on Form 8-K filed on November 25 2008 File No 001 13664

10.18 The PMI Group Inc Bonus Incentive Plan February 20 2008 Amendment and Restatement

incorporated by reference to exhibit 10.1 to the registrants current report on Form 8-K filed on

May 20 2008 File No 001 13664

10.18a Amendment to The PMI Group Inc Bonus Incentive Plan dated February 25 2009 incorporated by

reference to exhibit 10.1 to the registrants current report on Form 8-K filed on March 2009

File No 001-13664

10.19 The PMI Group Inc Retirement Plan September 2007 Restatement incorporated by reference to

exhibit 10.7 to the registrants quarterly report On Form 10-Q for the quarter ended September 30

2007 filed on November 2007 File No 001-13664

10 19a Amendment No to The PMI Group Inc Retirement Plan September 2007 Restatement

incorporated by reference to exhibit 10.1 to the Companys current report on Form 8-K filed on

October 27 2008 File No 001-13664

10 19b Amendment No effective November 19 2008 to The PMI Group Inc Retirement Plan

September 2007 Restatement incorporated herein by reference to exhibit 10.19b to the

registrants annual report on Form 10-K for the year ended December 312008 filed on March 16

2009 File No 001-13664

10.20 The PMI Group Inc Non-employee Director Phantom Stock Plan effective January 15 2009

incorporated hereinby reference to exhibit 10.20 to the registrants annual report on Form 10-K

for the year ended December 31 2008 filed on March 16 2009 File No 001-13664



Exhibit

Number Description of Exhibits

10.20a FOrm of Phantom Stock Agreement for Non-Employee Directors incorporated herein by reference to

exhibit 10.20a to the registrants 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 registrants Registration Statement on Form S-i 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 registrants Registration Statement on Form S-i No 33-88542 filed on

January 17 1995

10 23 Amended CMG Shareholders Agreement dated as of June 2003 between CUNA Mutual

Investment Corporation and PMI Mortgage Insurance Co incorporated by reference to

exhibit 10.8 the registrants 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 SOport 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 to the registrants Registration Statement on Form S-i No 33-88542 filed on

March 1995

10.25 Form of Tax Sharing Agreement among The PMT 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 to the registrants Registration Statement on

Form 5-1 No 33-88542 filed on March 1995

10.26 The Guarantee Agreement dated February 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 registrants

annual report on Form 10-K for the year ended December 31 1996 filed on March 31 1997

File No 00 1-13664

10.27 Amended and Restated Trust Agreement dated as of February 1997 among The PMI Group Inc

as Depositor The Bank of New York as Property Trustee and The Bank of New York

Delaware as Delaware Trustee incorporated by reference to exhibit 10.30 to the registrants

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 2003 among Falcons Acquisition Corp The PMI

Group Inc Blackstone Capital Partners IV L.P Blackstone Capital Partners TV-A L.P and

Blackstone FamilyInvestment Partnership TV-A L.P Cypress Merchant Banking Partners II L.P

Cypress Merchant Banking II C.V Cypress Side-by-Side LLC 55th Street Partners II L.P CIVC/

FGIC Investment Company LLC CIVC Partners Fund III L.P CIVC Partners Fund lilA L.P

and the management investors listed therein and any other management investors who

subsequently become aparty to the agreement Stockholders Agreement incorporated by

reference to exhibit 99.1 to the registrants current report on Form 8-K filed on August 2003

File No 00 1-13664

10.28a First Amendment to Stockholders Agreement dated as of December 18 2003 incorporated by

reference to exhibit 10.26a to the registrants annual report on Form 10-K for the year ended

December 31 2004 filed on March 112005 File No 001-13664

10.28b Second Amendment to Stockholders Agreement dated as of February 24 2004 incorporated by

reference to exhibit10.26b to the registrants annual report on Form 10-K for the year ended

December 31 2004 filed on March 112005 File No 001-13664

10.28c Third Amendment to Stockholders Agreement dated as of July 14 2004 incorporated by reference

to exhibit 10.26c to the registrants annual report on Form 10-K for the year ended December 31

2004 filed on March 112005 File No 001-13664



Exhibit

Number Description of Exhibits

10.28d Fourth Amendment to Stockholders Agreement dated as of October 25 2005 incorporated by

reference to exhibit 10.26d to the registrants annual report on Form 10-K for the year ended

December 31 2005 filed on March 14 2006 File No 001-13664

10.28e Fifth Amendment to Stockholders Agreement dated as of January 31 2006 incorporated by

reference to exhibit 10.26e to the registrants annual report on Form 10-K for the year ended

December 31 2005 filed on March 14 2006 File No 001-13664

10.29 Equity Commitment Letter dated as of August 2003 signed by The PMI Group mc Falcons

Acquisition Corp FGIC Holdings Inc and General Electric Capital Corporation incorporated by

reference to exhibit 99.2 to the registrants current report on Form 8-K filed onAugust 2003

File No 00 1-13664

10.30 Form of Note included in Exhibit 4.5

10.3.1 Form of 6.000% Senior Note due 2016 incorporated by reference to exhibit 10.2 to the registrants

quarterly report on Form l0-Q for the quarter ended September 30 2006 filed on November

2006 File No 00 1-13664

10.30 Form of 6.25% Senior Note due 2036 incorporated by reference to exhibit 10.3 to the registrants

quarterly report on Form 10-Q for the quarter ended September 30 2006 filed on November

2006 File No 00 1-13664

10.33 Amendment Agreement No effective May 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 which became effective May 29 2009

incorporated by reference to Exhibit 10.3 to the Companys Quarterly Report on Form 10-Q for

the quarter ended March 31 2009 filed on May 11 2009 File No 001-13664

10.33a Amendment Agreement No dated as of November 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 dated as of November 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 registrants Current Report on Form 8-K filed on

November 12 2009 File No 001-13664

10.34 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 Companys current report on Form 8-K filed AUgust 15 2008

file number 00 1-13664

lO.34a 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 Companys current report on Form 8-K filed September 2008

File No 001-13664

10.34b 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 Companys current report on Form 8-K filed October 28 2008

File No 00 1-13664

10.34c 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 registrants current report on Form 8-K filed on December 22 2008

File No 001-13664

10.35 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 Companys current report on Form 8-K filed September 2008 File No 001-13664



Exhibit
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10.36 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 Companys current report on

Form 8-K filed October 28 2008 File No 00 1-13664

10.37 Agreement dated as of June 10 2008by and among PMI Guaranty Co Financial Guaranty

Insurance Company and Assured Guaranty Re LTD incorporated by reference to exhibit 10.2 to

the registrants quarterly report on Form 10-Q for the quarter
ended June 30 2008 filed on

August 11 2008 File No 001-13664

10.38 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 registrants current report on Form 8-K filed on December 22 2008

File No 001-13664

10.39 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 registrants current report on Form 8-K filed on December 22 2008

File No 001-13664

10.40 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 registrants

current report on Form 8-K filed on December 22 2008 File No 001-13664

10.41 Letter Agreement dated February 12 2010 by and among The PMI Group Inc PMI Mortgage

Insutance Co PMI Mortgage Assurance Co and Federal National Mortgage Association

incorporated herein by reference to exhibit 99.1 to the registrants current report on Form 8-K

filed on February 16 2010 File No 001-13664

11.1 Statement re Computation of Net Income Per Share

12 Statement re Computation of Ratio of Earnings to Fixed Charges

21.1 Subsidiaries of the Registrant

23 Consents of Ernst Young LLP

311 Certificate of Chief Executive Officer

31.2 Certificate of Chief Financial Officer

32.1 Certificate of Chief Executive Officer

32.2 Certificate Of Chief Financial Officer

Management or director contract or compensatory plan or arrangement



EXHIBIT 31.1

CERTIFICATION

Stephen Smith certify that

have reviewed this Annual Report on Form 10-K of The PMI Group Inc

Based on my knowledge this report does not contain any untrue statement of material fact or omit

to state matenal fact necessary to make the statements made in light of the circumstances under which

such statements were made not misleading with respect to the penod covered by this report

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

The registrants other certifying officers and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal

control over financial reporting as defined in Exchange Act Rules 13a-15f and 15d-15t for the

registrant and have

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

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

Evaluated the effectiveness of the registrants 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

Disclosed in this report any change in the registrants internal control over financial reporting

that occurred during the registrants most recent fiscal quarter the registrants fourth fiscal quarter in

the case of an annual report that has materially affected or is reasonably likely to materially affect the

registrants internal control over financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation

of internal control over financial reporting to the registrants auditors and the audit committee of the

registrants board of directors or persons performing the equivalent functions

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 registrants ability to

record process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

Date March 2010

Is STEPHEN SMITH

Stephen Smith

Chief Executive Officer

Principal Executive Officer



EXHIBIT 31.2

CERTIFICATION

Donald Lofe Jr certify that

have reviewed this Annual Report on Form 10-K of The PMI Group Inc

Based on my knowledge this report does not contain any untrue statement of material fact or omit

to state matenal 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

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

The registrant other certifying officers and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e and internal

control over financial reporting as defined in Exchange Act Rules 13a-15f and l5d-15f for the

registrant and have

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

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

Evaluated the effectiveness of the registrants 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

Disclosed in this report any change in the registrants internal control over financial reporting

that occurred during the registrants most recent fiscal quarter the registrants fourth fiscal quarter in

the case of an annual report that has materially affected or is reasonably likely to materially affect the

registrants internal control over financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation

of internal control over financial reporting to the registrants auditors and the audit committee of the

registrants board of directors or persons performing the equivalent functions

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 registrants ability to

record process summarize and report
financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

Date March 2010

Is DONALD LOFE JR

Donald Lofe Jr

Executive Vice President

and Chief Financial Officer

Principal Financial Officer



EXHIBIT 32.1

CERTIFICATION

Pursuant to 18 U.S.C Section 1350 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 13a or 15d 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 2010 Is STEPHEN SMITH

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 separate disclosure document



EXHIBIT 32.1

CERTIFICATION

Pursuant to 18 U.S.C Section 1350 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 13a or 15d 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 2010 Is STEPHEN SMITH

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 separate disclosure document



EXHIBIT 32.2

CERTIFICATION

Pursuant to 18 U.S.C Section1350 Donald 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 13a or 15d 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 2010 Is DONALD LOFE JR

Donald 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 separate disclosure document
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SharehoLder

Information

Annual Meeting

AU shareholders are cordially

invited to attend the annual

meeting of The PMI Group Inc

Friday May 21 2010

900 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

925.6587878

800.288 1970 within

PMI Europe

Grand Mill Quay

Barrow Street

Dublin Ireland

353 448 2900

Investor and Media Inquiries

Our annual report on Form 10-K qLiarterly

reports on Form 0-0 proxy statement

investor information and media packets

may be obtained at no cost by calling

the Investor Relations Department at

888 641.4764 Links to our SEC filings

press releases and product and other

information may be foLind on our website

pmi-us.com

Our Code of BUsiness Conduct and Ethics

Code of Ethics for Senior Financial Officers

Board of Directors GLudelines 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 listed 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

Executive Officers of

The PMI Group Inc

Stephen Smith

Chairman of the Board

Chief Executive Officer

President and Chief Operating Officer

THE PM GROUP NC

Chairman of the Board and

Chief Executive Officer

PMI MORTGAGE NSUHANCE CO

David Katkov

Executive Vice President and

Chief Business Officer

Donald Lofe Jr

Executive Vice President

Chief Financial Officer and

Chief Administrative Officer

Joanne Berkowitz

Executive Vice President and

Chief Insurance Operations Officer

Lloyd Porter

ExecLitive Vice President and

Chief Risk Officer

Andrew Cameron

Executive Vice President

General Counsel

and Secretary

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




