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Financial
Highlights

As of and for the Years
Ended December 31,

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

Total revenues’

Loss from continuing operations
before income taxes

Net loss
Total assets
Shareholders’ equity

Shares Outstanding
(in thousands)

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

Per Share Data

Book value

Diluted net loss

Cash dividends declared

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 all 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.

Note: Certain prior period information has been reclassified to
conform to the current period presentation.

2010 2009 2008

) )
$641,118 $877,995 $814,418
$(799,357) $(1,061,283) ${(1,321,154)
$(773,028) $(659,326) $(928,508)
$4,218,987 $4,641,517 $4,827,248
$415,270 $727,087 $1,278,225
161,168 82,680 81,688
135,560 82,317 81,423
135,560 82,317 81,423
$2.58 $8.80 $15.65
5(5.70) $(8.01) 5(11.40)
N/A N/A $0.03




Shareholders’
| etter

Dear Shareholders,

In spite of a generally improving economy, high
unemployment and declining home prices continued
to challenge the mortgage insurance industry and
PMI in 2010. In the face of these economic headwinds,
however, PMI enhanced its capital and liquidity,
reduced its losses and loss adjustment expenses
(total incurred losses), and continued to create the
conditions necessary for its return to long-term

profitability.

In addition, we remain focused on our core housing

mission:

®  Honoring our obligations to policyholders by
paying substantial amounts in policy claims.

®m Preventing foreclosures and keeping thousands of

families in their homes through loan modifications,

loan workouts and other programs.

m  Supporting the housing recovery by helping
qualified low-down payment borrowers realize

the opportunity of sustainable homeownership.

®m  Working with regulators and legislators to help
shape a comprehensive, durable housing finance

reform plan.

Taken together, these initiatives reinforce PMI's
integral role in the nation’s housing system and the

vitality of our business model.

Our financial results for 2010 reflect the difficult
market conditions that were experienced by virtually

all participants in the housing finance system. In
fiscal 2010, PMI reported a consolidated net loss of
$773.0 million, or $5.70 per basic and diluted share.
This loss was driven primarily by continued high
levels of total incurred losses consisting of claim
payments and loss reserve additions in our U.S.

mortgage insurance operations.

As loans with higher risk characteristics, primarily
written during 2006 and 2007, work their way through
the aging and loss cycle, PMl is paying a significant
level of insurance claims to its policyholders. In
2010, insurance claim payments totaled approximately
$1.3 billion, representing approximatety 32,000 policies.
The claim payments we make mitigate losses for our
policyholders and reinforce the value of our insurance
for residential mortgage loans. Fannie Mae and
Freddie Mac, the government-sponsored enterprises
{(GSEs), remain the largest beneficiaries of our insurance
claim payments. The insurance claim payments made
to the GSEs reduce their losses on defaulted loans,
which reduce losses and risk to the U.S. Government

and, ultimately, U.S. taxpayers.

PMI's Homeownership Preservation Initiatives (HP1) help
our Company and our policyholders mitigate losses,
which remains a primary focus for the Company. The
collective loss mitigation efforts by PMI and our
customers have resulted in loan modifications or
other payment plans affecting approximately $1.9 billion
of PMI's risk in force in 2010. This represents 41,258



borrowers who were able to retain their homes in
2010. As a result of the HPI, we were able to reduce
our claim-payment losses and, therefore, help preserve
our capital base while helping thousands of borrowers
stay in their homes.

We are pleased with the high quality of PMI’s new
insurance written in 2010. As the year progressed, we
saw a modest shift back to private mortgage insurance
from government insurance programs, such as the
Federal Housing Administration (FHA). Although FHA
has played an important role in supporting the nation’s
housing market through the recession, there remains
an imbalance between the private and public insurance
sectors. The transition back to a more normal market
will take time, but in 2010 the Obama Administration
was clear that it supports the role of private capital and a
smaller market presence by FHA. Additionally, as some
regional housing markets showed improvements in
2010, we made a number of changes to our eligibility
criteria, guidelines and rates. We believe that these
changes, combined with the prospect of a reduced
role for FHA, will help make private mortgage insurance
more attractive and improve PMI’s mortgage insurance
writings in 2011.

PMI had several significant financial accomplishments
in 2010, highlighted by our concurrent offerings of
common stock and convertible senior notes with
aggregate net proceeds of approximately $732 million.
The proceeds from the offerings were used to increase

the statutory capital of our primary U.S. mortgage
insurer, PMI Mortgage Insurance Co., strengthen
liquidity at the holding company, and reduce the
outstanding borrowings on our revolving credit facility.
In addition, we licensed and capitalized PMI Mortgage
Assurance Co., a mortgage insurance subsidiary, to
provide additional flexibility to continue writing new
insurance policies for our customers. We also sold
our investment in FGIC Corp., which may yield a
significant deferred tax benefit upon reversal of the

Company’s established valuation allowance.

PMI ended 2010 with total primary insurance in force
of approximately $102 billion and total primary risk in
force of approximately $25 billion. We describe our
primary insurance portfolio in three distinct segments:
Performing Legacy Insurance, Non-Performing Legacy
Insurance (loans currently in defaulted status), and
New Insurance Written (which we define as new
insurance written after June 30, 2008). Over the
course of 2010, we increased the portion of our
portfolio represented by the Performing Legacy
Insurance and the New Insurance Written segments
to approximately 77% of our total primary risk in force.
At year-end 2010, these two segments represented
approximately $14.2 billion and $5.0 billion of risk in
force, respectively. As a result of, among other things,
our HPI and insurance claim payments, we reduced
the size of the Non-Performing Legacy Insurance by
more than $1.5 billion, to approximately 23% of the
primary risk in force at year-end 2010.



The recently-enacted Dodd-Frank Wall Street Reform
and Consumer Protection Act and related rules and
regulations are likely to significantly redefine our
nation’s housing finance system. In particular, the Act
and related regulation are likely to ultimately affect
the types of mortgages that will be originated in the
marketplace, the size of the down payments that will
be required and the amount of risk that lenders and
security issuers will have to retain. In addition, the
debate over the future of the GSEs, the primary
beneficiaries of our insurance policies, has begun in
earnest. While we don't believe this debate will be
resolved in the near term, it, too, will have an impact -
on the future of the mortgage industry and the
government'’s role.

Reforms of this scale, which may reduce access to
mortgage credit and affect many constituents in the
housing finance sector, have spurred intense debate.
PMI is an active participant in this process, both as an
individual company and as a member in our trade
association, Mortgage Insurance Companies of America
(MICA). We believe that private capital in the form of
private mortgage insurance is a model that works.
Our value proposition has been validated through the
most stressed market conditions seen since the

Great Depression. Private mortgage insurance
represents highly regulated, countercyclical capital
that has reduced losses for our policyholders and, in
doing so, has proven its integral role to homeownership.

In closing, | believe PMI made measurable and
significant progress in 2010 towards stabilizing our
Company, mitigating losses, booking high-quality
new business and enhancing our capital and liquidity.
As the Federal Government continues to take the
necessary steps to stabilize and reform the housing
market, PMI is well positioned to be an integral part
of that effort. PMI continues to have an extraordinary
group of professionéls committed to our mission, vision
and values. Also, | would like to thank Wayne E. Hedien
for his many years of exemplary leadership and service
on PMI's Board of Directors. Finally, | thank you, our
shareholders, for your continued confidence in PMI.

! A4t

L. 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, claim rates, rescission and claim denial activity and ‘the challenges thereto,
persistency, premiums, new insurance written, refinance activity, the make-up of our various insurance
portfolios, utilization of our deferred tax assets, the impact of market and competitive conditions, unemployment,
liquidity, capital requirements and initiatives, captive reinsurance agreements, fair value of debt instruments, the
performance of our derivative contracts as well as certain securities held in our investment portfolios, and
potential litigation. When a forward-looking statement includes an underlying assumption, we caution that, while
we believe the assumption to be reasonable and make it in good faith, assumed facts almost always vary from
actual results, and the difference between assumed facts and actual results can be material. Where, in any
forward-looking statement, we express an expectation or belief as to future results, there can be no assurance that
the expectation or belief will result. Our actual results may differ materially from those expressed in our forward-
looking statements. Forward-looking statements involve a number of risks or uncertainties including, but not
limited to, the Risk Factors addressed in Item 1A below. Othér risks are referred to from time to time in our
periodic filings with the Securities and Exchange Commission. All of our forward-looking statements are
qualified by and should be read in conjunction with our risk disclosures. Except as may be required by
applicable law, we undertake no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.
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PART1

ITEM 1. BUSINESS
A. Overview of Operations

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

Our business has undergone significant changes in the past few years. The protracted weak housing, credit
and economic environments continue to negatively affect our financial condition and results of operations. Our
consolidated net loss was $773.0 million for the year ended December 31, 2010. Our financial condition and
results of operations for 2010 are discussed on both a consolidated and segment basis in Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”), below. As a result of our
significant net losses, we face a number of regulatory and other issues as discussed in C. Certain Regulatory and
Other Issues Facing PMI, below, and in MD&A.

We are primarily focused on our U.S. Mortgage Insurance Operations. In 2010, the private mortgage
insurance industry continued to be significantly challenged by the slow pace of economic recovery and instability
in the housing and mortgage markets. While we experienced lower levels of new notices of default and a
reduction in our delinquent loan inventory in 2010, we expect to continue to incur losses in 2011. Our new
business writings in 2010 were limited as a result of continued competition with the Federal Housing
Administration (“FHA”), which has become a significant competitor, and from the impact of Fannie Mae’s and
Freddie Mac’s (collectively the “GSEs”) risk-based pricing structures, which include additive loan level pricing
adjustments (“LLPA”) that the GSEs increased in 2010. Our new business writings were also limited by the
continued impact of the changes we made to PMI’s underwriting guidelines and customer management strategies
prior to 2010. As discussed in D.2. Competition—U.S. and State Government Agencies, we expect a variety of
factors to continue to impact our new business writings. Such factors include, among others, mortgage and
private mortgage insurance market and regulatory conditions and potential changes in the role of the GSEs and
their business practices, including future increases to the GSEs” LLPAs.

In 2010, we engaged in a number of capital and business initiatives, including:

Capital Offerings—In the second quarter of 2010, we completed the sale of 77,765,000 shares of our
common stock and $285 million aggregate principal amount of 4.50% Convertible Senior Notes due 2020
(“Convertible Notes”) and received aggregate net proceeds of approximately $732 million. Of these
aggregate net proceeds, we contributed approximately $610 million to MIC in the form of capital and two
surplus notes with aggregate face amounts of $285 million (the “Surplus Notes™). In addition to increasing
the statutory capital of MIC, the proceeds from the capital offerings strengthened our holding company
liquidity and reduced the outstanding borrowings on our revolving credit facility.

Homeownership Preservation—In 2007, we formed PMI's Homeownership Preservation Initiatives
department (“HPI”) 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 2010, the collective loss mitigation efforts by PMI and our
servicer customers have resulted in loan modifications and other payment plans affecting approximately
$1.9 billion of PMI’s risk-in-force.

Modified Pool Restructuring—In 2010, we restructured a significant portion of our modified pool exposure,
including through commutations, which resulted in the elimination of $0.5 billion of risk-in-force and the
release of loss reserves, which in turn resulted in capital benefits to MIC, on both a statutory and GAAP
basis.



Sale of FGIC—1In 2010, MIC sold its investment in FGIC Corporation, the holding company of Financial
Guaranty Insurance Company (collectively “FGIC”). While the proceeds from the sale of FGIC were not
significant, MIC could potentially realize certain tax benefits in future periods from the disposition of FGIC.

Reduction of PMI Europe’s Risk-In-Force—In 2010, through contract commutations and terminations of
credit default swap and other transactions, PMI Europe’s risk-in-force declined from $4.9 billion at
December 31, 2009 to $0.7 billion at December 31, 2010.

Repositioning of Investment Portfolio—In response to operating losses in 2010, we significantly reduced our
investments in tax-advantaged securities and we recorded realized investment gains of approximately $97
million.

We continue to focus on capital and capital relief initiatives. There can be no assurance that we will be able
to achieve further statutory capital relief or improve our capital and liquidity position. See Item 1A. Risk
Factors—Risks Relating to Capital and Liquidity Matters.

We divide our business into three segments—U.S. Mortgage Insurance Operations, International Operations
and Corporate and Other.

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

International Operations. Our International Operations segment consists of our European and Canadian
subsidiaries (“PMI Europe” and “PMI Canada”), neither of which is writing new business. PMI Europe offered
mortgage insurance and mortgage credit enhancement products tailored primarily to the European mortgage
markets, through 2008. PMI Canada offered residential mortgage insurance products in Canada in 2007 and
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 2010. In connection with our sale of PMI Australia, we received a note in the
principal amount of approximately $187 million, with interest accruing through September 2011, when it
matures. Other than revenues from the amounts due on the 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”), contract underwriting operations (which
were discontinued in April 2009), our former investments in FGIC Corporation which we sold in the third quarter
of 2010 and RAM Re which was sold in the fourth quarter of 2009, and equity in earnings or losses from
investments in certain limited partnerships. ‘

As of December 31, 2010, our consolidated total assets were $4.2 billion, including our investment portfolio
of $2.8 billion and total cash and cash equivalents of $0.3 billion. Our consolidated shareholders’ equity was $0.4
billion as of December 31, 2010. See Item 8. Financial Statements and Supplementary Data—Note 18. Business
Segments, for financial information regarding our business segments.

Our website address is http://www.pmi-us.com. Information on our website does not constitute part of this
report. Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any
amendments to those reports are available free of charge on our website via a hyperlink as soon as reasonably
practicable after such material is electronically filed with or furnished to the Securities and Exchange
Commission. The PMI Group is a 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.



B.  PMI, 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 a result, losses from increased claims from policies originated in a particular year cannot be offset by
renewal premium increases on policies in force. Because PMI recognizes its losses when it receives notices of
default, the period over which PMI generates losses can be prolonged. In addition, we may not cancel the
insurance coverage we issue except in the event of nonpayment of premiums or certain violations of PMI's
master policies. Therefore, the average life of a PMI mortgage insurance policy generally has ranged from
approximately four to ten years and may span a significant portion of an economic or real estate cycle. As a
result, the loss ratios, which are the ratios of an insurer’s incurred losses to premiums earned, of PMI and the
mortgage insurance industry are particularly affected by the cyclical nature of the U.S. economy and housing and
labor markets. The chart below shows the mortgage insurance industry’s average loss ratios between 1989 and
September 30, 2010 (the most recent date for which industry data is available) and PMI’s loss ratios between
1989 and 2010. '
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Continued high unemployment in the United States and the slow economic recovery (as compared to
previous recoveries) in U.S. residential mortgage and housing markets are reflected in our and the industry’s
recent elevated loss ratios. We expect these factors to continue to negatively impact PMI. We currently do not
expect PMI to report an operating profit in 2011. PMI’s losses have reduced, and will continue to reduce, its net
assets. This reduction in net assets and the prospect of continued losses have raised regulatory and other issues
discussed in Section C (as well as in MD&A) below.

C. Certain Regulatory and Other Issues Facing PMI

State Regulatory Capital Adequacy Requirements.. In sixteen states, if a mortgage insurer does not meet a
required minimum policyholders’ position (calculated in accordance with state statutory formulae) or exceeds a
maximum permitted risk-to-capital ratio of 25 to 1, it may be prohibited from writing new business. In three of
those states, the applicable regulations require-a mortgage insurer to cease writing new business immediately if
and so long as it fails to meet the applicable capital adequacy requirements. In the other thirteen states, the
applicable regulations provide the regulators with discretion as to whether the mortgage insurer may continue
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writing new business. We and other mortgage insurers continue to.discuss with those states that-have regulations
requiring a mortgage insurer to immediately cease writing new business if capital adequacy requirements are not
met the potential adoption of legislation giving the regulator discretion. Thirty-four states do not have specific
capital adequacy requirements for mortgage insurers.

The graph below shows MIC’s risk-to-capital ratio and excess minimum policyholders’ position at the end
of each quarter presented:
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As of December 31, 2010, MIC’s risk-to-capital ratio was 19.9 to-1 and its excess minimum policyholders’
position was $184.3 million. In 2011, MIC’s policyholders’ position could decline below the. minimum, and its
risk-to-capital ratio increase above the maximum, levels. necessary to meet state regulatory capital -adequacy
requirements, described below. If losses are higher or more accelerated than we currently estimate, and we do not
raise capital or achieve offsetting capital relief, MIC will likely cease to satisfy capital adequacy requirements in
2011. Depending on the circumstances, the amount of additional capital we may need could be substantial.

MIC’s principal regulator is the Arizona Department of Insurance (the “Department”). Under-applicable
Arizona law; the Department may, but is not required to, order a mortgage insurer to cease transacting new
business until it satisfies the minimum policyholders’ position requirement. In the first quarter of 2010, the
Department granted MIC a waiver from its minimum policyholders’ position requirement. Following our April,
2010 capital raise, the Department withdrew the waiver due to MIC’s improved capital position. In January 2011,
we submitted a request to the Department to again grant MIC a waiver. The Department recently advised us that
it anticipates notifying us in writing that:

» Under the express requirements of Arizona law, MIC is not required to obtain a waiver from the
Department in order to continue to write new business in the event that it does not maintain the
minimum level of policyholders’ position. B

«  MIC will be subject to additional reporting requirements but not restrictions upon its operations.
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» MIC’s policyholders’ position is one of a number of factors the Department considers in evaluating
MIC’s liquidity and financial resources to fulfill its obligations under existing and prospectively issued
insurance policies. ‘Another important factor in the Department’s financial oversight and evaluation.of
MIC’s financial condition will include a financial statutory examination and actuarial analysis of MIC,
initiated by the Department in January 2011.

« Future action by the Department with respect to MIC, if any, would be taken based upon the
Department’s evaluation of MIC’s liquidity and financial resources and not based solely upon MIC’s
policyholders’ position.

There can be no assurance that the Department will formally notify us in writing of the matters specified
above, and any such notification may contain additional restrictions or limitations. If the Department were to
determine that MIC’s liquidity, financial resources or, notwithstanding the above, a failure by MIC to maintain
Arizona’s minimum policyholders’ position warranted regulatory action, it could, among other actions, order
MIC to suspend writing new business in all states. '

Other states could require MIC to cease new business writings if we fail to maintain the particular state’s
applicable capital adequacy requirement. Twelve states with minimum capital requirements permit an insurer to
apply for a waiver, to be granted at the discretion of the state insurance regulator, should the insurer fail to meet
the state’s capital adequacy requirement. In the first quarter of 2010, MIC was granted waivers in California,
Illinois, and Missouri. The Illinois waiver expired on December 31, 2010. The waiver in California is still in
effect, with no expiration date. The California Department of Insurance has the right to reevaluate its waiver and
modify its position if circumstances change. The waiver in Missouri remains in effect until and unless MIC
exceeds a 27 to 1 risk-to-capital ratio. If MIC’s capital position approaches regulatory thresholds in the additional
states in which the insurance regulator has discretion to grant a waiver, we would submit waiver requests from
insurance departments in those states to enable MIC to continue to write new business in those states. We cannot
predict whether or under what circumstances insurance regulators might exercise discretion to permit MIC to
continue to write new business. If we are successful in obtaining waivers, there is no assurance that any insurance
department that has granted a waiver will not modify or revoke the waiver, or that it will renew a waiver when it
expires. It is not clear what actions the insurance regulators in states that do not have capital adequacy
requirements would take if MIC were to fail to meet capital adequacy requirements established by one or more
states. ' :

In the event that MIC is unable to continue to write new mortgage insurance in a limited number of states,
we plan to write new mortgage insurance in those states through PMAC, a subsidiary of MIC. PMAC is currently
licensed to write insurance in all states. Some of our customers may choose not to purchase mortgage insurance
from us in any state unless we can offer mortgage insurance through the combined companies in all fifty states or
if MIC were to exceed regulatory capital requirements. The GSEs approved the use of PMAC as a limited, direct
issuer of mortgage guaranty insurance in certain states in which MIC is unable to continue to write new business.
These approvals are subject to certain restrictions and expire on December 31, 2011. See Item 1A. Risk
Factors—OQur primary insurance subsidiary, MIC, is-subject to 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 and—Qur plan to write certain new mortgage insurance in a subsidiary of MIC 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.

Continued GSE Eligibility and Proposed GSE Eligibility Requirements. Lenders purchase mortgage
insurance from us to reduce losses as a result of borrower default, to obtain capital relief and, most often, to
facilitate the sale of their low down payment loans to Fannie Mae and Freddie Mac (collectively the “GSEs”).
The GSEs purchase residential mortgages from lenders and investors as part of their mandate to provide liquidity
in the secondary mortgage market. As a result of their purchases of low down payment mortgages, the GSEs are,
and historically have been, PMI’s largest customers. '



The GSEs have established approval requirements for eligible mortgage insurers. The approval requirements
cover substantially all areas of PMI’s mortgage.insurance operations and require disclosure of certain activities
and new products to the GSEs. Prior to the suspension of certain eligibility criteria in February 2008, the GSEs
mandated that eligible mortgage insurers maintain at least two of the following three ratings: “AA-” by S&P or
Fitch Ratings (“Fitch”), or “Aa3” by Moody’s. In response to ratings downgrades of MIC below “AA-”, the
GSEs required us to submit remediation plans. Each GSE has required regular updates from MIC with respect to
the remediation plans. To date, each GSE has continued to treat us:as an eligible mortgage insurer, although there
is no assurance that they will continue to do so. See Item 1A. Risk Factors—If MIC’s counterparties negatively
assess MIC’s financial strength, our new insurance writings and financial condition could be negatively
impacted and—The exercise of certain rights reserved by the GSEs under eligibility requirements for mortgage
insurers and the terms of the conditional approvals we have received relating to PMAC 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. The changes are principally focused
on capital management and GSE review and consent of a wide array of operational, fiscal and product matters. In
2010, the GSEs circulated revised proposed eligibility requirements, to which we and other mortgage insurance
companies provided additional comments. The fundamental concepts introduced in the GSEs’ 2009 drafts
remained substantially the same in the subsequently released drafts. We expect that under the revised eligibility
requirements, the GSEs will exercise increased oversight of eligible private mortgage insurers including placing
limits on the types of mortgage loans upon which eligible mortgage insurers may place insurance coverage.
Although the timing is uncertain, we expect that the GSEs will finalize their revised requirements in 2011.

Proposed GSE Reform. In September 2008, the U.S. Department of the Treasury (“Treasury”) placed the
GSEs into conservatorship and appointed the Federal Housing Finance Agency (“FHFA”) as their conservator. In
conservatorship, the GSEs could change their business practices with respect to the mortgage insurance industry
or individual mortgage insurers, which could materially impact the quantity and level of mortgage insurance
coverage required by the GSEs on residential mortgage loans or MIC’s status as an eligible mortgage insurer.
Moreover, the GSEs’ business practices may be impacted by legislative or regulatory changes governing their
operations. The U.S. Congress will likely examine the role and purpose of the GSEs in the U.S. housing market
and propose structural and other changes to the GSEs in the future. The Dodd-Frank Act of 2010 required
Treasury to conduct a study and develop recommendations to Congress regarding options for ending the
conservatorship of the GSEs. Treasury published its proposals on February 11, 2011, which provide a broad
outline for future proposed changes to the GSEs and the domestic housing finance system. Treasury’s proposal
includes a gradual (5 to 7 years) phase-out-of the GSEs as participants in the mortgage finance industry. Federal
legislation could reduce the level of private mortgage insurance coverage used by the GSEs as credit
enhancement or eliminate the requirement aitogether. See Item 1A, Risk Factors—If the role of the GSEs in the
U.S. housing market is changed, or if the GSEs change other policies or practices, the amount of insurance that
PMI writes could further decrease, which could result in a decrease of our future revenue.

Dodd-Frank and Qualified Residential Mortgages. Among other things, the Dodd-Frank Act expands
federal oversight of the insurance industry and consumer financial products and services, including mortgage
Joans. The Dodd-Frank Act requires mortgage lenders and securitizers to retain a portion of the risk on mortgage
loans they sell or securitize, unless the mortgage loans are “qualified residential mortgages” or are insured by the
FHA or another federal agency. Regulators are required to develop a definition of a qualified residential
mortgage by April 15, 2011, and in doing so, the legislation requires regulators to consider the presence of
mortgage insurance. We believe that the release of a draft rule will likely occur in the near future. The details of
the regulation remain unknown. The proposed rule may positively or negatively affect the private mortgage
insurance industry and our future insurance writings. See Item 1A. Risk Factors—Implementation of the Dodd-
Frank Wall Street Reform and Consumer Protection Act ( “Dodd Frank Act”) could negatively impact prtvate
mortgage insurers and PMI : » . S



Counterparty Strength Concerns and Financial Strength Ratings. Our customers are more closely
scrutinizing MIC’s counterparty strength. In December 2010, the Office of Thrift Supervision (OTS) released a
memorandum underscoring the need for robust due diligence when savings associations select private mortgage
insurance providers to insure residential mortgages. In its December memorandum, the OTS directs savings
associations to “establish and maintain prudent policies for identifying, selecting and monitoring private
mortgage insurance providers.” In a list of suggested policies and procedures, the OTS provides that regulated
savings associations should perform a thorough upfront analysis, with ongoing monitoring and board review and
approval, of each insurer’s viability, capital and reserves, and overall financial condition.

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.

Standard & )
Poor’s Moody’s  Fitch

Financial Strength Ratings »
PMI Mortgage Insurance Co. ..... e B+ B2 NR
CMGMI ................. e BBB NR BBB

If our insurance subsidiaries are downgraded by one or more rating agencies, our business could be
adversely affected. For a discussion of recent rating agency actions with respect to our holding company’s ratings
and subsidiaries’ insurer financial strength ratings, see “—Liquidity and Capital Resources—Ratings” in MD&A.

D. U.S. 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, MIC may only offer mortgage insurance covering first lien, one-to-four family 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 a result of borrower default, residential mortgage insurance facilitates the origination of “low down
payment mortgages,” generally mortgages to borrowers who make down payments of less than 20% of the value
of the homes. Mortgage insurance also may reduce 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”. PMI's residential mortgage insurance products typically
provide first loss protection on loans originated by residential mortgage lenders and sold to the GSEs and, to a
lesser extent, on loans held by portfolio lenders. PMI’s current product offerings are described below.

1. Products
(a) Primary Mortgage Insurance

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

Our core, primary mortgage insurance business is offered on a loan-by-loan basis to lenders through our
“flow” channel. Prior to 2009, through its structured finance channel, PMI also offered and sold primary
mortgage insurance products to non-agency mortgage-backed securities (“MBS”) issuers as credit enhancement
covering portfolios of loans (“non-agency market”). PMI’s primary insurance in force and primary risk-in-force
at December 31, 2010 were $101.7 billion and $24.9 billion, respectively. Primary insurance in force refers to the
current principal balance of all outstanding mortgage loans with primary insurance coverage as of a given date.
Primary risk-in-force is the aggregate dollar amount of each primary insured mortgage loan’s current principal
balance multiplied by the insurance coverage percentage specified in the applicable policy. The chart below
shows our U.S. primary new insurance written, or NIW, for the years ended December 31, 2010, 2009 and 2008.
NIW refers to the original principal balance of all loans that receive new primary mortgage insurance coverage
during a given period. :

2010 2009 . - 2008
. . (Dollars in millions)
FlowChannel . ...... ...t $6,749 100% $8,993 - 100% $22,197 . 98%
Structured Finance Channel .................... — __Q% 1 _O% 442 ___%%
TotalPrimaryNIW..................;.... $6,749 100% $8,994 '_1_(_)9% $22,63 100%

For a discussion of trends related to our new insurance writings, see Conditions and Trends Affecting our
Business—U.S. Mortgage Insurance Operations—New Insurance Written (NIW), in MD&A.

In 2010, nearly all of our primary insurance written was on loans sold by lenders to the GSEs. 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: (i) secures mortgage insurance on those loans from an eligible insurer, such as
PMI; or (ii) retains a participation of not less than 10% in the mortgage; or (iii) agrees to repurchase or replace
the mortgage in the event of a default under specified conditions. If the lender retains a participation in the
mortgage or agrees to repurchase or replace the mortgage, banking regulations may increase the level of capital
required to be held by the lender to reflect the lender’s:increased obligations, which could in turn increase the
lender’s cost of doing business.

Lenders that purchase mortgage insurance select specific coverage levels for insured loans. Lenders that
intend to sell the loans they originate to the GSEs (or retain the option to do so) generally select a coverage
percentage that conforms to the GSEs’ required coverage levels. As a result of the GSEs’ coverage requirements,
lenders generally select a 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%. The GSEs allow lenders to deliver loans with “standard
coverage”, or, in exchange for lenders paying higher fees, lower “charter minimum” coverage levels.
Historically, the large majority of loans are insured at “standard coverage” levels. If the relationship between the
cost of mortgage insurance and the fees charged by the GSEs for various coverage levels changes, lenders may
prefer to obtain “charter minimum” coverage levels on their 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’s
customer, the mortgage 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. PMI’s primary
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insurance rates are based on rates that we have filed with the various state insurance departments. To establish
these rates, we utilize pricing models that allow PMI to assess risk across a spectrum of variables, 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 14.7%, 8.4% and 6.2% of flow NIW in 2010, 2009 and 2008, respectively.

Under the Treasury’s Home Affordable Refinance Program (“HARP”), announced on March 4, 2009,
certain borrowers whose loans are owned or guaranteed by the GSEs and have loan-to-value ratios that have risen
as a result of declines in home prices, may refinance and take advantage of lower interest rates or a more stable
loan product. HARP will remain in effect through June 2011. Under HARP, the GSEs do 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. In 2010, PMI approved 9,135 HARP requests and, of
those, 7,762 were finalized, totaling approximately $1.7 billion in modified insurance in force.

Premium payments may be paid to us on a monthly, annual or single premium basis. Monthly payment
plans represented 73.5%, 88.3% and 94.7% of NIW in 2010, 2009 and 2008, respectively. As of December 31,
2010, monthly plans represented 91.6% of our U.S. primary risk-in-force compared to 92.4% at December 31,
2009 and 92.:8% at December 31, 2008. Single premium plans represented substantially all of the remaining NIW
and primary risk-in-force. In 2010, we believe our customers selected single premium plans with greater
frequency than in prior years- primarily as a result of the premium rate structure and mortgage insurance
transaction being more competitive with an FHA mortgage insurance transaction, where the borrower pays the
mortgage insurance premium upfront and finances. it into the mortgage loan. A portion of single premium plan
payments may be refundable if the insured cancels coverage, which generally occurs when the loan is repaid, the
loan amortizes to a sufficiently low amount to trigger a lender permitted or legally required cancellation or the
value of the property has increased sufficiently.

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

- PMI has offered primary mortgage insurance products through its structured finance channel, primarily to
MBS issuers as credit enhancement covering portfolios. of loans. While the terms varied, our structured finance
products generally insured a group of pre-existing loans or loans that were to be originated in the future whose
attributes were to conform to-the terms of the negotiated agreement. ‘A structured finance product can include
primary insurance (first loss) and/or modified pool insurance (discussed below). Payment of premiums to us is
génerally the obligation of the insured. We did not offer structured finance products in 2010.

(b) Pool Insurance

Modified Pool Insurance. Prior to 2008, we offered modified pool insurance products, primarily to the
GSEs for regulatory capital relief or the reduction of mortgage default risk. Modified pool insurance may be used
in tandem with primary mortgage insurance or may be placed on loans that do not require primary insurance. The
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extent of coverage of modified pool products varies. Some products provide first loss protection by covering
losses (up to a loan-level benefit limit) on individual loans held within the pool of insured loans up to a stated
aggregate loss limit (“stop loss limit”) for the entire pool. Some modified pool products offer mezzanine-level
coverage by providing for claims payments only after a predetermined cumulative claims level, or deductible, is
reached. Such mezzanine-level coverage generally also includes a stop loss limit. The existence of stop-loss
protection for PMI’s modified pool exposure results in a maximum loss amount equal to PMI's modified pool
risk-in-force. As of December 31, 2010, PMI had $0.3 billion of modified pool risk-in-force (net of loss reserves
for delinquent modified pool risk which reduce PMI's risk layer upon accrual), representing 1.4% of PMI’s total
risk-in-force. Unless otherwise noted, primary insurance statistics in this report do not include pool insurance.

In 2009 and 2010, we restructured a significant portion of our modified pool exposure (including through
commutations). When we restructure our modified pool contracts at a discount to the level of our associated
recorded reserves, we realize a statutory capital benefit. In connection with the restructurings (including
commutations) we completed in 2010, PMI paid the counterparties accelerated discounted claim payments of
approximately $247.5 million (subject to certain adjustments) in the aggregate and eliminated $0.5 billion of
risk-in force under the policies. The positive impact that these restructurings had on our loss reserves in 2010
resulted in an estimated aggregate capital benefit, on both a statutory and GAAP basis, to MIC of approximately
$130 million as of the restructure dates, related to our restructuring of modified pool policies in 2010.

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, 2010,
risk-in-force related to other pool insurance agreements was $257.9 million, representing 1.0% of PMI’s total net
risk-in-force.

(c) Joint Venture—CMG 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 a joint venture, equally owned by MIC and CUNA Mutual
Insurance Society (“CMIS”). CMIS is part of the CUNA Mutual Group, which provides insurance and financial
services to credit unions and their members. Both MIC and CMIS provide services to CMG MI. CMG Ml is a
GSE-eligible mortgage insurer. As of December 31, 2010, CMG MI had $20.8 billion of primary insurance in
force and $5.1 billion of primary risk-in-force. CMG MI’s financial results are reported in our consolidated
financial statements under the equity method of accounting in accordance with U.S. generally accepted
accounting principles or GAAP. CMG MI’s operating results are not included in our results shown in Part I of
this Report on Form 10-K, unless otherwise noted.

Under the terms of the restated joint venture agreement effective as of June 1, 2003, CMIS has the right on
September 8, 2015, or earlier under certain limited conditions, to require MIC to sell, and MIC has the right to
require CMIS to purchase, MIC’s interest in CMG MI for an amount equal to the then current fair market value
of MIC’s interest. MIC and CMIS have also entered into a capital support agreement, which is subject to certain
limitations, for the benefit of CMG MI. Under the capital support agreement, MIC and CMIS have an obligation,
under specified conditions, to maintain CMG MI’s risk-to-capital ratio at or below 23.0 to 1. CMG MTI’s
risk-to-capital ratio as of December 31, 2010 was approximately 19.7 to 1. MIC’s capital support obligation is
limited to an aggregate of $37.7 million.

2. Competition
U.S. Private Mortgage Insurance Industry

The U.S. private mortgage insurance industry presently consists of eight 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
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International Group, Inc.; Radian Guaranty Inc., or Radian; Republic Mortgage Insurance Co., an affiliate of Old
Republic International; and Essent U.S. Holdings, Inc., a member of Essent Group Ltd, which commenced
issuing mortgage insurance policies in 2010. Assured Guaranty Mortgage Insurance Company, a subsidiary of
Assured Guaranty Ltd., is also licensed to offer mortgage insurance in the U.S.

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
FHA, and to a 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 Government and
Private Mortgage Insurance
Market Share (Based on NIW)

Year Ended December 31,
2010 2009 2008 2007 2006
FHA/V A 839% 84.6% 603% 201% 22.7%
Private Mortgage Insurance ................................ 16.1% 154% 397% 79.9% 77.3%
Total ... 100.0% 100.0% 100.0% 100.0% 100.0%

Source: Inside Mortgage Finance (based upon primary NIW but includes certain insurance written that we classify as pool insurance)

FHA’s market share is higher as a result of private mortgage insurance companies adopting tighter
underwriting guidelines limiting the types of loans they will insure and federal legislation enacted in 2008
designed to stabilize the mortgage markets by providing FHA with greater flexibility in establishing new
products and temporarily increasing the maximum loan amount that FHA may insure, in some cases up to the
GSE limits, including up to $729,750 in “high-cost” areas. 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 FHA.

On January 20, 2010, FHA announced a number of changes to its eligibility criteria and increased its
premium rates. In the fourth quarter of 2010, FHA again increased its mortgage insurance premiums, which were
effective for FHA insured loans originated on or after October 4, 2010. Private mortgage insurers’ market share
has increased modestly over the course of 2010, in part, as a result of the changes FHA implemented in 2010. On
February 11, 2011, Treasury released its proposals for reform of the U.S. housing market, including FHA’s
mortgage insurance program. Treasury stated that it proposes to strengthen FHA, while at the same time reducing
the size of the FHA program. Treasury outlined certain steps designed to meet the objective of reducing the size
of FHA’s mortgage insurance program, including returning the FHA to its pre-crisis role as a targeted insurer for
low- and moderate-income borrowers and first-time homebuyers; decreasing the maximum insured loan size: and
increasing the price of FHA mortgage insurance. Consistent with Treasury’s objective, on February 14, 2011,
FHA announced that it is increasing its annual mortgage insurance premium by a quarter of a percentage point on
all 30- and 15-year loans. The premium change will go into effect on new loans insured by FHA on or after
April 18, 2011. Future changes to the FHA program may impact demand for private mortgage insurance. The
future size of FHA’s market share will also depend on whether Congress will lower the FHA maximum loan
limit from its current level.

Private mortgage insurers’ ability to compete with FHA has been negatively impacted on certain loans by
the GSEs’ risk-based pricing structures. The GSEs’ guaranty fees are typically comprised of two components:
(i) a base fee, calculated as a percentage of the loan’s unpaid principal balance, which is remitted to the GSEs by
the lender on a periodic schedule; and (ii) additive loan level pricing adjustments (“LLPA”), based on the risk
characteristics of the particular loan and paid up-front by the lender at the time of the loan sale transaction. Under
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the GSEs’ current pricing structure, LLPAs include a standard 0.25% “Adverse Market Delivery Charge” and
may include additional fees based on the loan product type, the specific features of the loan or property and the
borrower. Both GSEs recently announced LLPA increases on all loans with LTV ratios in excess of 70%, which
will be effective for both GSEs in April 2011. LLPAs have increased lenders’ origination costs on certain
conforming loans sold to the GSEs, which in turn results in higher borrowing costs on those loans. Lenders may
sell certain FHA-insured mortgage loans through Ginnie Mae securitizations. Ginnie Mae charges a significantly
lower guaranty fee than the GSEs. As a result, lenders and borrowers may continue to find it more advantageous
to pursue a loan with FHA mortgage insurance, rather than pay higher costs in order to sell the loan to one of the
GSEs (although other factors may influence the lender’s loan sale decision). Any future increases to the GSEs’
LLPAs will negatively impact demand for private mortgage insurance. On March 1, 2011, Freddie Mac
announced that, for mortgages closing on or after June 1, 2011, it will cease purchasing mortgages with LTVs
exceeding 95%. Freddie Mac’s LTV limitation may have the effect of reducing the size of the private mortgage
insurance market and could negatively impact our ability to compete with FHA and our ability to increase our
new insurance writings.

The size of the private mortgage insurance market is also influenced by GSE conforming loan limits, the
maximum loan amount that the GSEs may purchase. In February 2008, Congress passed an economic stimulus
package, which temporarily raised (until December 31, 2008) the GSE conforming loan limits for certain
statutorily defined high cost areas to $729,750, and the American Recovery and Reinvestment Act of 2009
extended the 2008 GSE loan limits through 2009, which remained unchanged in 2010. In November 2010, the
FHFA announced that the maximum conforming loan limits, including those for high cost areas, will remain the
same as existing loan limits through September 2011. 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.

3. Customers

Our US. customers are primarily mortgage lenders, depository institutions, commercial banks and
investors, including the GSEs. In 2010, PMIs top ten customers generated 51.0% of PMI’s premiums earned
compared t0 59.7% in 2009. The beneficiary under PMI's master policies is the owner of the insured loan. The
GSEs, as major purchasers of conventional mortgage loans in the U.S., are the primary beneficiaries of PMI’s
mortgage insurance coverage. In 2010, we received $92.9 million in premium revenues from Wells Fargo Bank,
N.A., which exceeded 10% of our consolidated revenues.

4. Sales and Product Development

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

13



5. Business Composition

Primary Risk-in-force. The composition of PMI’s 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,
2010 2009 2008 2007 2006
Primary Risk-in-Force (In millions) .................. $24,856 $27,794 $30,605 $30,967 $25,711
Loan and Borrower Characteristics as Percentages of
Primary Risk-in-Force
LTV:
Above 97.0% LTV ... .. ... . i 195% 204% 215% 24.6% 17.6%
95.01%t097.0% LTV ....... ..o i 4.0% 4.0% 4.1% 3.8% 4.6%
90.01%t0 95.0% LTV ... .. ... i 31.1%  305% 299% 29.5%  31.0%
85.01%t090% LTV ... ...t 385% 38.1% 37.5% 350% 37.9%
85.00% LTV andbelow .................. ... ... 6.9% 7.0% 7.0% 7.1% 8.9%
Loan Type*:
Fixed ..ot 920% 90.7% 89.7% 812% 81.3%
ARMs (excluding 2/28 Hybrid ARMs) ............. 6.7% 7.5% 8.0% 95% 12.5%
2/28 Hybrid ARMS .. ..., 1.4% 1.8% 2.3% 3.3% 6.2%
Less-than-A Quality (less than 620 FICO) .......... 6.5% 6.8% 7.1% 8.1% 8.0%
Al-A L 153% 17.0% 188% 228% 199%
InterestOnly ......... .. .. i 98% 109% 11.8% 14.2% 9.9%
Payment Option ARMs ......................... 2.6% 3.1% 3.4% 3.8% 4.5%
Property Type:
Single-family detached .. ........................ 822% 82.0% 82.1% 828% 82.7%
Condominium, townhouse, cooperative .. ........... 14.2% 14.2% 13.9% 128% 11.9%
Multi-family dwelling andother .................. 3.6% 3.8% 4.0% 4.4% 5.4%
Occupancy Status:
Primary residence . .......... ... .. ... il 909% 90.0% 89.3% 88.6%  88.8%
Secondhome ............ .. ... ... i 4.0% 4.3% 4.4% 4.3% 3.9%
Non-owner occupied ............ ... ... ... 5.1% 5.7% 6.3% 7.1% 7.3%
Loan Amount:
$100,0000rless .....ooiiii i 11.3% 11.8% 123% 146% 17.9%
Over $100,000 and up to $250,000 ................ 51.9% 52.1% 525% 533%  56.4%
Over $250,000 .......ccoiiiiiiiii 36.8% 36.1% 352% 321% 25.7%
GSE conforming loans** ........................ 93.1% 927% . 921% 91.7% 91.7%
Non-conforming loans** . ....................... 6.9% 7.3% 7.9% 8.3% 8.3%
Average primary loan size (In thousands) . ............. $161.7 $ 1612 $ 1602 $ 155.0 $ 1425

*  Loans types are not mutually exclusive and, therefore, do not total 100%.
#x  GSE conforming loans have principal balances that do not exceed the maximum single-family principal balance loan limit eligible for
purchase by the GSEs. 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 LTV ratios increase, the associated default and claim rates generally increase as well. In
2008, we stopped insuring Above-97s.

o Fixed, Adjustable Rate and 2/28 Hybrid Mortgages. We consider a loan an adjustable rate mortgage,
or ARM, if its interest rate may be adjusted prior to the loan’s fifth anniversary. Based on our
experience, the delinquency and claim rates of ARMs are generally higher than in the case of fixed rate

14



loans. A 2/28 Hybrid ARM is a loan whose interest rate is fixed for an initial two year period and floats
thereafter. PMI previously insured 2/28 Hybrid ARMs through its structured finance channel. 2/28
Hybrid ARMs have experienced higher default rates than other ARM products.

Less-than-A Quality and Alt-A Loans. We previously insured less-than-A quality loans and Alt-A
loans through our primary flow and structured finance channels. We define less-than-A quality loans to
include loans with FICO scores generally less than 620. We define Alt-A loans as loans where the
borrower’s FICO score is 620 or higher and the borrower requests and is given the option of providing
reduced documentation verifying the borrower’s income, assets, deposit information, and/or
employment. The default and claim rates of less-than-A quality and Alt-A loans exceed PMI’s average
rates. In 2008, we eliminated eligibility of less-than-A quality and Alt-A loans for insurance from PML

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 significant majority of
interest only loans insured by PMI have initial deferral periods of ten years. We believe that less than
1% of PMI’s primary risk-in-force consists of interest only loans whose initial deferral period ended in
2010. We stopped insuring interest only loans as of February 2009.

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

Layered Risk. PMI insures loans that may possess one or more of the above characteristics. For
example, as of December 31, 2010:

 Approximately 2.3% of PMI’s primary risk-in-force consists of Above-97s with FICO scores below
620.

Approximately 1.8% of PMI’s primary risk-in-force consists of Alt-A loans that are also Above-97s.

+ Approximately 2.5% of PMI’s primary risk-in-force consists of interest only loans that are also
Above-97s.

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
between 2006 and 2008 and has since leveled off. The increases between 2006 and 2008 were primarily
caused by rapid home price appreciation and a higher percentage of loans insured in geographic
locations with higher average property values, such as California and Florida. As of December 31, 2010,
the average primary loan sizes of PMI's California and Florida insured loans were $289,573 and
$172,229, respectively. Our average insured loan sizes in 2009 and 2010 were affected by declines in
home prices and PMI adopting policies to limit its concentration of new business writings on loans
originated in states with higher average home prices. Because our premium rates are based in part upon
the size of the insured loan, higher average loan sizes favorably impact premiums written and earned.
Our obligation to an insured with respect to a claim is generally determined by multiplying the stated
coverage percentage by the loss amount, which includes any unpaid principal and interest. Accordingly,
higher insured loan balances negatively affect our average claim sizes.
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The following table shows primary risk-in-force by FICO score:

Percentage of Primary Risk-
in-Force by FICO Score

As of December 31,
2010 2009 2008
FICO Score:

Lessthan 575 ... ... oo 1.7% 1.7% 1.8%
ST5—610 4.8% 5.0% 5.2%
6200679 . .. 28.1% 29.6% 30.8%
680710 . . 24.0% 24.6% 25.1%
720and above . ... 40.6% 38.2% 36.1%
Unreported .. ... ... . 0.8% 0.9% 1.0%

Total ... 100.0% 100.0% 100.0%

Pool Risk-in-force. The following table shows components of PMI’s net pool risk-in-force as of
December 31 for the last five years.

Pool Risk-in-Force (In millions)

As of December 31,
2010 2009 2008
Modified Pool . . ... $3478 $ 7724 $2221.5
OIdPool ... 34.9 39.6 190.4
Other Traditional Pool . ......... ... ... oo 128.0 163.5 203.8
GSE Pool . ... 95.0 97.6 106.7
Total Pool Risk-in-Force ................ .. .. ... ... .. ... .. . ... .. .. $605.7 $1,073.1 $2.7224

The first table below presents data for the portion of PMI’s modified pool portfolio that is subject to
deductibles. The second table presents similar data for the portion of PMI’s modified pool portfolio that is not
subject to deductibles. The data in the tables below are organized by book year (the year in which the risk was
written) and represent in each case the aggregate of modified pool transactions written during the applicable book
year. We did not write new pool insurance business in 2008, 2009 and 2010. The data presented are as of
December 31, 2010.

Modified Pool with Deductibles

Book Year ‘ 2007 2006 2005 and Prior
(Dollars in millions)
Insurancein Force ........ ... ... .. . . . . $1,011 $104 $3,243
PMI’s Claims Paid to Date, Including Restructuring ....................... 123 354 268
Stop Loss Amount . .. ... 44 12 145
Deductible Amount . ............. . 21 2 68
Losses Applicable to Deductible .............. ... ... ... ... ... ... ... 9 2 34
Deductible Balance . ........... ... ... ... . ... 12 — 34
Reserves for Losses (.. ... ... 3 2 19
Remaining Risk in Force @ ... ... .. .. ... ... ... ... ... ... ... $ 20 $ 7 $ 58
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Modified Pool without Deductibles

Book Year 2007 2006 2005 and Prior
- (Dollars in millions)
TNSUrANCE 1N FOTCE « o o oottt et ettt ettt e $—  $3,341 $1,891
Stop LOSS AIMOUNE . . ..ot ete et ete et e e — 305 233
PMD’s Claims PaidtoDate .. .......couniiniin i, — 81 42
StopLoss Balance ... ....c.vvvvnrii — 224 191
Reserves for Losses W . . .. .. S R R — 53 32
Remaining Risk in Force @ .. ... ... $— § 171 $ 92

(1) Established loss reserves for delinquent modified pool loans, which represents PMTI’s estimates of losses for those loans at December 31,
2010. '

(2) Remaining Risk in Force is net of claims paid to date and the reserves established on delinquent modified pool loans, and represents
PMI's maximum risk on its modified pool exposure. With certain pool agreements, the maximum possible loss to PMI is less than the
contractual stop loss amount, primarily as a result of substantial runoff of loans subject to the agreement.

Our maximum exposure is equal to our remaining modified pool risk-in-force, which is set out in the tables
above. Our loss reserve balance for all modified pool loans decreased from $225.3 million as of December 31,
2009 to $109.0 million as of December 31, 2010. Additions to loss reserves on modified pool risk were
significantly offset by the modified pool restructurings and commutations we completed in 2010. (See Section 7.
Defaults and Claims—Pool Claims, below.) Tn 2010, PMI completed modified pool restructurings and
commutations which resulted in PMI paying accelerated discounted claim payments of $247.5 million to the
counterparty and the elimination of $0.5 billion of risk-in-force under the policies.

The following table shows the composition of the portion of PMI's modified pool portfolio that is not
subject to deductibles based upon the effective date of coverage. We did not write any modified pool without
deductibles risk after December 31, 2006. We do not expect losses on our modified pool without deductibles
contracts to reach our maximum loss limits for all book years. However, we and our industry have experienced
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 portfolio risk characteristics. Because modified
pool stop loss limits operate across a pool of loans, we show the composition of PMI’s modified pool portfolio
(without deductibles) in the table below on an insurance-in-force (“IIF”’) rather than risk-in-force basis.

i B : 2005

Book Year 2007-2010 2006 & Prior
Modified Pool (without Deductibles) IIF o

(Inmillions) ................ A e P $— $ 3341 $ 1,891
Credit Score as percentages of above ITF*** : :
eSS than 575 oottt e e N/A 8.5% 0.1%
575—619 ... b e e e e N/A 18.8% 0.9%
620—679 ... . N/A 44.7% 27.1%
680710 . o\ttt e N/A 19.4% 29.0%
720 and above ........... T e et ee e eaa et i st aaeaaas N/A 8.6% 34.5%
Loan Type as percentages of above IIF
FixedRate ...............co..ovnn S PP N/A 36.0% 95.9%
ARMS ... ..o P PR N/A 64.0% - 4.1%
228 Hybrid ARMS .. .......ooiiiinnnnnn e N/A -+ 0.0% 0.0%
Specific Portfolio Characteristics* as percentages of above IIF
ABOVE 078 . . ot ettt et e e e N/A 37.1% 0.1%
AULO StAtes ™  LOANS ..ottt ittt N/A 16.7% 5.6%
Califormia LOANS . . . o vttt et ettt et e e N/A 11.0% 23.3%
FIOHAa LOANS . . oottt ettt et e ettt i N/A 102% - 6.5%
ALEEA LOANS oottt ettt et et e N/A 4.1% 74.8%
Interest Only Loans ........c....... ..ot TR TP N/A 3.0% 10.2%
AVBLOAN SHZE .. ... .o N/A $150,487 $160,878
AVB LTV N/A 94% 75%
AvBFICO ... ... i e N/A 647 708



*  Specific portfolio characteristics are not necessarily mutually exclusive.
**  Auto States include Michigan, Indiana, Ohio, and Tilinois.
*#% Total may not equal 100% due to unreported FICO scores.

Persistency; Policy Cancellations. A significant percentage of PMI’s insurance-in-force is comprised 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’s revenue and net income. One measure of the impact of policy cancellations
on insurance in force is our persistency rate, which is based on the percentage of primary insurance in force at the
beginning of a 12-month period that remains in force at the end of that period. The following graph and table
show average annual mortgage interest rates and MIC’s primary portfolio persistency rates from 2000 to 2010.

Persistency and Interest rates
100.0% 10.0%
5, 80.0% - 8.0% g
& I
S o
© 60.0% 6.0%
p o
o 2
& 40.0% 4.0% <
20.0% 1 T , . T . . . T < 2.0%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
L—I— Persistency 4 Interest Rate* T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Interest Rate* . ... ........ 81% 70% 65% 58% 58% 59% 64% 63% 60% 50% 4.7%
Persistency Rate . ......... 80.3% 62.0% 56.2% 44.6% 60.9% 61.9% 69.6% 75.5% 82.2% 84.3% 83.5%

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

As shown above, until 2006, there was a close correlation between low or declining interest rate
environments and lower persistency rates. Though interest rates declined between 2007 and 2010, refinance
activity in our insured loan portfolio decreased, primarily as a result of nationwide home price depreciation
coupled with reduced consumer access to credit, particularly for borrowers with low-down payment mortgage
loans. As a result, even in a relatively low interest rate environment, PMI’s primary persistency rate increased.
Persistency declined slightly in 2010 but remained at an elevated level, due primarily to the continued effects of
depressed home values and limited access to credit. To the extent that home prices experience low appreciation
rates or decline from current levels, we expect that PMI's persistency rate will likely remain high and therefore
limit the rate of policy cancellations.

6. Risk Management

Risk Management Approach. Our major credit-related risks include macroeconomic risk, regional/local
economic and housing risk, customer risk and, generally stated, loan risk. We deploy multiple techniques to
identify, monitor and manage these risks. These techniques include diversification of our insured loan portfolio,
auditing and quality control efforts, pricing, credit policy, statistical analysis and financial management.
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Macroeconomic risks reflect uncertainty posed by general economic conditions. PMI’s Economics and
Strategy Department monitors and forecasts key economic variables including gross-domestic product,
employment, interest rates, mortgage and housing markets and demographic shifts. As a result of changes in our
macroeconomic outlook, we may, among other things, revise premium rates on new business writings.

Regional and local housing markets have historically been the largest contributing factor to our losses.
Accordingly, our economic department forecasts the movement of regional housing prices and business
conditions as shown in the PMI Market Risk Indexs™. The PMI Market Risk Indexs™ is a proprietary statistical
model that predicts the probability of a decline in home prices at the end of two years in Metropolitan Statistical
Areas, or MSAs, in the United States based on local, historical home price appreciation, changes in the local
labor markets and local home affordability. We use the PMI Market Risk Index and other proprietary models to
adjust our underwriting guidelines in certain markets with higher risk levels. PMI also has a Distressed Markets
Policy, where loan-to-value ratios and loan products are limited on loans originated in designated markets —
primarily MSA’s. These markets vary over time according to our expectations of the local housing and economic
trends. PMI assesses MSAs on a regular basis.

Customer risk includes the quality and consistency of how mortgage lenders acquire borrowers’ business,
how loans are documented or processed, and how the loans are underwritten and serviced. We review customer
practices on an ongoing basis.

Loan-risk includes several dimensions, including mortgage type (e.g., fixed-rate mortgage or interest only),
borrower characteristics (e.g., debt-to-income ratio or employment status), loan purpose (e.g., primary residence or
second home, refinance or purchase) and property type (e.g., single-family home or condominium). We monitor
these risks and risk concentrations in our portfolio using various statistical tools. Among these are the pmiAURAs™
System, which is a proprietary risk scoring tool that assigns a unique risk score to each loan in PMI’s portfolio
corresponding to the relative likelihood of an insured loan going to claim based on demographic, geographic,
economic, and loan specific characteristics. Over the past several years, PMI has declined to insure loans with
LTV’s above 97%, 2/28 Hybrid ARM’s, investor loans, limited documentation loans, and interest only loans, and
has restricted eligibility for cash out refinances and second homes. 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 use our analysis to develop and refine how we price our coverage and in the establishment of
national and regional underwriting guidelines to control the concentrations of risk in PMI’s portfolio.

As a result of PMI’s models and processes, the eligibility changes we have implemented and the general
changes in residential mortgage origination practices, we expect our business written in 2009 and 2010 to
perform well and generate underwriting profits, although there can be no assurance that either will occur.

Underwriting Process. To obtain mortgage insurance from PMI, an individual loan must meet the
eligibility criteria we establish for loan documentation type and other loan, borrower and property attributes.
Lenders may submit loan file documents to PMI for underwriting review or, if they are deemed eligible by PMI,
certain customers may bind the mortgage insurance following their own underwriting review. The latter process
— “delegated underwriting”—requires the lender to meet PMI’s qualifications for the program. PMI reviews the
customer’s skills, experience and resources to determine whether the customer may be approved by PMI for its
delegated underwriting program. Approximately 82.7% of PMI’s flow NIW is underwritten pursuant to our
delegated underwriting program that allows approved lenders, subject to review and periodic quality-control
audits, to determine whether loans meet program guidelines and are thus eligible for mortgage insurance.

In performing periodic underwriting reviews, PMI evaluates the general performance of the delegated
customer’s insured loan portfolio, including, among other things, delinquency rates, early-payment default rates,
and appraisal quality. PMI generally performs periodic quality control audits of a sampling of loans for
concurrence with the delegated program rules and for data integrity. The latter audit is conducted because, at the
time loans are insured by delegated customers, PMI receives loan data electronically and does not receive or
review the original loan documentation. If PMI subsequently determines that a lender participating in the
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program commits us to insure a loan that fails to meet all of the approved underwriting guidelines, subject to
certain exceptions, PMI has the right to exclude or rescind the coverage on the loan. PMI may also suspend or
terminate the insured’s delegated authority to extend coverage to new loans if it determines that the insured has
not been complying with approved underwriting guidelines.

Contract Underwriting. In early 2009, we announced the discontinuation of contract underwriting services
provided by our wholly-owned subsidiary, PMI Mortgage Services Co., or MSC. MSC performed contract
underwriting services for PMI and CMG MI. As a part of its contract underwriting services, MSC provided to its
customers monetary and other remedies, including loan indemnifications under certain circumstances, in the
event that MSC failed to properly underwrite a mortgage loan. These remedies are separate from the insurance
coverage provided by PMI. Contract underwriting remedies were $2.5 million in 2010 compared to $8.3 million
and $4.8 million in 2009 and 2008, respectively. MSC may still be obligated to pay remedies in the future even
though it has ceased providing contract underwriting services.

7. Defaults and Claims

Defaults. Our claims process begins with notification by the insured or servicer to us of a default on an
insured loan. “Default” is defined in PMI’s primary master policies as the borrower’s failure to pay when due an
amount equal to the scheduled mortgage payment under the terms of the mortgage. Generally, the master policies
require an insured to notify us of a default no later than the last business day of the month following the month in
which the borrower becomes three payments in default. For reporting and internal tracking purposes, we do not
consider a loan to be in default for the purposes of reporting defaults and default rates until a borrower has failed
to pay two regularly scheduled payments. Depending upon its scheduled payment date, when a borrower fails to
make two consecutive payments, the loan default could be reported to us between the 315t and 60t day after the
first missed payment due date. Borrowers default for a variety of reasons, including a reduction of income,
unemployment, divorce, illness, inability to manage credit, rising interest rate levels and declining home prices.
PMI’s primary default inventories have decreased in 2010 as a result of lower levels of new notices of default,
increased cures relative to prior years and a significant increase in the number of primary claims paid. While
PMI’s default inventory and default rates have been high in 2010, we believe that new delinquencies from our
2005, 2006 and 2007 primary book years have peaked.

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

P I.’ercen;{(i)fk
q rimary Risk- Pri t .
imForceasaf T December 3y
2010 2010 2009 2008
Region ;
Pacific) ... ... .. o e 14.68% 24.65% 27.84% 17.24%
NewEngland @ .. ... ... ... .. . .. . . . . 4.41% 17.52% 15.87% 10.47%
Northeast @ .. ... .. ... 10.88% 19.55% 18.45% 11.70%
South Central @ ... ... ... . . . 17.50% 14.87% 16.53% 10.93%
Mid-Atlantic © ... .. . 6.51% 18.02% 19.53% 12.12%
GreatLakes ® .. ... ... . . . .. e 9.15% 18.86% 20.01% 14.85%
Southeast M ... .. ... e 23.52% 25.83% 26.95% 17.88%
NorthCentral ® .. ... .. ... . . ... . i, 10.30% 19.66% 20.85% 13.32%
Plains @ . ..o 3.05% 12.87% 13.23%  8.80%
Total Primary Portfolio ............. ... ... ... ........ 100.00% 20.26% 2140% 14.12%



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

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

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

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

(5) Includes Delaware, Maryland, Virginia, Washington D.C. and West V1rg1n1a '

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

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

(9)  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-
Inforce asof as o December 31,
: 2010~ 2010 2009 2008

Florida ................. e 9.6% 40.57% 41.14% 27.79%
TEXAS .+ .o e vev et et e e e e e L 8.0% 11.45% 1297%  9.44%
Califormia . . . .....ooe e 7.4% 29.48% 36.68% 24.68%
Tlinois ...0................ O S S 5.2% 24.63% 24.96% 14.80%
GeOTgIA ...ttt e 4.6% 20.59% 23.15% 14.62%
New YOIk ..ot - 4.1% 20.39% 18.50% 11.27%
ORIO .ot 4.0% 17.20% 18.04% 13.50%
Pennsylvania ....... T P L 35% 15.80% 15.46% 10.75%
New Jersey ............. B SEUUE 33%  2535% 24.06% 14.17%
Washington ............. T S SRR . 33% 17.76% - 16.50%  8.15%

(1) Top ten states as determined by primary risk-in-force as of December 31, 2010,

- Primary Default Rates by Channel and Loan Characterzsncs . As dlscussed in Section 5. Business
Composition, above, certain borrower and loan characteristics i increase the risk, on average, of loan default and
ultimate claims. Insured loans in PMI's portfolio may contain one, more than :one or none of the loan
characteristics identified in Section 5 above. The table below shows default rates for loans that contain certain of
the characteristics identified by PMI as having heightened nsk

Primary Default Rates as of

December 31,
F 72010 2009 2008

Primary

Loan Type* , , ‘ o | L
AIFALOANS ...t PR . 404%  439%. 30.6%
Less-than-A Quality .......... e A R 37.6%  408%  30.8%
AbBOVEOTS .\t JU B il 263% 287%  18.3%
ARMs (excluding 2/28 Hybrid ARMS) .................. B, .. 418% 43.0% 32.0%
2/28 Hybrid ARM ...... e e et 527%  543%  48.5%
Payment option ARMs ........... e P P SO 53.1%  53.1%  38.9%
Interest Only ........ .. 409%  438%  28.6%
Total Primary ..........0................... e P 0 203% 214% 141%

*Loan types are not mutually exclusive.

Primary Default Rates and the Agmg of PMI’s. Insurance Portfolzo Default and claims activity are not
spread evenly throughout the coverage period of a primary insurance bookof business.  Based. upon our
experience, we generally expect the majority of default and claims activity:on insured loans in PMI’s current
portfolio to occur in the second through fourth years after loan origination. Primary insurance written from the
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period of January 1, 2006 through December 31, 2010 represented 69.9% of PMI’s primary insurance in force at
December 31, 2010. 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 and 2008 insured loan portfolios. -

Percent of Primary
PMI Average Risk-in-Force as of

Book Year Fixed Rate @® December 31, 2010 Default Rates :

) 2010 2009 2008 2007 2006 2005
2002 and prior ........ 8.24% Co 5.2% 17.6% 164% 123% - 97% 9.5% 10.7%
2003 . ... .l 5.99% 6.9% 151% 153% 96% 64% 53% 51%
2004 ... L., 6.12% 7.9% 185% 17.6% 11.4% 78% 59% 4.7%
2005.......... [N 6.22% . 11.7% 23.8% 233% 160% 9.6% 49% 23%
2006. ..., 6.96% 14.5% 294% 31.4% 21.2% 10.8% 25% —
2007 ... 6.93% 26.8% 29.4% 309% 183% 51% — —
2008 . ..., 6.20% 14.4% 132% 11.7% 39% — — —
2009 ... ..., 5.15% 6.5% 1.6% 0.6% — — — —
2010................ 4.70% _6.1% 01% — - = = =
Total ............... 100.0% 203% 214% 14.1% 79% 56% 5.7%

(1) Average PMI fixed annual mortgage interest rate.

Loss Mitigation.. PMI’s Homeownership Preservation Initiatives department (“HPI”) was formed in 2007
to facilitate and enhance retention workouts on PMI-insured loans. Retention workouts include loan
modifications and other loan repayment options discussed below, which may enable borrowers to cure mortgage
defaults and retain ownership of their homes. HPI coordinates with loan servicers to provide them with delegated
authority to approve workouts on certain categories of loans within specified parameters, places PMI loss
mitigation staff on-site at loan servicers’ offices and trains servicer staff on loan workout strategies. HPI also
supplements loan servicers’ outreach efforts to delinquent borrowers on PMI-insured loans to educate them about
workout options and to facilitate loan workout discussions with their loan servicers. HPI provides these outreach
efforts through the use of PMI’s loss mitigation professionals and through the engagement of specialty vendors
and non-profit housing counseling agencies. If a retention workout is not viable for a borrower, PMI attempts to
mitigate loss on the loan through a liquidation workout option, including a pre-foreclosure sale or a deed-in-lieu
of foreclosure.

Retention workouts are designed to assist borrowers in curing, or satisfying in full, their delinquent loans.
The' ability of borrowers to cure delinquent loans is influenced by borrowers’ financial resources, regional
housing and economic conditions, such as unemployment rates and home prices, and in recent periods, the speed
and efficiency with which loan servicers process delinquencies and engage in loss mitigation efforts. A retention
workout is often preceded by a forbearance plan, which temporarily allows the suspension of all or part of a
borrower’s regularly scheduled payment for a specified time period to permit time to explore retention workouts.
Retention workout options include refinances, loan modifications (HAMP and non-HAMP), and repayment
plans. With a loan refinance, the borrower obtains a new loan and uses the proceeds to satisfy in full the existing
loan. Modification of a PMI-insured loan is a process whereby any or some of the terms of a loan are modified
with the approval of the insured lender and PML In a loan modification, the partiés may agree to adjust the
interest rate, extend the amortization period, and/or increase the amount of principal by the delinquent amount. In
a small number of instances to date, an insured lender may also agree to modify a loan to decrease the amount of
principal a borrower owes. Primarily because loan modifications often’ include any combination of modified
terms, we do not separately track our modified risk-in-force with respect to the individual-components of the loan
modification. A loan repayment plan permits a delinquent borrower to satisfy its past-due loan amount by
making additional payments along with regularly scheduled payments until the borrower becomes current on the
loan. Because it results in a curing of the underlying default, when a retention workout is completed, we remove
the loan from PMI’s default inventory and cease to include it in our loss reserve estimates. While a loan is in
forbearance, the underlying default remains and we continue to include the loan in PMI’s default inventory. .
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A liquidation workout may be in the form of a pre-foreclosure sale (early disposal of the underlying
property, usually in an amount less than what the borrower owes) or a deed-in-lieu of foreclosure (where the
borrower conveys title of a property securing a loan to the lender in satisfaction of the debt), both of which avoid
the lengthy and more costly foreclosure process. Both options can mitigate PMI’s loss by reducing foreclosure
and other costs, resulting in a lower claim size to PML

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 misrepresentation, negligent
underwriting and eligibility for coverage. Based upon PMI’s 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 in 2006 and 2007 when compared to historical levels.

PMI’s mortgage insurance policies, certain endorsements, and certain of its lender-paid mortgage insurance
commitment agreements contain provisions giving PMI the right to unilaterally rescind coverage of an insured
loan for breach of representations and warranties, material misrepresentation, negligent underwriting and/or
ineligibility. PMI may also have rescission rights under general principles of contract law. Generally, PMI
exercises its contractual rights following an investigation and upon establishing a reasonable belief that at loan
origination there was a material misrepresentation by the originator or an agent of the originator, that the loan
was negligently underwritten, or that the loan was not eligible for coverage under an approved loan program or
set of underwriting guidelines. When PMI rescinds coverage, we notify the insured in writing, identify the bases
for the rescission, summarize the evidence supporting the rescission decision and refund all premiums associated
with the rescinded loan to the insured, whether or not the loan was delinquent. Our inventory of files under
review peaked in 2010 and, as a result, rescission levels are generally declining relative to prior periods. For
further discussion of rescission activity and challenges we have received to our rescission decisions, see
MD&A—Conditions and Trends Affecting our Business—U.S. Mortgage Insurance Operations—Rescission
Activity and Claim Denials.

When PMI rescinds coverage of a delinquent loan, we remove it from our delinquent loan inventory upon
which we base loss reserves and from our calculation of PMI’s risk-in-force and insurance in force. For a
discussion of the impact of our rescission activity on our loss reserves, see MD&A—Critical Accounting
Estimates—Reserves for Losses and LAE—U.S. Mortgage Insurance Operations—Rescission Activity and Loss
Reserves.

Claim denials. In some cases, our servicing customers do not produce documents necessary to. perfect the
claim (“documentation claim denials”). This is often the result of the servicer’s inability to provide the loan
origination file or other servicing records for our review. If the requested documents are not produced after
repeated requests by PMI, the claim will be denied. If our servicing customers ultimately produce documents we
had previously requested, PMI will review the file for potential claim payment. Beginning in 2010, claim denials
also include claims denied or curtailed as a result of servicers’ failure to adhere to customary-standards relating to
the servicing of delinquent loans (“servicer-related claim denials”). We expect the number of servicer-related
claim denials to significantly increase in 2011. For a discussion of the impact of claim denials on our loss
reserves, see MD&A—Critical Accounting Estimates—Reserves for Losses and LAE—U.S. Mortgage Insurance
Operations- Claim denials and loss reserves.

Claims and Policy Servicing. As a result of the portion of delinquent loans that cure, the frequency of
claims is not directly proportional to the number of defaults we receive. As discussed above under Loss
Mitigation, when the likelihood of a defaulted loan being reinstated through a retention workout is minimal, we
work with the servicer to explore the possibility of a liquidation workout. Ultimately, whether an uncured default
leads to a claim principally depends on the borrower’s employment status, equity in the underlying property at
the time of default and the borrower’s or the insured’s ability to sell the home for an amount sufficient to satisfy
all amounts due under the mortgage loan.
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Generally, our master policies provide that within 60 days after an insured or servicer files a 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;

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

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

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

While we select the 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, 2010, our carrying value,
which approximates fair value, of REO properties was $0.3 million compared to $0.1 million at December 31,
2009 and $4.8 million at December 31, 2008.

Primary Claim Sizes and Severity. The severity of an individual claim is calculated as the ratio of the
claim paid to the original risk-in-force relating to the loan. The main determinants of the severity of a claim are
the value of the underlying property, accrued interest on the loan, expenses advanced by the insured, foreclosure
expenses, the time required to complete foreclosure (which varies by state), and the amount of mortgage
insurance coverage placed on the loan. Pre-foreclosure sales, acquisitions and other early workout efforts,
including those described above, help to reduce overall claim severity. In 2010, we processed 4.9% of the paid
primary insurance claims on the basis of a prearranged sale, compared to 6.9% and 10.9% in 2009 and 2008,
respectively. In 2008 to 2010, we exercised the option to acquire the property on less than 0.3% of the primary
claims processed for payment.

PMTI’s average primary claim severity is, for a given period, primary claims paid as a percentage of the total
risk-in-force of primary loans for which claims were paid. The increase in average primary claim severity in
2008 (shown in the table below) reflects the deterioration of the mortgage, housing, labor and credit markets.
Because severity reflects regional as well as national market conditions, PMI’s average primary claim severity
varies from region to region. The table below shows average primary claim severity, by region, for the years
2007 through 2010. In 2010, severity improved in almost every region, with a slight increase in the South Central
region. The general decline in severity in 2010 was driven primarily by the increase in claims denials, which are
settled as claims with a zero dollar payment.

Average Primary Claim Severity
2010 2009 2008 2007

Region

GreatLakes (D . ... ... .. 89.5% 96.8% 105.2% 104.4%
Mid-Atlantic @ ... ... 779% 84.1% 91.1% 75.8%
NewEngland @ . ... .. . . 77.4% 79.6% 94.8% 90.6%
North Central @ .. .. ... . . 84.1% 89.7% 98.7% 93.8%
Northeast ) .. ... . 792% 81.2% 98.1% 83.0%
Pacific ® ... 78.8% 82.7% 95.7% 88.2%
Plains (1 . 83.0% 89.3% 93.5% 92.9%
South Central ® .. .. .. . ... . 80.1% 79.4% 91.9% 87.7%
Southeast @ ... ... . 82.7% 81.3% 92.1% 87.2%
Average Primary Claim Severity—U.S. .................................. 81.3% 85.5% 95.6% 91.5%



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

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

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

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

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

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

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

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

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

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

Primary Claims Paid for the Year

Ended December 31,
2010 2009 2008
. (In thousands)
Flowchannel ............ ... ittt it $1,128,752 $ 615,670 $483,988
Structured finance channel ... .......... ... ... ... .. .. . . .. 271,250 218,171 288,355
Ceded claims, supplemental and other* ............................ (393,969) (129,147) (47,087)
Total primary claimspaid ......................... e $1,006,033 .$ 704,694 $725,256

* Includes amounts recovered from captive trust accounts due to the termination of captive agreements.

The following table sets forth, for each of the years 2008, 2009 and 2010, the dispersion of PMI’s losses and
loss adjustment expenses (“LAE”) by book year. PMI’s losses and LAE includes net changes in the period to loss
reserves on PMI’s delinquent loan inventories. Losses and LAE also includes expenses related to default, loss
mitigation and claim processing.

Losses and Loss Adjustment Expenses For
the year ended December 31,

2010 2009 2008
(Dollars in thousands)

Book Year

2002 and PrioOr « . ..o $ 40919 $ 48519 $ 62,879
2003 L e e e e e 55,131 93,661 717,722
2004 . . e e 87,125 136,244 139,878
2005 o e e e e e 220,432 408,094 317,584
2000 . e e e 366,963 459,996 542,572
2007 .« e e e 406,205 439,904 566,146
2008 . . e e e e 72,778 116,151 87,372
2000 .. e e e e 6,916 4,227 —
2000 . e e e 323 — —
Total .. e e $1,256,792 $1,706,796 $1,794,153

Pool Claims. Pool claims are generally filed after the underlying property is sold. We settle a pool claim
in accordance with the terms of the applicable pool insurance policy, which includes a stop loss limit and, in
some cases, a specified deductible. Subject to such stop loss limit and any deductible, our modified pool
insurance generally covers a specified percentage of the particular loss less net proceeds from the sale of the
property and any primary claim proceeds. Our traditional pool insurance generally covers 100% of the loss less
net proceeds from the sale of the property and any primary claim proceeds. Other pool insurance policies may
include a maximum coverage percentage or a defined benefit. Claims relating to policies with a maximum
coverage percentage are settled at the lesser of the actual loss or the maximum coverage set forth in the
applicable policy. Claims relating to policies with defined benefits are settled at the maximum coverage
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percentage set forth in the applicable policy. We settle pool claims upon receipt of all supporting documentation.
Pool insurance claims paid by PMI decreased from $618.5 million in 2009 to $243.7 million in 2010. In 2010,
claims paid included amounts we paid in connection with restructurings and commutations of certain modified
pool policies, which resulted in the acceleration of claims paid at a discount of the reserves established on such
modified pool policies of approximately $248 million (subject to certain adjustments) and the release of loss
Teserves.

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

Loss Reserves

A period of time may elapse between the occurrence of the borrower’s default on mortgage payments (the
event triggering a potential future claim payment), the reporting of such default to us and the eventual payment
of the claim related to such default. To recognize the liability for unpaid losses related to loans in default, 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 of loans in default. Included in loss reserves are loss
adjustment expense (“LAE”) reserves, and incurred but not reported (“IBNR”) reserves. IBNR reserves represent
our estimated unpaid losses on loans that are in default but have not yet been reported to us as delinquent by our
customers. We also consider the effect of projected future rescission, claim denial and loan modification activity
with respect to the current inventory of delinquent loans, which has materially reduced our loss reserve estimates.
Consistent with industry accounting practices, PMI does not establish loss reserves for estimated potential
defaults that have not occurred but that may occur in the future. For a full discussion of our loss reserving policy
and process, see Item 7. MD&A—Critical Accounting Estimates—Reserves for Losses and LAE. For a
reconciliation of the beginning and ending reserve for losses and loss adjustment expenses on a consolidated
basis, see Item 8. Financial Statements and Supplementary Data—Note 8. Reserve for Losses and Loss
Adjustment Expenses (LAE).

The table below shows PMI’s total risk-in-force and loss reserves as of December 31, 2010, 2009 and 2008.

Risk-in-Force and Loss Reserves
as of December 31,

2010 2009 2008
(Dollars in thousands)

Total Primary and Pool Risk-In-Force ...................... $25,462,020 $28,867,036 $33,327,248
Gross Loss Reserves by Book Year

2002 and Prior . ..ottt e $ 126,099 $ 133417 $ 135,387
2003 . 141,230 141,707 117,084
2004 . . 219,518 190,231 163,349
2005 . 404,035 439,246 398,966
2000 .. 667,350 827,694 761,836
2007 . 1,032,115 1,184,521 913,695
2008 . e 245,205 217,222 92,620
2000 .. e 10,705 4,236 —
2000 .o e 323 — —
Total Loss RESErves . ...t et $ 2,846,580 $ 3,138274 $ 2,582,937

Our loss reserve balance was lower as of December 31, 2010 compared to December 31, 2009 primarily as a
result of high levels of claim payments in 2010. The reduction in loss reserves in 2010 was partially offset by
additional loss reserves as a result of re-estimations of loss rates on prior years’ incurred losses.

26



Loan Performance

The table below shows cumulative losses paid by PMI at the end of the year of original policy issuance
(“policy year”) and each successive year thereafter, expressed as a percentage of the cumulative premiums
written on such policies.

Percentage of Cumulative Primary Insurance Losses Paid (Gross)
To Cumulative Primary Insurance Premiums Written (Gross)*
Policy Issue Year (Loan Closing Year)
Year 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

1 — — — — —_ = 01 00 — — _ - = = — 0.1
2 11.8 233 381 148 98 45 15 04 01 03 07 08 1.1 10 10 28
3 392 904 112.1 473 440 187 52 20 20 3.6 71 66 69 55 65 104
4 742 1393 1663 830 831 352 87 51 61 10.8 17.8 169 163 134 137 154
5 95.5 1683 1809 1293 1143 474 122 97 11.6 219 31.7 289 1283 187 180 18.2
6 100.8 168.0 229.6 1659 127.1 564 156 131 185 324 418 398 36.1 21.1 201 19.2
7 90.8 184.8 251.0 177.5 1359 60.7 185 17.5 231 403 505 474 403 219 209 20.
8 98.5 1973 2654 1846 1393 63.0 213 207 262 457 562 513 415 220 21.3 203
9 107.8 203.6 2657 1877 1419 650 241 230 291 496 59.2 527 413 21.8 213 204
10 111.4 205.6 2644 189.8 1426 653 258 251 315 517 609 526 41.1 . 216 213 205
11 113.0 207.1 2638 191.0 1429 659 274 265 336 528 614 527 410 217 214 206
12 1141 2088 2644 1913 1426 658 284 278 346 531 614 527 410 217 214 207
13 1146 2089 2633 191.1 1421 658 288 284 350 533 614 526 410 21.7 214 208
14 1150 209.8 2622 190.6 141.7 659 290 286 352 533 614 526 410 216 214 209
15 1151 2095 261.5 190.1 1415 66.0 29.1 285 352 532 614 526 41.0 21.6 214 209
16 1153 209.2 2608 189.8 1413 660 29.1 285 352 532 615 526 41.0 217 215 209
17 1155 2089 2604 189.5 1410 660 29.1 286 352 532 615 526 410 217 215

18 1155 208.5 259.8 189.5 1409 66.0 29.1 286 352 532 615 527 41.0 217

19 1155 208.1 259.6 189.5 1408 660 29.1 285 352 532 615 527 410

20 1154 208.1 259.6 189.4 140.8 66.0 29.1 285 352 532 615 527

21 1154 208.0 2595 1895 140.7 659 29.1 285 352 532 -615

22 1153 208.0 259.5 189.5 1407 659 29.1 285 352 532

23 1153 208.0 259.5 1894 1406 659 29.1 285 352

24 1153 208.0 258.6 189.5 1405 659 29.1 285

25 1153 206.6 258.1 189.5 1405 659 29.1

26 1145 2063 258.1 189.5 1405 659

27 1140 2063 258.1 189.5 1405

28 114.0 206.3 258.1 189.5

29 1140 206.3 258.1

30 1140 206.3

31 114.0

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

01 12 11 01 01 01 0.1 03 02 01 — —

1 —

2 29 23 12 27 102 66 45 28 39 49 113 149 36 07
3 83 58 38 59 218 225 145 89 123 222 56.8 360 289
4 119 87 57 86 352 341 233 139 212 600 864 89.7

5 142 104 67 11.1 430 420 277 174 308 84.1 1385

6 153 1L1 7.7 1277 480 458 30.5 205 379 1019

7 158 119 83 139 503 479 325 23.1 436

8 161 124 88 144 517 49.1 339 264

9 163 128 90 147 523 498 35.2

10 165 130 92 150 528 505

11 166 13.0 94 152 533

12 167 132 95 155

13 168 133 96

14 169 133

15 169

* 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 114.0% to 258.1% at the end of 2010. Such adverse experience
was significantly impacted by deteriorating economic and real estate market conditions in the “Qil 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 1999 did not change
by a material amount from the end of 2008, which indicates that these ratios have stabilized and reached their
ultimate development for each of these policy years. The 2002 and 2003 book years are developing favorably
compared to 2000 and 2001 due to a lower level of claims and higher persistency. 2004 has a higher cumulative
loss ratio development than 2003, due to higher claims development and comparable persistency.

Book years 2005 through 2007 are developing under sustained negative economic conditions. These years’
high loss ratios are primarily due to higher delinquencies, claim rates and claim severity associated with
the ongoing weakness in the residential mortgage and housing markets, as well as 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 experienced a cumulative loss ratio of 28.9% in its third year. The loss ratio for 2008,
.while elevated, is lower than 2006 and 2007, reflecting the gradual transition in credit quality of our new
insurance business during the year, as a result of our adoption of tighter underwriting guidelines and customer
management strategies. Negative performance of business written in the first half of 2008 has offset the better
performance of the higher quality business we wrote in the latter half of the year. The 2009 and 2010 book years
are in their early stages of development and have significantly lower early default activity than prior book years.
As a result of their improved credit quality, we expect these book years to perform favorably.

8. Sustainable Homeownership

We support certain nonprofit organizations whose stated goals are to foster sustainable homeownership.
Fostering sustainable homeownership includes preparing families for their ownership responsibilities and helping
them meet that obligation. In line with these two goals, we support community-based organizations that offer
homebuyer education programs and, through our HPI department, endeavor to facilitate loan servicers’ efforts to
keep families in their homes. PMI is committed to creating 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.

9. Reinsurance

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

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 a captive reinsurance agreement, PMI reinsures a portion of its
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risk written on loans originated by a certain lender with the captive reinsurance company affiliated with such
lender. In return, PMI cedes premiums pursuant to its captive reinsurance arrangements in exchange for the
reinsurance of a portion of the PMI’s risk less, in some instances, a ceding commission paid to us for
underwriting and administering the business.

Ceded premiums, as well as capital deposits required of the captive reinsurer, are held in a bankruptcy-
remote trust for PMI’s 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 periods, the value
of assets in the trust is less than that required under the minimum capital requirement, the captive reinsurer must
deposit additional amounts into the trust account. If a captive reinsurer does not meet its capital deposit
obligations, the agreement will either be placed into run-off or commuted according to its express terms or by
mutual agreement of the parties, in which case PMI would reassume the ceded risk and recover all trust assets.

Dividends from the trust accounts are only permissible once specified capital ratios are exceeded and then,
only to the extent of such excess. For example, with respect to XOL arrangements, only amounts held in the trust
that exceed 20% of the ceded risk may be dividended to the captive. In addition to adherence to dividend capital
ratios, some captive reinsurance agreements prohibit any dividends until book years have been reinsured for a
minimum time period, typically three years. Because captive trust assets are not segregated by book or policy
year, ceded premiums deposited into a trust in one year may be used to pay claims on policies reinsured by the
captive in prior or later book years. As of December 31, 2010, assets in captive trust accounts held for the benefit
of PMI totaled approximately $724.3 million. Because premium cessions are decreasing and paid claims ceded to
captives are increasing, we expect that the aggregate amount of assets held for the benefit of PMI in captive trust
accounts will decrease in 2011.

Most of PMI’s captive reinsurance agreements are XOL arrangements, under which PMI retains a first loss
position on a defined set of mortgage insurance risk, reinsures a second loss layer of this risk with the captive
reinsurance company and retains the remaining risk above the second loss layer. In the first quarter .of 2008, the
GSEs’ eligibility requirements for approved mortgage insurers were temporarily amended, with respect to
business written on or after June 1, 2008, to prohibit cessions of gross risk or gross premium cedes greater than
25% to captive reinsurers. As of that date, we amended existing agreements that ceded greater than 25% to cede
no more than 25% or, in some cases, such agreements were cancelled and placed into runoff. In 2009, PMI
placed all remaining XOL agreements into run-off and no longer cedes premiums to such captives. PMI
continues, however, to cede premiums to the captives with respect to risk-in-force written prior to run-off.
Captive cessions, therefore, will decrease over time as the number of loans in PMI’s portfolio subject to captives
decreases. PMI did not enter into any new captive reinsurance agreements in 2010.

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. Claim payments from captive trusts were $748.1 million in 2010 compared to $213.2
million in 2009.

Reinsurance with Affiliates

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

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

10. Regulation
State Regulation

General. Our U.S. mortgage insurance subsidiaries are subject to comprehensive, detailed regulation by
the insurance departments of the 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 a holding company system to register with the insurance regulatory authority of its state of domicile
and to furnish to such regulatory authority financial and other information concerning the operations of, and the
interrelationships and transactions among, companies within the holding company system that may materially
affect the operations, management or financial condition of the insurers within the system. The states also
regulate transactions between insurance companies and their parents and non-insurer affiliates.

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

Risk-to-Capital and Minimum Policyholders’ Position. As discussed above in Item 1(C). Business—
Certain Regulatory and Other Issues Facing PMI, in sixteen states, if a mortgage insurer does not meet a
required minimum policyholders’ position or exceeds a maximum permitted risk-to-capital ratio of 25 to 1 it may
be prohibited from writing new business. In certain of those states, the applicable regulations require a mortgage
insurer to cease writing new business immediately 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 states do not have specific capital adequacy requirements for
mortgage insurers. As of December 31, 2010, MIC’s risk-to-capital ratio was 19.9 to 1 and its excess minimum
policyholders’ position was $184.3 million. See Item 1A. Risk Factors—Qur primary insurance subsidiary, MIC
is subject to 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 a special contingency reserve
with annual additions of amounts equal to 50% of premiums earned. Contingency reserves are required to be held
for ten years and then are released into surplus, although earlier releases may be authorized by state insurance
regulators in certain cases or if, and to the extent, the mortgage insurer’s loss ratio exceeds 35%. For the year
ended December 31, 2010, MIC released $261.4 million of contingency reserves into surplus attributable to
fosses in excess of 35% of earned premiums. PIC released $31.2 million of contingency reserves into surplus for
excess of 35% losses. At December 31, 2010, PMI had statutory policyholders’ surplus of $790.2 million and
statutory contingency reserves of $34.0 million.

Dividends. MIC did not pay shareholder dividends to The PMI Group in 2010 and we do not expect that
MIC will pay dividends to The PMI Group in 2011. 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. The laws of Arizona, MIC’s state of domicile for insurance regulatory
purposes, provide that MIC may pay dividends out of any available surplus account, without prior approval of the
Director of the Arizona Department of Insurance (“Arizona Director”), during any 12-month period in an amount
not to exceed the lesser of 10% of policyholders’ surplus as of the preceding year end or the prior calendar year’s
net investment income. A dividend that exceeds the foregoing threshold is deemed an “extraordinary dividend”
and requires the prior approval of the Arizona Director. See Item 7. MD&A—Liquidity and Capital Resources—
The PMI Group Liquidity—Dividends to The PMI Group.

Other states may also limit or restrict MIC’s ability to pay shareholder dividends. For example, California
and New York prohibit mortgage insurers from declaring dividends except from the surplus of undivided profits
over the aggregate of their paid-in capital, paid-in surplus and contingency reserves. Insurance regulatory
authorities have broad discretion to limit the payment of dividends by insurance companies. MIC’s ability to pay
dividends is also subject to restriction under the terms of a runoff support agreement with Allstate Insurance
Company (“Allstate”). MIC’s ability to pay dividends is also limited by the terms of our agreements with the
GSEs’ relating to PMAC. Under the agreements, MIC may not, without the GSEs’ prior written consent, 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 agreements with Fannie Mae and Freddie Mac permit
MIC to make dividend, interest and principal payments in connection with the issuance of certain new debt or
equity instruments up to specified levels.
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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 exceptions of Arizona, Illinois,
Wisconsin, New York, North Carolina, and California, many states have no special restrictions on mortgage
guaranty reinsurance other than standard reinsurance requirements applicable to property and casualty insurance
companies. Certain restrictions apply under Arizona law to domestic companies and under the laws of several
other states to any licensed company ceding business to unlicensed or unaccredited reinsurance companies.
Under such laws, if a reinsurance company is not accredited in such states, the domestic company ceding
business to the reinsurance company cannot take credit in its statutory financial statements for the risk ceded to
such reinsurance company absent compliance with certain minimum statutory capital and reinsurance security
requirements. In addition, Arizona prohibits reinsurance unless the reinsurance agreements meet certain
requirements even if no statutory financial statement credit is taken. Under the Dodd-Frank Act, if the state of
domicile of a ceding insurer is accredited by the National Association of Insurance Commissioners (“NAIC”),
and recognizes credit for reinsurance for the insurer’s ceded risk, then no other state may deny such credit for
reinsurance. In addition, the Act prohibits states from applying their laws to reinsurance agreements of ceding
insurers not domiciled in their state. These Dodd-Frank provisions take effect July 21, 2011.

Examinations. Our licensed insurance and reinsurance subsidiaries are subject to examination of their
financial condition and market conduct by the insurance departments of each of the states in which they are
licensed to transact business. The Arizona Department of Insurance (the “Department”) periodically conducts a
financial examination of insurance companies domiciled in Arizona. In 2008 and 2009, the Department
conducted its regularly scheduled financial examination of MIC, PMG, PRC, PIC and RIC for the five year
period between January 1, 2003 and December 31, 2007 and filed its report on June 29, 2009. The Department
recently gave us notice that it intends to conduct a financial examination of MIC, PMG, PMAC, PIC, PRC and
RIC for the three year period between January 1, 2008 and December 31, 2010. The Department has advised us
that the financial examination is an important factor in its continuing financial oversight and evaluation of MIC’s
financial condition. 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. In lieu of examining a foreign insurer (i.e., an insurer licensed but not domiciled in a state), the
insurance supervisors may accept an examination report by a state that has been accredited by the NAIC. Thus,
while states have the authority to examine all licensed insurers, in practice, insurance supervisors for the most
part defer to the financial examination reports issued by the domiciliary supervisor. The final financial
examination reports are public records and may be obtained from the applicable state’s department of insurance.

On July 12, 2010, the California Department of Insurance (the “California Department™) issued a market
conduct examination report of MIC indicating no unresolved or substantial allegations of error. On October 8,
2010, the California Department issued its final reports following its market conduct examination of CMG MI in
2010, indicating no allegations of error. The Nevada Division of Insurance initiated a premium tax and market
conduct examination of MIC on May 19, 2010. This examination is ongoing. In 2006, the Minnesota Department
of Commerce (MN DOC) initiated an examination of the use of captive reinsurers in the mortgage insurance
industry. The U.S. Department of Housing and Urban Development (HUD) has made inquiries related to this MN
DOC examination. This examination is ongoing. No allegations of wrongdoing have been issued by MN DOC or
HUD.

National Association of Insurance Commissioners. The NAIC is an organization of the state insurance
regulators of all 50 states, the District of Columbia, Puerto Rico, Guam, and U.S. Territories. A major objective
of the NAIC is to promote uniformity and harmonization of insurance regulation among the states by the
adoption and promulgation of model laws and regulations. The NAIC has developed a rating system, the

32



Insurance Regulatory Information System, or IRIS, primarily intended to assist state insurance departments in
overseeing the statutory financial condition of all insurance companies operating within their respective states.
IRIS consists of key financial ratios, which are intended to indicate unusual fluctuations in an insurer’s statutory
financial position and/or operating results. State insurance regulators apply NAIC IRIS financial ratios to MIC
and its insurer affiliates on a continuing basis in order to monitor their financial condition. The NAIC’s Financial
Analysis Working Group has been facilitating the exchange of information among regulators of mortgage
guaranty insurers.

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. Changes in federal housmg legislation and other laws and
regulations that affect the demand for private mortgage insurance, such as the recently enacted Dodd-Frank Act,
could affect PML As noted in Item 1(D)(2). Business—U.S. Mortgage Insurance Operations—Competition—
U.S. and State Government Agencies above, the FHA has substantially increased its market share of the u.s.
primary mortgage insurance business, in part due to federal legislation temporarily increasing the maximum loan
amount that the FHA may insure, in some cases up to the GSE limits, including up to $729,750 in “high-cost”
areas. Further legislation that increases the number of persons eligible for FHA or VA insured mortgages could
have a material adverse effect on our ability to compete with the FHA or VA.

GSEs. In order to be eligible to insure loans purchased by the GSEs, mortgage insurers must meet Fannie
Mae’s and Freddie Mac’s mortgage insurer eligibility requirements. MIC’s continued status as an eligible
mortgage insurer and the GSEs’ 2009 and 2010 proposed revised eligibility requirements are discussed in
Business—Certain Regulatory and Other Issues Facing PMI—Continued GSE Eligibility and Proposed GSE
Eligibility Requirements, above. On February 11, 2011, Treasury published proposals regarding the future
structure and role of the GSEs in the housing markets. New federal legislation and regulations, including rules
promulgated under the Dodd-Frank Act, 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, and impact the demand for our
products and the profitability of our mortgage insurance business. See Item 1A. Risk Factors—If the role of the
GSEs in the U.S. housing market is changed, or if the GSEs change other policies or practices, the amount of
insurance that PMI writes could further decrease, which could result in a decrease of our future revenue. In
addition, in connection with the approval by Fannie Mae and Freddie Mac of the use of PMAC as a direct issuer
of mortgage guaranty insurance, MIC and PMAC are restricted from taking a variety of actions.

Dodd-Frank Act. Under the Dodd-Frank Act, regulators are required to issue a rule defining a “qualified
residential mortgage”, and depending on the outcome of the definition and whether and to what extent mortgage
insurance is included, the final rule may positively or negatively affect the private mortgage insurance industry.
See Item 1(C). Business—Certain Regulatory and Other Issues Facing PMI—Dodd-Frank and Qualified
Residential Mortgages. In addition, the Dodd-Frank Act established the Bureau of Consumer Financial
Protection to regulate the offering and provision of consumer financial products or services under federal law. It
is uncertain whether the new agency will promulgate rules or regulations that may affect our business. See
Item 1A. Risk Factors—Implementation of the Dodd-Frank Wall Street Reform and Consumer Protection Act
(“Dodd-Frank Act”) could negatively impact private mortgage insurers and PMI.

Homeowner Affordability and Stability Plan (the. “Plan”). On February 18, 2009, President Obama
announced his administration’s Plan, which was 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: HARP and
HAMP. The refinance and modification programs are designed to keep homeownership affordable for borrowers
who remain current on their mortgages but whose LTVs have risen because of declining home values and to aid
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struggling borrowers with high mortgage debt to income ratios. The Plan also includes a component requiring
participating lenders to adhere to the Treasury’s uniform modification guidelines. Under the Plan, the Treasury
increased its funding commitment to the GSEs to ensure strength and liquidity in the mortgage markets as well as
to keep mortgage rates affordable. In 2010, PMI approved 9,135 HARP modification requests and, of those,
7,762 were finalized, totaling approximately $1.7 billion in modified insurance in force. As of December 31,
2010, 7,434 delinquent loans in our default inventory were subject to HAMP trial periods compared to
approximately 23,180 loans at December 31, 2009. HAMP is expected to expire in June of 2012.

American Recovery and Reinvestment Act of 2009 (the “Act”). The Act, signed by President Obama on
February 17, 2009, was designed to stimulate the economy through a combination of tax breaks, infrastructure
investment and program enhancement. The components of the Act related to housing: (1) increased the first time
homebuyer tax credit and extended the credit through December 2009 (which was further extended through
April 30, 2010 by the enactment of “The Worker, Homeownership, and Business Assistance Act of 2009”);
(2) extended the 2008 GSE loan limits (up to $729,750 in high cost areas) through 2009 (which have been further
extended through September 2011); and (3) increased funding to states to rehabilitate and dispose of foreclosed
homes.

Mortgage origination transactions are subject to compliance with various federal and state consumer
protection laws, including the Real Estate Settlement Procedures Act of 1974, or RESPA, the Equal Credit
Opportunity Act, the Fair Housing Act, the Homeowners Protection Act, the Fair Credit Reporting Act, or
FCRA, the Fair Debt Collection Practices Act, and others. Among other things, these laws and their
implementing 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 a borrower’s request, of private mortgage insurance upon satisfaction of certain conditions. HOPA applies
to owner-occupied residential mortgage loans regardless of lien priority and to borrower-paid mortgage insurance
closed on or after July 29, 1999. FHA loans are not covered by HOPA. Under HOPA, automatic termination of
mortgage insurance would generally occur once the LTV reaches 78%. A borrower who has a “good payment
history,” as defined by HOPA, may generally request cancellation of mortgage insurance once the LTV reaches
80% of the home’s original value or when actual payments reduce the loan balance to 80% of the home’s original
value, whichever occurs earlier.

The Real Estate Settlement Procedures Act of 1974, or RESPA, applies to most residential mortgages
insured by PMI. Mortgage insurance has been considered in some cases to be a “settlement service” for purposes
of loans subject to RESPA. Subject to certain exceptions, RESPA prohibits persons from giving or accepting any
thing of value in connection with the referral of real estate settlement services. RESPA is enforced by HUD and
the U.S. Department of Justice, and also provides for private rights of action.

Home Morigage Disclosure Act of 1975. Most originators of mortgage loans are required to collect and
report data relating to a mortgage loan applicant’s race, nationality, gender, marital status, and census tract to
HUD or the Federal Reserve under the Home Mortgage Disclosure Act of 1975, or HMDA. Mortgage insurers
are not required pursuant to any law or regulation to report HMDA data, although, under the laws of several
states, mortgage insurers are currently prohibited from discriminating on the basis of certain classifications.
Mortgage insurers have, through the Mortgage Insurance Companies of America, voluntarily agreed to report the
same data on loans submitted for insurance as is required for most mortgage lenders under HMDA.

Privacy and Information Security. The Gramm-Leach-Bliley Act of 1999, or GLB, imposes privacy
requirements on financial institutions, including obligations to protect and safeguard consumers’ nonpublic
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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 Privacy Rule limits a financial
institution’s disclosure of nonpublic personal information to unaffiliated third parties unless certain notice
requirements are met and the consumer does 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 U.S. Federal Trade Commission (“FTC”) and state insurance regulators. Many states have
enacted legislation implementing GLB and establishing information security regulation. Many states have
enacted privacy and data security laws which impose compliance obligations beyond GLB, including obligations
to provide notification in the event that a security breach results in a reasonable belief that unauthorized persons
may have obtained access to consumer nonpublic information. Privacy and data security in the financial service
industry continue to be the subjects 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 a review of the consumer’s credit.

E. International Operations

Our International Operations segment includes the results of PMI Europe and PMI Canada and our former
subsidiaries, PMI Australia and PMI Asia, which are reported as discontinued operations for all periods
presented. Prior to 2010, we ceased writing new business in Europe and Canada. Revenues from PMI Europe
were $19.3 million and 3.0% of our consolidated revenues in 2010 compared to $45.1 million and 5.1% of our
consolidated revenues in 2009. Premium revenues from PMI Canada in 2009 and 2010 were negligible. See
Item 7. MD&A—International Operations, and Item 8. Financial Statements and Supplementary Data—Note 18.
Business Segments, for additional information about geographic areas. Excluding revenue from the discontinued
operations of PMI Australia and PMI Asia, our International Operations segment generated 3.1% of our
consolidated revenues in 2010 compared to 5.1% in 2009, and we expect revenue from our International
Operations to continue to be minimal in 2011.

Europe

PMI Europe is a 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 the
Central Bank of Ireland (“CBI”), Ireland’s Financial Regulator. In 2008, PMI Europe stopped assuming new risk
and reduced staff and facilities. At December 31, 2010, the total assets of PMI Europe were $168.0 million
compared to $183.3 million at December 31, 2009.
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PMI Europe’s 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 December 31, 2010, PMI Europe’s
risk-in-force with respect to these products was $0.7 billion. The table below shows PMI Europe’s risk-in-force
by country, as of December 31, 2010 and December 31, 2009.

Risk-in-Force Percent of Risk-in-Force Percent of
Country* December 31, 2010 Total December 31, 2009 Total
(USD in millions) (USD in millions)

France ..................... $ — — $2,607.2 53.5%
Italy ....................... 54.1 8.0% 166.4 3.4%
Germany ................... 22.9 3.4% 1,404.6 28.8%
United Kingdom (UK.) ........ 492.2 73.0% 576.9 11.8%
United States ................ 104.9 15.6% 121.0 2.5%
Total Portfolio .......... $674.1 100.0% $4,876.1 100.0%

* By country in which the insured mortgage loan was originated.

The table below summarizes PMI Europe’s credit enhancement portfolio by transaction type.

Risk-in-Force Risk-in-Force
December 31,2010 December 31, 2009

(USD in millions) (USD in millions)

Capital Markets Transactions/CDS ................. $ 20.1 $4,007.4
Primary Mortgage Insurance ...................... 549.1 747.7
Reinsurance ...............oouuinini, 104.9 121.0

$674.1 $4,876.1

The reduction in PMI Europe’s risk-in-force was due to commutations and maturities of credit default swap
(“CDS”) and other insured transactions.

Capital Markets Products. PMI Europe’s capital markets products were designed to support secondary
market transactions, notably credit-linked notes or synthetic securities transactions (principally, CDS
transactions). As of December 31, 2010 approximately 3% of PMI Europe’s risk-in-force was derived from three
capital markets transactions where PMI Europe assumed a sub-investment grade or an unrated risk position. PMI
may incur losses on its CDS exposures if losses on the underlying mortgage loans reach PMI’s risk layer. Losses
on underlying mortgages may only occur following a credit event, which is typically defined as borrower default
or bankruptcy, and only if recoveries (typically foreclosure proceeds) are less than the total outstanding mortgage
balances and foreclosure expenses, and, in the case of some transactions, accrued interest. In 2010, four of PMI
Europe’s CDS transactions were called pursuant to contractual call dates, decreasing PMI Europe’s risk-in-force
by approximately $4.0 billion.

Certain of PMI Europe’s CDS contracts contain collateral support provisions which, upon certain defined
circumstances, including deterioration of the underlying mortgage loan performance, require PMI Europe to post
collateral for the benefit of the counterparty. The methodology for determining the amount of the required posted
collateral varies and can include mark-to-market valuations, contractual formulae (principally related to expected
loss performance) and/or negotiated amounts. PMI Europe has posted collateral, consisting of corporate
securities and cash, of $12.1 million as of December 31, 2010 on these CDS transactions. See Item 1A. Risk
Factors—We are exposed to risk in the winding down of our European operations and MD&A—Liquidity and
Capital Resources—Off-Balance Sheet Arrangements.

Reinsurance.  Approximately 16% of PMI Europe’s risk-in-force relates to six reinsurance transactions.
PMI Europe’s reinsurance transactions relate to securities backed by U.S. credit impaired mortgages, and PMI
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Europe holds second loss positions behind over-collateralization, excess spread mechanisms and other forms of
credit enhancement. In five of the transactions, PMI Europe provides excess-of-loss reinsurance. In the other
transaction, PMI Europe provides quota share reinsurance where it assumes risk pari passu with the financial
guarantor. PMI Europe established loss reserves of $16.4 million as of December 31, 2010 in respect of its
reinsurance portfolio, which includes reinsurance of FGIC transactions. FGIC’s financial condition is severely
impaired, and its primary regulator, the New York State Insurance Department, has issued an order requiring it to
suspend paying any and all claims. As PMI Europe is contractually entitled to reinsurance premiums, as well as
certain recoveries and reimbursements, from FGIC under the reinsurance transactions, there is a risk that PMI
Europe may incur higher costs on the FGIC reinsurance transactions than it would have if FGIC was not
impaired. For FGIC reinsurance transactions, PMI Europe has posted collateral related to the amount of loss
reserves ceded by FGIC to PMI Europe. As of December 31, 2010, the posted collateral balance was $2.5
million. PMI Europe is currently engaged in negotiations with FGIC regarding the appropriate amounts of
collateral required to be posted by PMI Europe under the terms of the applicable reinsurance transactions. PMI
Europe may be required to post additional collateral on these reinsurance transactions. See Item 1A. Risk
Factors—We are exposed to risk in the winding down of our European operations.

Primary Insurance. As of December 31, 2010, approximately 81% of PMI Europe’s risk-in-force
consisted of primary insurance written in Italy, Germany and the U.K. PMI Europe’s primary insurance is
structured similarly to the primary mortgage insurance products written in the U.S. A majority of PMI Europe’s
primary insurance in force stems from its acquisition of a portion of the UK. lenders’ mortgage insurance
portfolio of Royal and SunAlliance in the fourth quarter of 2003. However, as this portfolio is seasoned, losses
being generated from the remaining risk are de minimus. PMI Europe recognizes premiums associated with this
portfolio in accordance with established earnings patterns that are based upon management’s estimation of the
expiration of the portfolio’s risk. We expect the premiums earned and risk-in-force associated with the portfolio
to continue to decline through the remaining life of the portfolio.

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:31,2010 - 2010 2009 - 2008
Capital Markets .................... 3.0% 3.7% 1.5% 1.2%
Primary Mortgage Insurance .......... 81.4% 4.1% 4.4% 3.2%
Reinsurance ....................... 15.6% 27.8% 32.0% 4.7%
Total .....ocvveiiii i 100.0%

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

PMI Europe’s reserves for losses and LAE are shown below for the years 2008 through 2010.

Reserves for losses and LAE

2010 2009 2008
(USD in Thousands)
Capital Market Transactions* ............... R $ 2,154 $ 6,095 $11,156
Primary Mortgage Insurance .............. ... .ccovviae.t.. e 2,505 12,353 8,900
REINSUIANCE . . ottt et e ettt et e it e e e et s 16,391 17,509 64,447
Total reserves forlossesand LAE . ........ ...t $21,050 $35,957 $84,503

* Excluding credit default swap transactions classified as derivatives.
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The reduction of PMI Europe’s total loss reserves during 2010 was primarily the result of claims paid
during 2010 and payments made in connection with certain early contract terminations. For discussion on PMI
Europe’s loss reserves, refer to Item 7. MD&A—Critical Accounting Estimates—Reserves for Losses and LAE—
International Operations.

PMI Europe’s loss reserves shown above do not include two 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”). As of December 31, 2010, the fair value of derivative liabilities was $5.4 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.

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’s expected discounted future net cash outflows and fair value liability, which could impact our results of
operations.

The applicable regulator of PMI Europe is CBI. Ireland is a member of the European Union and applies the
harmonized system of regulation set out in the European Union directives. Under applicable regulations, PMI
Europe may provide insurance only in the classes for which it has authorization and must maintain required
capital reserves. Irish insurance companies are required, among other things, to submit comprehensive annual
returns to CBI. CBI 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 CBI regulations,
insurance companies must maintain a margin of solvency, the calculation of which is based on recent years’
premium volumes or claims experience, and which supplements technical loss and premium reserve
requirements. PMI Europe’s substantial reduction in risk-in-force in 2010 generated a capital surplus above the
current required minimum margin of solvency. As a result, PMI Europe may return a portion of its capital to
MIC, subject to approval by CBL There is no assurance that CBI will approve returns of capital to MIC in the
amounts proposed by PMI Europe, a lesser amount or any amount at all. Our current calculations of MIC’s
risk-to-capital ratio and excess minimum policyholders’ position include MIC’s ownership of PMI Europe.

Canada

In 2007, we began offering residential mortgage insurance products to Canadian lenders and mortgage
originators through PMI Canada. PMI Canada did not provide any mortgage insurance coverage in 2007, wrote a
limited amount of insurance in 2008 and wrote no insurance thereafter. In 2010, we continued the process of
closing PMI Canada. To fully close our operations in Canada, we must remove PMI Canada’s risk-in-force and
obtain regulatory approvals.

Discontinued Operations in PMI 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 a note receivable (the “QBE
Note”) in the principal amount of approximately $187 million, with interest accruing through September 2011
when it matures and is payable. The actual amount owed under the QBE Note is subject to reduction to the extent
that the sum of (i) claims paid between June 30, 2008 and June 30, 2011, with respect to PMI Australia’s policies
in force at June 30, 2008, (ii) increases in reserves with respect to such policies at June 30, 2011 as compared to
June 30, 2008 and (iii) projected ultimate unpaid losses in excess of such reserves as of June 30, 2011 (together,
the “ultimate projected losses™) exceeds $237.6 million (50% of the unearned premium reserve of such policies
at June 30, 2008). See Item 1A. Risk Factors—If the value of the contingent note we received in connection with
our sale of PMI Australia is reduced, our financial condition could suffer.
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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 (September 2011), provided that PMI Australia’s losses do not exceed a certain loss amount specified
in the PMI Australia sale agreement. PMI Australia is recorded as discontinued operations in the international
segment for all periods.

On December 17, 2008, we sold PMI Asia for a cash purchase price of approximately $51.6 million, which
is 92.5% of PMI Asia’s net tangible asset value under U.S. GAAP as of June 30, 2008, plus a pre-completion
adjustment of $0.1 million. PMI 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 U.S. dollar—the 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 the effect of translation. Conversely, if the U.S. dollar weakens against other applicable foreign currencies,
our net income and loss from International Operations will be magnified by the effect of translation. We did not
hedge our economic exposure to PMI Europe or PMI Canada in 2010.

Transaction exposure refers to currency risk related to specific transactions and occurs between the time a
firm commitment in a foreign currency is entered into and the time the cash is actually paid. Under our
Derivative Use Plan’s Foreign Exchange Policy Guidelines, we are authorized to hedge our transaction exposure
through the purchase of currency option and forward contracts. We did not engage in any hedging activities of
transaction risk in 2010. ‘

We manage foreign currency exposures of net investments in our foreign operations by reducing net local
currency assets and liabilities to the extent allowed by local regulations. If the spot exchange rates of the U.S.
dollar relative to other applicable foreign currencies change, our net investment in our foreign operations will be
impacted. Foreign currency translation gains in accumulated other comprehensive income were $51.1 million as
of December 31, 2010, 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 MIC’s statutory surplus as PMI Europe is
its wholly-owned subsidiary. ‘

F. Corporate and Other

In 2009, we sold our investment in RAM Re, and in 2010, we sold our investment in FGIC.

G. Invesfment Portfolio

As of December 31, 2010, The PMI Group and its consolidated subsidiaries had total cash and cash
equivalents of $0.3 billion and investments of $2.8 billion. The PMI Group’s Board of Directors oversees our
investment portfolio, 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 $2.9 billion as of December 31, 2010. Our U.S. and International portfolios are 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, 2010 and 2009: :

December 31,

10 2009
AAAorequivalent ......... ... ... .. 2% 48%
AA 15% 24%
A 26% 24%
BBB .. 1% 4%

Total ... 1_00% @%

Our ten largest holdings at December 31, 2010 appear in the table below:

Market Value

(Dollars in thousands)

1. Government National Mortgage Association ..........................ooo ... $313,607
2. United States TIrCASUTY .. ..........ouuertnn e 310,511
3. Ford Credit Auto OWner TruSt ... .........ovuueunrnr 36,642
4. General Electric Capital COIpP. . ...........ouiuuie i 35,754
5. HSBCUSAINC. ... 31,420
6. Toyota Auto Receivables Owner TTuSt .................c.ooourononeo . 30,608
7. Ally Auto Receivables Trust . ................oouiniininnnn i, 29,357
8. Honda Auto Receivables Owner Trust .. .............ooouuionoe o 26,464
9. Chaselssuance TIUSt .. ............0iiuiuiinene i 24,735
10.  Metropolitan Life Global Funding I ............... ... ... ... ... ... .. .. ... .. 24,441
$863,539

We manage the U.S. Portfolio to achieve the goals of providing a predictable, high level of investment
income, while maintaining adequate levels of liquidity, safety and preservation of capital. Growth of capital and
surplus through long-term market appreciation are secondary considerations. The impact .of our GAAP and
statutory capital positions is factored into the decision to realize capital gains and losses. Emphasis is given to
credit quality, price volatility and diversification, for each investment category as well as for the portfolio as a
whole. As of December 31, 2010, based on market value and excluding cash and cash equivalents, approximately
98% of the U.S. portfolio was invested in fixed income securities and preferred stocks. In response to recent
operating losses, we reduced investments in tax-advantaged securities and are redeploying the proceeds from the
sold investments into generally higher yielding taxable securities. During 2010, we recorded realized gains of
approximately $97 million related primarily to the sale of municipal bonds and preferred stocks held in our U.S.
investment portfolio. These realized gains were partially offset by approximately $0.8 million other-than-
temporary impairment losses in 2010 primarily related to certain common stocks held in the U.S. investment
portfolio, which were subsequently sold in January 2011. We may have additional impairments for preferred or
other securities if they meet the criteria for other-than-temporary impairment due to continuing stress in the
capital markets. We do not invest in non-agency mortgage-backed securities. -

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

CMG’s, PMI Europe’s and PMI Canada’s investments are subject to the investment policies adopted by
their respective boards of directors and are managed by investment advisory firms under separate investment
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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.

As of December 31, 2010, PMI Europe had $27.8 million in cash and cash equivalents and $128.1 million
of investments. The investment portfolio consists of Euro and U.S. dollar denominated fixed income securities
issued by sovereign, agency and corporate entities. The portfolio’s option-adjusted duration, including cash and
cash equivalents, was 4.1 as of December 31, 2010. PMI Europe’s portfolio did not contain investments in equity
securities as of December 31, 2010.

As of December 31, 2010, PMI Canada had $0.7 million in cash and cash equivalents and $17.6' million of
investments. The investment portfolio consists of Canadian dollar and U.S. dollar denominated fixed income
securities issued by sovereign, agency and corporate entities. The portfolio’s option-adjusted duration, including
cash and cash equivalents, was 1.3 at December 31, 2010. PMI Canada’s portfolio did not contain investments in
equity securities as of December 31, 2010.

We review the investment portfolios and strategies of our unconsolidated subsidiaries on a quarterly
basis. Through our representation on their boards of directors, we have a limited ability to influence their
investment management decisions. See MD&A—Liquidity and Capital Resources—Consolidated Investments.

H. Employees

As of December 31, 2010, The PMI Group, together with its wholly-owned subsidiaries and CMG MI, had
712 full-time and part-time employees, of which 669 persons performed services primarily for PMI, 4 were
employed by PMI Europe and 39 performed services primarily for CMG MI. Our employees are not unionized
and we consider our employee relations to be good.

ITEM 1A. RISK FACTORS
A. Risks Relating to Capital and Liquidity Matters

Our primary insurance subsidiary, MIC, is subject to 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, 2010, MIC’s policyholders’ position exceeded the minimum policyholders’ position
required by capital adequacy requirements by $184.3 million and MIC’s risk-to-capital ratio was 19.9 to 1. If
MIC’s minimum policyholders’ position were to fall below the minimum, or risk-to-capital ratio rise above the
maximum, levels necessary to meet regulatory capital adequacy requirements MIC could be required to
immediately suspend writing new business in some or all states. In sixteen states, if a mortgage insurer does not
meet a required minimum policyholders’ position (calculated in accordance with statutory formulae) or exceeds a
maximum permitted risk-to-capital ratio of 25 to 1, it may be prohibited from writing new business until its
policyholders’ position meets the minimum or its risk-to-capital ratio falls below the maximum, as applicable. In
three of those states, the applicable regulations require a mortgage insurer to cease writing new business
immediately if and so long as it fails to meet capital requirements. In thirteen states, the applicable regulator has
discretion whether the mortgage insurer may continue writing new business. Thirty-four other states do not have
specific capital adequacy requirements for mortgage insurers.

MIC’s principal regulator is the Arizona Department of Insurance (the “Department”). Under applicable
Arizona law, the Department may, but is not required to, order a mortgage insurer to cease transacting new
business until it satisfies the minimum policyholders’ position requirement. In the first quarter of 2010, the
Department granted MIC a waiver from its minimum policyholders’ position requirement. Following our April,
2010 capital raise, the Department withdrew the waiver due to MIC’s improved capital position. In January 2011,

41



we submitted a request to the Department to again grant MIC a waiver. The Department recently advised us that
it anticipates notifying us in writing that:

* Under the express requirements of Arizona law, MIC is not required to obtain a waiver from the
Department in order to continue to write new business in the event that it does not maintain the
minimum level of policyholders’ position.

* MIC will be subject to additional reporting requirements but not restrictions upon its operations.

* MIC’s policyholders’ position is one of a number of factors the Department considers in evaluating
MIC’s liquidity and financial resources to fulfill its obligations under existing and prospectively issued
insurance policies. Another important factor in the Department’s financial oversight and evaluation of
MIC’s financial condition will include a financial statutory examination and actuarial analysis of MIC,
initiated by the Department in January 2011.

* Future action by the Department with respect to MIC, if any, would be taken based upon the
Department’s evaluation of MIC’s liquidity and financial resources and not based solely upon MIC’s
policyholders’ position.

There can be no assurance that the Department will formally notify us in writing of the matters specified
above, and any such notification may contain additional restrictions or limitations. If the Department were to
determine that MIC’s liquidity, financial resources or, notwithstanding the above, a failure by MIC to maintain
Arizona’s minimum policyholders’ position warranted regulatory action, it could, among other actions, order
MIC to suspend writing new business in all states.

Other states could require MIC to cease new business writings if we fail to maintain the particular state’s
applicable capital adequacy requirement. In the first quarter of 2010, MIC was granted waivers in California,
Illinois, and Missouri. The Illinois waiver expired on December 31, 2010. The waiver in California is still in
effect, with no expiration date; however, the California Department of Insurance has the right to reevaluate its
waiver and modify its position if circumstances change. The waiver in Missouri remains in effect until and unless
MIC exceeds a 27 to 1 risk-to-capital ratio. Each of these waivers may be withdrawn at any time at the sole
discretion of the relevant regulator. We cannot predict whether or under what circumstances the Missouri
Department might modify or terminate its waiver. If MIC’s capital position approaches regulatory thresholds in
the additional states in which the insurance regulator has discretion to grant a waiver, we would submit waiver
requests from insurance departments in those states to enable MIC to continue to write new business in those
states. We cannot predict whether or under what circumstances insurance regulators might exercise discretion to
permit MIC to continue to write new business. Moreover, even with waivers, if MIC breached capital
requirements, there is a risk that certain of our customer relationships would be negatively impacted. If we are
successful in ebtaining waivers, there is no assurance that any insurance department that has granted a waiver
will not modify or revoke the waiver, or that it will renew a waiver when it expires. It is not clear what actions
the insurance regulators in states that do not have capital adequacy requirements would take if MIC were to fail
to meet capital adequacy requirements established by one or more states.

Under the terms of the Allstate runoff support agreement, MIC is subject to restrictions that may apply if its
risk-to-capital ratio exceeds 23 to 1. 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 $36 million as of
December 31, 2010 (0.3% of 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. Under the runoff support
agreement, among other things, MIC may not declare or pay dividends at any time that its risk-to-capital ratio
equals or exceeds 23 to 1 or if such a dividend would cause its risk-to-capital ratio to equal or exceed 23 to 1. In
addition, if MIC’s risk-to-capital ratio equals or exceeds 23 to 1 at three consecutive monthly measurement dates,
MIC may not enter into new insurance or reinsurance contracts without the consent of Allstate. Following such
time as MIC’s risk-to-capital ratio were to exceed 24.5 to 1, the runoff support agreement requires MIC to
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transfer substantially all of its liquid assets to a trust account for the payment of MIC’s obligations to
policyholders, therefore negatively affecting MIC’s and The PMI Group’s liquidity position. Any failure to meet
the capital requirements set forth in the runoff support agreement with Allstate could, if pursued by Allstate, have
a material adverse impact on our financial condition, results of operations and business.

Our plan to write certain new mortgage insurance in a subsidiary of MIC 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 a limited number of states,
we plan to write new mortgage insurance in those states through PMAC, which is licensed to write residential
mortgage guaranty insurance in every state. The GSEs approved the use of PMAC as a limited, direct issuer of
mortgage guaranty insurance in certain states in which MIC is unable to continue to write new business. These
approvals are subject to certain conditions and restrictions and expire on December 31, 2011. There is no
assurance that the GSEs will approve the use of PMAC as a direct issuer of mortgage guaranty insurance after
their current approvals expire at the end of 2011. Some of our customers may choose not to purchase mortgage
insurance from us in any state unless we can offer mortgage insurance through the combined companies in all
fifty states or if MIC were to exceed regulatory capital requirements in one or more states. In the event MIC
becomes out of compliance with applicable regulatory capital adequacy requirements in the future and is unable
to continue to write mortgage insurance in certain states, our inability to successfully and timely implement our
PMAC plan could have a material adverse impact on our financial condition, results of operation and business.

There can be no assurance that continued losses, or an acceleration of the development of such losses, will not
cause MIC to be out of compliance with applicable regulatory capital adequacy requirements in the future.

As a result of high unemployment and ongoing weakness in residential mortgage and housing markets, we
do not expect PMI to report an operating profit in 2011. If losses are higher or more accelerated than we
currently estimate and we do not raise capital or achieve offsetting statutory capital relief, in 2011, MIC’s
policyholders’ position will likely decline below the minimum, and its risk-to-capital ratio increase above the
maximum, levels necessary to meet state regulatory capital adequacy requirements, described above. Estimating
future losses, and the timing of future losses, is inherently uncertain and requires significant judgment. Our
expectations regarding MIC’s future losses may change significantly over time. Our losses have exceeded our
estimates in past periods, and our future losses could materially exceed our estimates.

Our future losses and MIC’s ability to meet regulatory capital adequacy requirements could be affected by a
variety of factors. Such factors include, among others:

¢ Current and future economic conditions, including continued slow economic recovery from the most
recent recession or the potential of the U.S. economy to reenter a recessionary period, borrower access
to credit, levels of unemployment, interest rates and home prices.

¢ The level of new delinquencies, the claim rates of delinquencies (including the level of future
modifications of delinquent loans) and the claim severity within MIC’s mortgage insurance portfolio.

¢ Potentially negative economic changes in geographic regions where our insurance in force is more
concentrated.

¢ The levels of future modifications, rescissions and claim denials and future reversals of rescissions and
claim denials.

*  The rate at which our U.S. mortgage insurance portfolio remains in force (persistency rate).
¢ The timing of future claims paid.

* Future levels of new insurance written (and the profitability of such busmess) which will impact future
premiums written and earned and future losses.
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» GSE and rating agency requirements and determinations.

* The performance of our investment portfolio and the extent to which issuers of the fixed-income
securities that we own default on principal and interest payments or the extent to which we are required
to impair portions of the portfolio as a result of deteriorating capital markets.

* The statutory credit MIC can continue to receive with respect to its subsidiary investments.
¢ The performance of PMI Europe, which is affected by the U.S. and European mortgage markets.

* Any requirements to provide capital under the PMI Europe or CMG Mortgage Insurance Company
(“CMG MI”) capital support agreements.

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 GSEs and rating agencies, are subjective and not subject to specific
quantitative standards. Due to the inherent uncertainty and significant judgment involved in the numerous
assumptions required in order to estimate our losses, loss estimates have varied widely. Internal models and
various third parties have estimated our losses based on their own perspectives on such assumptions and have
projected such losses to be materially higher than management’s estimates have indicated and/or that the time
frame in which we would have to make payments with respect to such losses will occur sooner than we
anticipate. If the amount and/or timing of MIC’s mortgage insurance losses were to emerge in a manner that is
consistent with certain of those estimates, MIC could exhaust its available claims-paying resources and capital
and surplus, the GSEs could withdraw their approval of MIC as an eligible mortgage insurer and MIC could be
required to cease writing new business, unless we raise additional capital or are able to take other steps to
enhance our capital.

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

Our holding company structure and certain regulatory and other constraints, including adverse business
performance or failures to receive amounts in respect of the Surplus Notes, could affect our ability to satisfy
our obligations.

We are a holding company and conduct our business operations through our various subsidiaries. Our
principal sources of funds are dividends and other payments from our insurance subsidiaries, income from our
investment portfolio and funds that may be raised from time to time in the capital markets. We are largely
dependent on amounts from MIC to pay principal and interest on our indebtedness, to pay holding company
operating expenses, to make capital investments in our subsidiaries and, if we were to wish to do so in the future,
purchase our common stock in the open market or pay dividends on our common stock. Following our capital
raise in the second quarter of 2010, The PMI Group contributed $610 million to MIC in the form of capital and
two surplus notes with aggregate face amounts of $285 million (the “Surplus Notes”). The terms of the Surplus
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Notes provide for interest, principal and redemption payments that are generally concurrent with and equivalent
to the payment of interest, principal or redemptions with respect to our convertible notes or cash settlements of
our convertible notes once such conversions exceed a specified level. Pursuant to the Arizona Insurance Code,
our interest in the Surplus Notes is subordinate to the claims of policyholders, claimants and beneficiaries and to
all other classes of creditors, other than surplus noteholders. Amounts may only be paid out of surplus, and even
if sufficient surplus is available, each interest, principal and redemption payment in respect of the Surplus Notes
is subject to the prior approval of the Arizona Department of Insurance. Although we have received a letter from
the Director of the Arizona Department of Insurance (the “Director”) approving MIC’s payment of interest
provided all of the terms and conditions of the Surplus Notes are satisfied, that approval may be rescinded at any
time. In addition, the pre-approval letter does not contain any advance approval of the payment of principal or
redemption amounts. Accordingly, there can be no assurance that we will receive any payments in respect of the
Surplus Notes, either in a timely manner in order to satisfy our obligations, including our obligations under our
convertible notes, or at all.

MIC did not pay dividends to us in 2010 and we do not expect that MIC will pay dividends during 2011.
The inability of MIC and our other subsidiaries to pay dividends and other amounts (including amounts in
respect of the Surplus Notes) in amounts sufficient to enable us to meet our cash requirements at the holding
company level could affect our ability to repay our debt, pay holding company expenses or otherwise have a
material adverse effect on our operations. Factors that may affect MIC’s and our other insurance subsidiaries’
ability to pay dividends and other amounts to meet our capital and liquidity needs include: adverse business
circumstances, including higher levels of delinquencies, claims and/or severity of claims; reduced demand for
our insurance; standards imposed by state insurance regulators relating to the payment of dividends by insurance
companies; and the terms of the conditional approvals we have received from Fannie Mae and Freddie Mac with
respect to PMAC.

The laws of Arizona, the state of MIC’s domicile for insurance regulatory purposes, provide that MIC may
pay out of any available surplus account, without prior approval of the Director, dividends during any 12-month
period not to exceed the lesser of 10% of policyholders’ surplus as of the preceding year end or the last calendar
year’s net investment income. To pay dividends in excess of that amount, MIC must obtain the prior approval of
the Director. In addition to Arizona, other states may limit or restrict MIC’s ability to pay shareholder dividends.
For example, California and New York prohibit mortgage insurers from declaring dividends except from
undivided profits remaining above the aggregate of their paid-in capital, paid-in surplus and contingency
reserves. In addition, it is possible that Arizona will adopt revised statutory provisions or interpretations of
existing statutory provisions that will be more or less restrictive than those described above or will otherwise take
actions that may further restrict the ability of MIC to pay dividends or make distributions or returns of capital.

Under the terms of the agreement that we entered into with Fannie Mae with respect to PMAC, PMI has
agreed not to pay dividends or make distributions with respect to its capital stock without the consent of Fannie
Mae, subject to limited exceptions (including exceptions for payments under the Surplus Notes and payments
The PMI Group, Inc. is required to cause MIC to make under our credit facility). The approval letter from
Freddie Mac is contingent upon compliance with similar restrictions.

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 a
contingent note receivable (the “QBE Note”) in the principal amount of approximately $187 million, with
interest accruing through September 2011 when it matures and is payable. The actual amount owed under the
QBE Note is subject to reduction to the extent that the sum of (i) claims paid between June 30, 2008 and June 30,
2011, with respect to PMI Australia’s policies in force at June 30, 2008, (ii) increases in reserves with respect to
such policies at June 30, 2011 as compared to June 30, 2008 and (iii) projected ultimate unpaid losses in excess
of such reserves as of June 30, 2011 (together, the “ultimate projected losses™) exceeds $237.6 million (50% of
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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, 2010, we do not currently expect that,
as of December 31, 2010, ultimate projected losses with respect to such policies will exceed $237.6 million.
However, we have not yet received the report with respect to the loss performance of PMI Australia’s insurance
policies as of December 31, 2010, prepared by an independent actuary as of December 31, 2010. The last such
actuarial report that we received was as of September 30, 2010. 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 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 MD&A—Liquidity and Capital Resources—Sources and
Uses of Funds—The PMI Group Liquidity—The QBE Note.

If MIC’s counterparties negatively assess MIC’s financial strength, our new insurance writings and financial
condition could be negatively impacted.

Our customers are more closely scrutinizing MIC’s counterparty strength. In December 2010, the Office of
Thrift Supervision (OTS) released a memorandum underscoring the need for robust due diligence when savings
associations select private mortgage insurance providers to insure residential mortgages. In its December
memorandum, the OTS directs savings associations to “establish and maintain prudent policies for identifying,
selecting and monitoring private mortgage insurance providers.” In a list of suggested policies and procedures,
the OTS provides that regulated savings associations should perform a thorough upfront analysis, with ongoing
monitoring and board review and approval, of each insurer’s viability, capital and reserves, and overall financial
condition.

In addition, some mortgage lenders have reduced the amount of mortgage insurance they purchase from us
as a result of our previous ratings downgrades. S&P’s and Moody’s insurer financial strength ratings of MIC are
“B+” and “B2”, respectively. If we become ineligible to provide insurance to a portion or all of the mortgage
loans from the GSEs or mortgage lenders, our financial condition and results of operations would be materially
adversely affected. In addition, CMG MI receives capital support from MIC and is, therefore, dependent in part
upon the financial strength of MIC. Therefore, sustained lower ratings may have additional negative impacts on
CMG ML

If our customers negatively assess our counterparty strength, or 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. In addition, any downgrade in our holding company debt ratings would adversely
affect our access to, and the cost of, external sources of financing.

The exercise of certain rights reserved by the GSEs under eligibility requirements for mortgage insurers and
the terms of the conditional approvals we have received relating to PMAC, could harm our profitability and
reduce our operational flexibility.

The GSEs have established approval requirements for eligible mortgage insurers, covering substantially all
areas of PMI's mortgage insurance operations, including requiring mortgage insurers to maintain certain insurer
financial strength ratings. The GSEs may revise any eligibility requirement at any time in their own discretion.
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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 remediation plans to
each GSE outlining, among other things, the steps we are taking or plan to take to bolster MIC’s financial
strength. To date each of the GSEs continues to treat MIC as an eligible mortgage insurer. There can be no
assurance, however, that the GSEs will continue to treat MIC as an eligible mortgage insurer.

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 limitations 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 from taking a variety of actions,
subject to enumerated exceptions, without Fannie Mae’s prior written consent, which is not to be unreasonably
withheld, including 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 course of business or in excess of specified levels. The approval letter from Freddie Mac
contains similar restrictions.

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

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

Our senior unsecured debt is rated “CCC+” by S&P and “Caa2” by Moody’s. Our access to external sources
of financing, as well as the cost of financing, is dependent on various factors and may be adversely affected by
our current unsecured debt ratings. Debt ratings are influenced by a number of factors, including, but not limited
to: financial leverage on an absolute basis or relative to peers, the composition of the balance sheet and/or capital
structure, material changes in earning trends and volatility, inability to dividend monies from subsidiaries, our
competitive position, and the rating agencies’ views on the future earnings prospects of our insurance
subsidiaries and the mortgage insurance industry. Sustained deterioration in any one or a combination of these
factors, including our weak financial results and continued weak earnings performance, could result in additional
downgrades of our debt ratings, thus increasing the cost of and/or limiting the availability of unsecured financing.
Placement of our senior unsecured debt ratings on credit watch by the rating agencies increases the risk that our
debt ratings may be downgraded again in the near future.

As a result of continued uncertainty in the market, there is a risk that we may impair the value of certain
securities held in our investment portfolio in the future.

During 2009 and 2010, we determined that certain securities held in our U.S. and International investment
portfolios were “other-than-temporarily” impaired and incurred $14.9 million in losses related to the
impairments. Changing and unprecedented market conditions have materially impacted and could in the future
materially impact the valuation of investment securities in our investment portfolios, which may cause us to
impair in the future some portion of the preferred and other securities remaining in our portfolio. Any decision to
impair securities held in our investment portfolio would be based on our assessment of, among other things,
recent credit downgrades of the applicable security or the issuer by the rating agencies; the severity and nature of
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the decline in market value below cost regardless of the duration of the decline, the financial condition of the
applicable issuer, whether scheduled interest payments are past due and whether we have the ability and intent to
hold the security for a sufficient period of time to allow for anticipated recoveries in fair value. Future reductions
to the value of our investment securities on an other-than-temporary basis could have a material adverse effect on
our results of operations and financial condition.

B. Risks Relating to Risk Management and Loss Reserving

Our loss reserves are subject to significant uncertainties, and, because we establish loss reserves with respect
to our mortgage insurance policies only upon loan defaults, they are not intended to be an estimate of total
future losses.

In accordance with mortgage insurance industry practice, we establish loss reserves for our mortgage
insurance subsidiaries only for loans in our existing default inventory. We establish reserves for losses and loss
adjustment expenses, or LAE, based upon our estimate of unpaid losses and LAE on (i) reported mortgage loans
in default and (ii) estimated defaults incurred but not yet reported to us by servicers. 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.
The loss reserve estimation process involves forecasting a complex set of factors, including future claim rates
and claim sizes and macroeconomic conditions. We rely on models that have been developed internally and by
third parties to analyze and predict estimated losses relating to the existing default inventory. Changes in the
assumptions used by these models or by management could lead to an increase in our estimate of ultimate losses
in the future. Loss reserve estimates are particularly uncertain during an economic downturn, which is
characterized by market volatility and disruption. Continuing adverse economic and market conditions, including
home price depreciation and high unemployment rates, and the resulting uncertainty with respect to the rate and
severity of claims may result in re-estimations of and substantial increases to loss reserves in the future with
respect to PMI's existing delinquent loan inventory. If the resolution of pending delinquencies is less favorable
than expected, or if actual claim rates in the future are higher than expected, we will need to increase claim rates
in the future, which could result in additional increases in our loss reserves.

Our mortgage insurance reserving process does not take account of the impact of future losses from loans
that are not in default and, accordingly, our loss reserves are not intended to be an estimate of total future losses.
Because of this, our actual future losses on our insured book of business (including both current and delinquent
loans) will substantially exceed the loss reserve estimates we have established on loans in default, and future
notices of default on insured loans will have a material impact on our financial results. Additional increases in
loss reserves would negatively affect our consolidated financial condition and results of operations.

Rescission activity may not materially reduce our loss reserve estimates at the same levels we have recently
experienced. Also, our loss reserves will increase if future rescission activity is lower than projected, if we
reverse rescissions beyond expected levels, or if we are unable to defend our rescissions in litigation and,
therefore, are required to reassume risk and establish loss reserves on delinquent loans.

Based on PMI’s investigations and industry and other data, we believe that there were unexpectedly and
significantly high levels of mortgage origination fraud and decreases in the quality of mortgage origination
underwriting primarily in 2006 and 2007 when compared to historical levels. PMI has reviewed, investigated,
and rescinded coverage of a material number of loans. Between December 31, 2008 and December 31, 2010, we
have rescinded delinquent and non-delinquent loans (including primary and pool) with an aggregate risk-in-force
of approximately $1.2 billion.

When PMI rescinds insurance coverage, we remove the rescinded loan from our calculation of PMI’s
risk-in-force and insurance in force. 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. In arriving at our
loss reserve estimates, we consider, among other factors, the effect of projected future rescission activity with
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respect to the existing inventory of delinquent insured loans. Projected future rescissions are materially reducing
our current loss reserve estimates; however, we do not expect that future rescissions will continue to reduce our
loss reserves at the same levels as we have experienced. In the second quarter of 2010, we reduced our estimate
of future rescissions as a result of a decline in rescission activity beyond our expectations. To the extent future
rescission activity is lower than projected, we would be required to increase loss reserves in future periods.

Upon receiving PMI’s notice of rescission with respect to a loan, the insured may seek additional
information as to our rescission and/or request reconsideration by challenging the bases of our decision to rescind
coverage on specific loans (“loan-level challenge”). (For a discussion of our rescission reconsideration process,
see MD&A—Conditions and Trends Affecting our Business—U.S. Mortgage Insurance Operations—Rescission
Activity and Claim Denials.) If we decide to reverse a rescission after consideration of a loan-level challenge, we
reinstate coverage of the loan after receipt of the applicable premium. If we reinstate coverage of a loan that is
delinquent at the time of reinstatement, regardless of its status at the time of the rescission, we reassume the risk
and include the loan in our delinquent loan inventory. Based on our historical experience, we estimate the portion
of policies that we expect to reinstate after our reconsideration is complete, and take such estimate into account
in establishing our reserves. If levels of reinstatements exceed our expectations, we will be required to increase
our loss reserves, and our financial condition and results of operations will be negatively impacted.

In some cases, insureds are also challenging our general rights to rescind coverage of all or any loans under
the terms of PMI’s master policies (“general challenges”). Because insureds’ general challenges to PMI’s
rescission rights do not necessarily identify specific rescinded loans, the total population of rescinded loans that
may be subject to general challenges is uncertain. As we have received general challen